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Just in case you missed reading the May 7-21 issue, 
we thought we'll bring it your notice that the 
Business Today Survey rates us 
No.l among all Indian Banks. 


Al Corporation Bank, we believe good enough is not enough and it is reflected in 
our performance. As a pro-active, efficient, customer-oriented organisation, we've 
moved up from the 1993-94 position of No.3 to the No.l position among all Indian 
banks in 1994-9.5. Thanks to our dedicated employees and to the unflinching loyalty 
of millions of customers, this marks the beginning of a new journey. 
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Educatioii and Nation-Biiilding 

The structuring of knowledge is intimately linked to the structuring of 
power. In India, since 1947, the project of nation-building has lain at the 
heart of educational policy. It has b^n an uneasy and sharply contested 
process, however. Education has been the site of multiple definitions of 
the nation as various claimants to power have attempted to lay their 
imprim upon it. 2077 

Rural Financial Institutions 

After the initiation of the economic reforms in 1991 several fonnal and 
informal proposals have emerged for the restructuring of the existing rural 
financial insUtutions (RFIs), questioning both dieir developmental 
objectives and their flnancial viability. With few exceptions, however, 
none of these proposals has been based on a sound understanding 
of the working and problems of the RFIs. 2083 

Social Security in Unorganised Sector 

In Kerala the government has initiated several measures to provide social 
security to workers in the unorganised sector. Welfare funds have been 
created and administered through tripartite statutory welfare boards. 

A study of the working of the Kerala Headload Workers 

Welfare Scheme. 2098 


India and CTBT 

It is altogether illegitimate to support 
the government’s rriection of the 
Comixehensive Test Ban TYeaty 
(CTBT) while domestically opposing 
pressures for the exercise of the nuclear 
option. The calculations that drive the 
one are completely identical with 
those that sustain the other. 2061 

Reforms Gift-Wrapped 

It is remarkable that without resiling 
from any of the reform commitments 
or conc^ing anything substantial to 
the victims of the reform programme 
in the last five years, finance minister 
Chidambaram has been able to disarm 
his critics in the United Front, 
including the Left parties, and 
even to persuade them to 
applaud his budget. _ 2064 

ULFA and Assamese 
Nationalism 

The ULFA phenomenon is the product 
of the total alienation of fmstrated 
Assamese youth from the Indian state. 
But the weakness of the Assamese 
national base, with numerous ethnic 
groups suspicious of Assamese 
hegemony and no longer willing to 
find a greater common identity in 
Assamese nadonality and vast 
numbers of immigrants disturbed by 


Export and Perish 

The mainstream software industry 
in India has dAiberately neglected 
the domestic market in favour of 
exports. The dangers of walking 
on one leg have been convincingly 
an^ysed in a recently (Hiblished 
book. _ 2073 

Pacitication of Kashmir 

State-sponsored terrori.st outfits have 
been used by Latin American dictators 
to put down popular dissent. TIte 
technique is being used in Kashmir 
by a democratic government in 
New Delhi — “to create conditions 
for a free election’’ there. _ 2059 

Emancipatory Discourse 

The Gandhian and Ambedkarian 
discourses are not antithetical. Both 
are concerned with the issue of 
emancipation. Today when the 
legitimacy of the emancipatory 
discourse is being challenged and the 
dominant discourse upholds 
capitalism, it is all the more necessary 
to broaden the scope of the 
Gandhian and Ambedkarian 
discourses. _ 2070 

^Justice’ 

After 19 years Archana Guha who 
barely survived police torture as a 


the ambiguity of their situation, has suspected naxalite has received 

made it impossible for the ULFA ‘justice’ — her torturer has been 

to formula^ a programme of sentenced to a year’s simple 

natit^ reconstructtcHi. 20M imprisonment. ___ ^9 





LETTERS 

Oilseeds: Self-Sufficiency 
and Allocative Efficiency 


THE aiticie on oilseeds by Ashok Gulati et 
al (March 30) raises a number of questions. 

(1) LookiAg at Table I of the study from 
a different angle one can .say that imports 
of edible oil during 1976-77 to 1987-88 
accounted for about 43 per cent of domestic 
production on an average as compared to 
only 3 per cent during the preceding period, 
i e, 1971-72 to 1975-76. This happened 
despite the fact that production was up by 
13 per cent. ^ the record crop year of 1983- 
84, imports also reached a record level. 
According to the authors, it was the rising 
demand that led to massive imports. Or had 
the imports actually artificially hiked up the 
demand? 

(2) My contention is that these excessive 
imports led to depressed prices of oilseeds 
for a fairly long period of time. And obviously 
It led to allocative inefficiency. The authors 
are silent about this. Whether the present 
price rise is a correction factor or not 1 would 
leave to the authors to ponder. 

(3) The authors' contention is that a rise 
of oil.seeds area, as a result of high prices, 
has led to allocative inefficiency. After the 
green revolution, the area under wheat and 
rice rose at a tremendous pace, at the cost 
of oilseeds, pulses and coarse cereals. Did 
allocative in^ficiency arise at that time or 
not? 

(4) Who raised the prices of oilseeds/ 
edible oils recently? The MIO of the NDDB 
with a small per cent share (about 2 per cent) 
in the edible oil business cannot do it. The' 
authors seem to be very biased against the 
MIO. We all know that support prices of 
oilseeds have remained on paper, but still 
they have been mentioned while quoting the 
MIO operations. At another place, instead 
of comparing the farm prices of oilseeds, the 
authors have compared edible oil prices to 
bring home their point. I don't know what 
they mean “by overplaying with the price 

enf. Edible oil prices are not 
I prices like thoiie of mineral oil. 
They influenced by government 

operationa ailin the cate of sugar. Then how 
did it happen? Due to the MIO? It is a far¬ 
fetched conclusion; any student of economics 
can argue it out. 

A time series analysis of groundnut oil 
prices for the last 5/6 months reveals 49 
months' price cycles. These cycles broke 
their rhythm during 1976-77 to 1987-88 but 
the pattern revived after that. It means that 



prices are on their normal path of behaviour. 
Hiese price movements are now obviously 
related to supply and demand, and to say 
that they have been manipulated is 
meaningless. 

(5) How far can the macro-level factor of 
the NPC be relevant in such an analysis? Or 
does it mean turning a blind eye to the micro¬ 
level foundations. Which is the better 
alternative? NPC or the relation of domestic 
prices of oilseeds to theircost of production? 
The authors hayc not perhaps studied the 
Farm Management Study of Groundnut in 
Tamil Nadu. They seem to assume that all 
the regions of the country and all the crops 
have equal physical endowments like feitile 
soil, assured rainfall, etc, and infrastructural 
facilities like irrigation, procurement 
operations of the government, etc, and also 
that substitution is easy. 

(6) The article by Mishra and Hazel! (in 
the same issue of the EPW) as well as by 
other experts on terms of trade ^ms to 
suggest that it is not the barter terms of trade 
between the crops but income terms of trade 
(that IS relative price variations corrected by 
relative productivity variations) which are 
more important in explaining relative acreage 
changes. I would be the first person to accept 
the conclusion of the authors if it is 
substantiated by such studies rather than on 
the basis of the NPC or barter terms of trade 


roughly worked out as by the authors. 

The impression is creatMl that the author 
support the levels of imports as experienco 
in the period 1976-77 to 1987-88. With m; 
little experience with the oilseed sector, 
suspect the death-knell of the oilseed growe 
in thedry and semi-dry regions of the countr 
if such a policy of massive imports of edibli 
oil is revived again. 

Any short-period study devoid of it 
historical perspective and any macro-leve 
study devoid of its micro-level foundation 
are bound to reach some misleadinj 
conclusions. If we have failed to augmen 
productivity of some of our major traditions 
oilseeds like groundnut, sesame, coconui 
etc, at par with the 'green revolution' crop 
we have no right to snatch away whateve 
little gain the farmer has acquired as a resul 
of price rise from normal forces of suppi 
and demand, undisturbed by excessiv 
import. In the end, it may be stated that ther 
is no overplaying with the price instramer 
now, but it was definitely underplayin 
with the price instrument during 1976-771 
1987-88. It is Just that we are compensatin 
the poor oilseed grower for his cumulativ 
loss of around 12 years inflicted deliberate! 
by the government. 

M LJiiai. 

Vallabh Vidyanagar 
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Folklore of ‘Budget Deficit’ 


A mong the many elements of continuity in the fiscal 
strategies adopted by finance minister P Chidambaram 
and his predecessor, that relating to their attitude towards the 
level and mode of financing of the budgetary deficit deserves 
comment. Chidambaram has stuck by Manmohan Singh's 
unrealised ‘commitment’ to a lower fiscal deficit, with the 
promise of bringing it down immediately from 5.9 percent of 
GDP to S per cent in this financial year and to less than 4 per 
cent in course of time. However, their joint commitment to a 
programme of ‘reform’ based on the provision of incentives 
and shunning of disincentives to private investment has 
meant that the tax-GDP ratio continues to remain extremely 
low in India. At present it stands at less than 16 per cent (taking 
the centre and the states together) compared with levels 
varying between 19 and 38 percent in the developed capitalist 
nations. Asa result, the adjustment in the fiscal deficit does not 
involve any, or at best only a marginal, reduction in the 
revenue deficit. The casualty is capital expenditure, which this 
year is projected to rise by just 9 per cent in nominal terms or 
by 2-3 per cent in real terms, even though revenues are 
assumed to go up by around 18 per cent in nominal terms. 

But the similarity does not end here. To finance even the 
lower projected fiscal deficit the finance minister has chosen 
to hold to a minimum his borrowing from the RBI through the 
issue of ad hoc trea.sury bills. In keeping with the failed 
objective of the previous government, the official ‘budget 
deficit', denoting borrowing from the RBI against treasury 
bills, is to be reduced from last year’s level of Rs 7,600 crore 
to a hoped for Rs 6,578 crore, which is close to the Rs 6,000 
crore ceiling set in an MoU between the finance ministry tmd 
the Reserve Bank of India last year. Chidambaram has further 
declared that he intends pursuing the strategy of reducing such 
borrowing againstad hoes to zero within a suitable timeframe. 

The reasoning underlying this initiative is that the right to 
issue ad hoes whenever required results in two objectionable 
trends. First, it ostensibly encourages fiscal indiscipline, since 
the finance ministry is never seen as short of funds, which are 
treated as equivalent to newly printed money. Second, it 
increases reserve money in the form of central bank credit to 
the government and therefore contributes to an ‘automatic’ 
increase in money supply, which undermines the monetary 
authorities^ control over the financial and economic system. 
On both these counts the initiative is misplaced. 

As the reference above to the tax-GDP ratio indicates, the 
fundamental element of ‘indiscipline’ in fiscal management 
in India is that surplus earners in a society characterised by 
extreme inequality are able to influence tax policy and resort 
to tax avoidance and evasion to an extent where the share of 
the national cake mobilised the state to meet its commitments 


is abysmally low when compared to most ‘market-friendly’ 
capitalist countries. The glaring instance of ‘zero-tax 
companies’ which r^e in huge profits, which the finance 
minister has attempted to partially deal with this time, is just 
one of the innumerable consequences of the inadequacies of 
the direct tax regime and its administration. Unfortunately, the 
thrust of tax reform has been to reduce tax rates rather dun do 
something about the massive shortfall in the tax-GEH* ratio. 

As for its effects on money supply, experience suggests diat 
controlling the official ‘budget deficit’ asameanstostrmigdwn 
monetary management is by no means effective. An obvious 
consequence of capping the issue of ad hoes is that the govern¬ 
ment hu to turn to the open market to meet the large borrowing 
requirement resulting from low tax revenues. Assuming that 
the contribution of other sources of reserve money expansion 
(such as die net foreign assets of the central bank) remain con¬ 
stant, such a shift in the source of borrowing results in a strin¬ 
gent liquidity situation and a sharp rise in interest rates, since 
the government competes with Ah private sector to gamer 
lendable resources. This not tnily increases Ae interest liabdity 
associated with benrowing at Ae margin, but also makes it 
difficult for the government to find takers for its securities to 
an extent greater Aan warranted by devices of pre-emption of 
financial sector resources such as the statutory liquidity ratio. 
Since the central bank nwmally undmwrites government 
securities, this soon results in a situation where large chunks 
of government bonds devolve on the RBI for lack of sufficient 
‘public’ interest. Thus central bank credit tb Ae government 
(and. therefore, reserve money) does rise, Aough a large part 
of Ais additional credit is at market related interest rates 
rather than Ae low 4.6 per cent rate on ad hoes. For example, 
net RBI credit to the central government increased by close to 
Rs 20,000 crore in Ae financial year 1995-96, whdn the budget 
deficit stood at just Rs 7,600 crore. The implication is Aat so 
long as resources are not mobilised the tendency for fis<*al 
management to force increases in money supply and reduce 
the ‘independence’ of Ae monetary auAority will persist. 

What does change, however, is Ae interest liability on Ae 
revenue side of the budget, which begins to reflect Ae effects 
of high cost borrowing, increases substantially every year and 
renders the task of reducing Ae revenue deficit increasingly 
difficult. Thus Ae strategy of capping ad hoes erodes Ac 
ability of Ae government to sustain capital expenditures 
wiAout sharply increasmg Ae fiscal deficit. If yet the 
govenunent persists wiA Ais measure, it possibly is because 
it strengAens Ae material ground for those who argue Aat the 
state is in no position to finance needed capital expenditures 
and must let them devolve on a private sector which is induced 
to invest wiA even mote concessions. 
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UTTAR PRADESH 

Private Agendas 

THE Uttar I^desh electoral scene is getting 
murkier, with the anti-B JP forces hopelessly 
divided and their votes likely to bedisssipated 
in triangular contexts. TheBJPmay have the 
last laugh, unless the CPI(M)’s desperate 
efforts to avoid mutual confrontation between 
the BSP and the United Front candidates 
really succeed in bringing about some last- 
minute adjustments. 

For those among the electorate seeking a 
viable political alternative there is hardly 
any choice. None of the political parties in 
the fray had covered itself with glory during 
their respective tenures in office, llie BJP 
which is the most despicable of the lot, by 
demolishing the Babri Masjid and unleash¬ 
ing widespsread riots under its administration 
in the state, created a nation-wide atmos¬ 
phere of communal terror from which India 
is yet to recover. Muiayam Singh Yadav’s 
Samajwadi Party (SP) and Kanshi Ram’s 
Bahujan Samaj Party (BSP), riding on the 
waveofbackward caste and ‘dalit’ solidarity 
and Muslim support, came to power soon 
after. But lacking any wider political 
perspective and programme of socio¬ 
economic change, the provincial ‘satraps’ of 
both the parties of the SP-BSP coalition 
government got embroiled in clashes over 
personal one-upmanship, reinforced by their 
respective casleist loyalties. The SP-BSP 
coalition government’s emergence reflected 
in a targe measure the hopes and aspirations 
of the majority consisting of the socially 
backward and oppressed castes and clas.scs, 
as well as the persecuted minority com¬ 
munities, of Uttar lYadcsh. But the leaders 
whom they voted to power betrayed their 
hopes. The Muiayam Singh-led SP behaved 
like a big brother, antagoni.sing the BSP and 
in the process fuelling the careerist ambitions 
of the leaders of the latter. In order to oust 
Muiayam Singh from power, the Kanshi 
Ram-Mayavati duo of the DSP had no 
compunctions in allying with the BJP - 
which till the other day they had denounced 
as ‘Manuwadi’ or subscribing to the 
brahminical anti-dalit values of the Hindu 
upper castes - and coming to power. The 
political vendetta that Mayavati as the chief 
minister followed against officers who had 
worked under Muiayam Singh by ousting 
and replacing them with her own favoured 
bureaucrats was as bad as Muiayam Singh’s 
policy of appointing and protecting officials 
of his own choice to key posts in the 
administration. 'This practice of political 
manipulation of the administration all these 
years has now come home to roost, with the 
bureaucracy losing all credibility. While 
Muiayam Singh has been indicted by the 
Ramesh Chandra committee as the main 


accused behind the alleged attack on BSP 
leader Mayavati at a guest house in June lasf 
year, Muiayam’s supporters are quick to 
point out that Ramesh Chandra had signed 
the report indicting Muiayam Singh after he 
had been promised re-employment by the 
then chief minister Mayavati as chairperson 
of the UP Public Service Commission. Who 
are we to believe? 

Uie electoral battle is being fought out 
against this sordid background of mud- 
slinging between the SP and the BSP. Both 
parties appear to be determined to give the 
eiectionsaviolcnltwist,withMutayamSin^ 
asking his followers to form themselves into 
an armed battalion called, of all things, the 
‘Red Brigade' and Kanshi Ram retaliating 
with the threat to organise his followers into 
a ‘Blue Brigade'. Given this mood of bitter 
confrontation between the two camps, the 
CPI(M)’ s hopes of persuading them to agree 
to electoral adjustments seem to be doomed 
to failure. 

The role of prime minister Deve Gowda in 
this dismal scene in UP is even more curious. 
First, he appointed as the state’s governor 
Ramesh Bhandari who had earlier acquired 
considerable notoriety as a hatchet man of 
the ruling Congress wherever he had been 
posted, most notably in Tripura some years 
ago. Second, Devc Gowda sent disturbing 
signals to his partners in the central coalition 
by choosing to hob-nob with Congress 
politicians dunng his recent public meeting 
at Rampur in UP totally ignoring Muiayam 
Singh Yadav and his SP. Is he in favour of a 
Congress-BSP victory in UP, that could help 
him in clipping the wingsof Muiayam Singh? 

FINANCIAL SYSTEM 

Further Push to Cost 
of Funds 

THE phenomenal growth of non-banking 
financial companies (NBFCs) and un¬ 
incorporated enterprises in the financial area 
has focused attention on the need for regu¬ 
lation of their activiti&s. After the 1991-92 
financial scam in which some NBFCs were 
involved, the Joint Parliamentary Committee 
(JPC) had recommended the strengthening 
of legislative provisions to ensure proper 
functioning of NBFCs and in particular 
protection of depositors. Even as the finance 
ministry has been getting ready to introduce 
the legislative changes for compulsory 
registration and better regulation, the Reserve 
Bank has been using the already existing 
powers to enforce a modicum of discipline 
on the NBFCs. Armed with the A C Shah 
Committee’s recommendations, the RBI has 
been issuing guidelines covering different 
aspects of the working of NBFCs. Among 
the more important measures taken by the 
RBI arc the requirement that NBFCs wi^ net 


owned funds (NOFs) of Rs 50 lakh and 
^ve must get themselves registered with 
the RBI, the enlvgement of the definition of 
regulated deposits to include inter-corporate 
loans and borrowings from shareholders by 
private limited NBFCs, the prescription of 
prudential guidelines for registered NBFCs 
forincome recognition, accounting standards, 
provisioning for bad and doubtful debts, 
capital adequacy norms and concentration of 
cr^it and investments, the requirement that 
registered NBFCs get themselves rated by 
one of the three rating agencies at least once 
a year and curtailment of bank Hnance 
available to NBFCs on a selective basis. 
Very recently the RBI has brought within its 
regulatory framework the activities of 
‘nidhis’, imposing on them the 15 per cent 
ceiling on their deposits and preventing them 
from issuing advertisements. 

However, as the authorities are aware, the 
objective of effective regulation and super¬ 
vision of the activities of NBFCs and parti¬ 
cularly those of the massive number of un¬ 
incorporated enterprises involved in financial 
intermediation remains elusive. Of the 
2,49,181 joint-.stock companies at work as of 
March 1992, 35,832 were financial com¬ 
panies - a quantum jump from 7,063 in 
March 1981; now financial companies are 
said to number about 40.700. Of them only 
745 arc registered with the RBI. In the absence 
of a sire distribution of NBFCs, it is difficult 
to say if all those qualifying for registration 
have in fact registered themselves. If the A C 
Shah Committee's assessment that some 500 
companies which controlled more than 85 
per cent of all deposits of NBFCs would 
qualify fur compulsory registration was 
correct, almost al I the companies would seem 
to have been covered. But of the 745 NBFCs 
registered with the RBI. as of September 30. 
1995 only 255 had submitted the required 
half-yearly returns on their prudential per¬ 
formance and only 121 companies had 
reported their credit ratings. 

Apart from the NBFCs, there are hundreds 
of thousands of unincorporated enterprises 
carrying on financial activities in different 
nooks and comers of the country. Recog¬ 
nising that it was well-nigh impossible to 
bring them under any direction and control, 
the legislative provisions contented them¬ 
selves with prescribing the maximum number 
of depositors per firm of individuals (25 
depositors) and per partnership and unincor¬ 
porated association of persons (a range of 25 
to 250depositors). No limit on the amount of 
deposit has been prescribed nor is there any 
specific institutional arrangement for the 
enforcement ofeven these provisions, though 
nominally the RBI and the state governments 
possess statutory powers of prosecution for 
violation of the law. There are not even any 
guesttmates of the funds mobilised by these 
enterprises, though their annual turnover 
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wouli umk)ubtecUy add upto amindboggling 
!igun. 

In the case of NBPCs, there is spine 
nformationa^nilable from the annual surveys 
luinducted by the RBI. The NBFCs have to 
report data on two types of deposits accepted 
Dy them; regulated deposits that are subjected 
!0 ceitain ceilings and other restrictions and 
Hcempted deposits such as funds obtained 
from the government, security deposits, inter¬ 
company borrowings and funds mobilised 
from directors and shareholders in the case 
of private limited companies which are not 
subject to ceiling regulations. Effective from 
April 1993, inter-company borrowings and 
funds received from directors and share¬ 
holders also come under regulated deposits. 
Taking all financial and non-financial 
companies together, the share of regulated 
deposits has come down from about 32.4 per 
cent in March 1981 to 14.6 percent in March 
1992, suggesting that now as much as 8S per 
cent of non-banking deposits (Rs 43,688 
crore out of Rs 51,185 crore) come from 
sources not subject to any ceiling regulation 
(these do not i nclude borrow! ngs from banks 
and financial institutions as per the surveys 
up to 1992). Regulated deposits of all non¬ 
hanking companies constituted about 3.6 per 
cent of the aggregate deposits of scheduled 
commercial banks in the early 1980$ and 
rose to around 4 per cent in the second half 
of the 1980s; since then the proportion has 
comedown to 3.2 per cent. If we consider the 
regulated deposits of only the NBFCs, they 
were Rs 2,823.5 crore or just 1.2 per cent of 
aggregate bank deposits in March 1992, 
According to the RBI, though 7,556 NBFCs 
reported deposit-acceptance activities, only 
about 700companies were active participants 
in these activities and almost 97 per cent of 
the deposits rai.sed by NBFCs were in the 
names of just about 25 companies. While 
this may be correct insofar as the reporting 
companies arc concerned, deposit-acceptance 
activities appear to be much more wide¬ 
spread among both corporate bodies and 
unincorporated enterprises. 

Data for the post-reform period suggest 
that depo.sits attracted by financial companies 
have tended to dwarf those attracted by 
manufacturing or trading firms. Forinstance, 
in 1991-92 the entire expansion of Rs 750 
crore under regulated deposits took place 
with financial companies, with non-financial 
companies showing a negative flow of Rs 41 
crore. An ICICI study suggests that deposits 
and unsecured loans of 150 NBFCs jumped 
from Rs4,999 crore attheend of March 1992 
to Rs 6,830 crore (a rise of 36.6 per cent) in 
March 1993 and to Rs 8,640 crore (26.5 per 
cent) in March 1994. Subsequent indicators 
suggest that financial companies have grown 
ataconsiderably faster rate than non-financial 
companies. Also-, though data are not 
available for the most recent period, the 


growth of NBFCs has ouQiaced that of the 
banking sector. 

Against this background, the RBI's latest 
packa^ of liberalisation measures in the 
form of lifting the interest rate ceiling of 15 
per cent on deposits accqned by equipment 
leasing <l^) and hire purchase (HP) finance 
companies as well as loan and investment 
compani^ which are registered with the RBI 
and which comply with txrth prudential norms 
and credit rating requirements give rise to 
serious misgivings. The same is true of the 
removal of the ceiling on deposits hitherto 
kept at 10 times net owned ^nds (paid-up 
capital and free reserves rret of accumulated 
losses) in respect of registered EL and HP 
companies and the raising of the ceiling on 
deposits of registered loan and investment 
companies from equal to NOF to twice NOF. 

These measures may result in the tail 
wagging the dog, that is, the operations of the 
registered NBFCs influencing the working 
oftheentirefinancialsy.stem.ThePRKhanna 
Committee on monitoring of finance 
companies, on whose recommendations these 
relaxations have been effected, appears to 
have mixed up the question of supervision 
with monetary policy issues. The removal of 
the interest rate ceiling or the ceiling on 
borrowings through public deposits by 
NBFCs constitutes a major monetary policy 
issue the importanceof which goes far beyond 
the question of supervision. The new policy 
also goes counter to the RBI's approach spelt 
out only last year which considered it 
necessary to moderate borrowing by NBFCs 
from banks and financial institutions. The 
A C Shah Committee had stressed that the 
RBI should shift its emphasis from regulat¬ 
ing deposits to monitoring the NBFCs’ assets 
and end-use of funds. The quality of assets of 
NBFCs, it is well known, leaves much to be 
desired particularly in the context of their 
role in the capital market. Therefore, the 
enlargement of the scope available to them to 
mobilise resources, even if they satisfy credit- 
rating norms, will have implications for 
financial stability. Registration with the RBI, 
credit rating and satisfying prudential norms 
at a given point in time cannot be enough of 
a guarantee against undesirable asset 
management by NBFCs. 

Finally, registered NBFCs will in future 
influence the interest rate structure for bank 
deposits and lending. Though the funds 
mobilised by NBFCs constitute only a small 
proportion of bank funds and though banks 
enjoy certain institutional and fiscal 
advantages, the NBFCs’ ability to influence 
the interest rate structure on tonk deposits 
and credit at the margin should not be 
underestimated. Asitts,the freeingofintcrest 
rates on banks' fixed deposits beyond one 
year has pushed up the average cost of funds 
for banks following competition among 
banks themselves. Now banks will have to 


face competition from big-size NBFCs as 
well which will further push up the average 
cost of funds to productive enterprises all 
over the country. A major factor responsible 
for the high interest rates on the borrowings 
and debt instruments of manufacturing firms 
is the competition they face from banks, 
financial institutions and NBFCs which have 
sought to mobilise funds at very high rates of 
interest. This phenomenon will be further 
reinforced with the freedom which the RBI 
has now extended to registered NBFCs. 

WOMEN 

Haphazard Inputs 

‘IMPROVEMENT of women’s status' and 
consequently women’s issues have become 
part of the acknowledged and well-projected 
agenda of the state over the last couple of 
decades. Over a period of time efforts to 
institutionalise these concerns have led to 
the establishment of departments and the 
constitution of permanent commissions and 
services. But what is increasingly becoming 
clear is that even after all these years, women 
have remained an agenda item and concern 
for women and their status in society has not 
permeated the state’s consciousness. The 
self-evident truth is that while women's issues 
need to be provided space in some sectors, 
they have not substantially influenced the 
overall perspectives. The central budget for 
1996-97 may be read as an indicator of this, 
showing as it does the haphazard nature of 
the state’s concern for women. 

Take for instance, the health sector 
allocations. For decades the only component 
specifically addressed to women has been 
the maternal and health programme. Much 
has been written about the narrow perspecti ve 
of the programme and how it does not produce 
the results that it seeks. For over two decades 
now the MCH programme has fonned a 
much-neglected component of the family 
planning programme. It was introduced with 
the specific purpose of bringing in more 
family planning acceptors. In the last few 
years with a plateau having been reached by 
the family planning programme, there has 
been increased attention and allocations for 
the MCH programme. This year for instance, 
the central budget allocates an increase of 25 
per cent for the scheme, making it the only 
component of the entire family welfare 
programme (comprising urban and rural 
family welfare services and MCH) which 
has seen any substantial rise. Interestingly, 
however, the budget documents continue to 
delineate the objective of the programme as 
being “to enhance the acceptability of the 
family planning programme...to enhance 
chances of child survival”. That this is not 
simply a lack of attention to textual detail is 
shown by the fact that the components of the 



programme have shown a narrowing of 
attention on the mother- prophylaxis against' 
anaemiaamonglactating mothers and amoi^ 
children for Vitamin A deficiency, ^ai' 
training and oral rehydration therapy. In 
short, the considerable literafure on what 
must be the most effective components of the 
MCH programme has been selectively 
incorporated. Pbr example, literature showing, 
that the nutritional supplements to pregnant 
mothers do not influence birth-weight has 
led to the abandonment of the approach and 
now the narrow objective is to prevent 
anaemiaamong laciating mothers. Moreover, 
notwithstanding the adoption of the 
leimxluctive hedth strategy, whatever its 
m^ts and demerits, thecentrai health budget 
does not record a separate component for it. 

Hiat different departments and even 
emnponents of the same department dance to 
different tunra is evident at other places. The 
women and child development department’s 
budget records a small increase in its 
^location for women’s welfare budget, which 
il^ludes such components as assistaiKe for 
fpostels for working women, the National 
Commission for Women, short-stay homes, 
etc, which means only that the funds available 
this year, accounting for inflation, will bg 
much the same as last year. Under the same 
department fall the Integrated Child 
Development Services, which has seen 
considerable success in some states, the day 
care centres scheme which provides for the 
setting up these centres for the children of 
weaker sections and the ‘balwadi’ nutrition 
programme which provides grants-in-aid to 
voluntary organisations to nm balwadis for 
diildren between three and five years. All 
- these are run by die central government 
departments and none have been provided 
widi additional allocations, which means 
that they will actually be making do with 
much less thaft last year. It is hardly necessary 
to point out that schemes such as the day cate 
centres are vital forreleasingnotonly women 
for income generation but also young girls, 
who are often the substitute care-^vers, for 
perhaps some schooling. 

Asa result of a grant from the World Bank, 
the ministry of labour has initiated a plan for 
esuddishingnew industrial training institutes 
(TTI) or new women’s wings in existing fTIs. 
For now, it is a centraily sponsored scheme 
with SOper cent contribution from the states, 
lust bow it will be affected once the World 
Bank assiatance ceases is yet to be seen. A 
case in point is the upgrading of PHCs in 
low development districu which included 
technical aid and the appointment of a 
specialist obstetrician with the objective that 
high risk births could be conducted safely. 
But once the ’upgndation’ took place and 
the external assistance ceased, the govera- 
mem hat been coment to give only a small 
‘token’ assistance and the budget for these 


will ISB tfrawn from the existing already • 
stretched PHC budgets.ln other wortis, the 
influx of funds at any point of time is no 
indicator of the government’s long-term ' 
intentions or plans. 

Ml this is not to say that these schemes 
directed at women's well-being, for however 
short a period, have not resulted in gains for 
women! But there is a big leap yet between 
small gains and concessions and aperspective 
which includes women as equal and partici¬ 
patory lecipientsofthedevelopment process. 

HEALTH 

^Safety Net’Approach 

THE unvoiced a.<isumptionsprompting a state 
health programme are these: that the major 
co-ordinates of people’s health lie outside 
intervmitions by the medical system; that 
healdi is rooted in the well-being of the 
people which is an outcome of having 
adequate access to work, food, shelter, safe 
water supply and a sense of socio-cultural 
and economic security. Health programmes 
assist in supplying the medico-social 
inputs - prevention, of communicable 
diseases through healA education, perhaps 
immunisation where necessary, early 
detection and efficient, effective and ethical 
medicare for the range of illnesses and 
problems which are difficult to prevent. 
Increasingly, with the breakdowns in the 
social and economic conditions, it is obvious 
that the health system and health programmes 
are increasingly being viewed as repair shops 
for the foot soldiers of capitalism - some 
have to be discarded, others may be put 
together and sent out into the field again. 
Thus an efficient health-system-as-repair- 
shop becomes an urgent necessity. In such a 
context the efflciency or otherwise of the 
state’s health programme is a somewhat 
irrelevant issue. Its reach is defined only in 
terms of minimal prevention of epidemic 
spread - preventable diseases must be 
prevented from spreading to the upper 
echelons of the social system. Thus malaria, 
a direct consequence of ill planned irrigation 
projects, urban spread and rural decay, must 
indeed be contained; the growing menace of 
tuberculosis, rooted in the rootless lives of 
migrant labour desperately seeking work, 
living in deprivation and working under 
atrocious conditions, must be tackled too 
through public health measures. 

In such circumstances is it surprising that 
some 7 per cent of the central budget 
allocations last year for disease programmes 
were unspent? As unutilised ^nds go it is 
not a large amount, but it is indicative of the 
fact that providing larger sums for public 
health is not the only answer to the country’s 
health iHobiems. It is perhaps a result of the 
sense of futility which has gripped health 


planners that the increases and decreases in 
the budgets every year appear to have little 
to do with the current h^th pictuie. For 
instance,year after year for the last fouryears 
the textud explanations for the heads under 
the department of health carry the same 
figures of disease incidence. The budget 
papers have told us repeatedly for the last 
four years of the great success of the malaria 
programme in the 19S0s with no mention of 
its spread currently. But there is no indication 
why the malariacontrol programme receives 
only 28 per cent of the budget this year 
against 3S per cent in 1993-94. We are al.so 
told that the aim of the trachoma and blindness 
control programme is to “teduceblindness in 
the country from 1.4 per cent to 0.3 per cent 
by the year2000 AD”. There is no indication 
whatsoever about the achievements of the 
programme or why increasing proportions 
of the disease programme budget - from 9.7 
per cent in 1993-94 to over 15 per cent this 
year are being spent on the programme. 
Most distressing is the fhet that our elected 
representatives are so cau^t up in the major 
components of the annual budgets, both at 
the centre and the states, that no issues are 
raised about ihe health programmes before 
the budgets are passed. This too perhaps is 
indicative of the fact that the public health 
programme is seen as a 'safety net’ to catch 
those who can be caught and tounced back, 
while others are lo.st. The fact that centrally- 
sponsored disease control programmes take 
away more than a third of the health budget, 
after some SO years of a state public health 
programme, is not so much an indication of 
the inefficiency of the health system as of the 
inability of the socio-economic system to 
support a healthy society. 

In such a context the proposal to set up a 
national illness assistance fund, for which a 
small provision has been made in the central 
budget, needs to examined closely. What, 
for instance, is the nature and proportion of 
morbidity which requires hospitalisation? 
How much of it is an outcome of or associated 
with communicable preventable diseases, a 
consequence of the failed prevention 
programmes? What would it really mean in 
the many states which have poor medicare 
infrastructures? While there are obvious 
merits in the scheme, it would rapidly 
deteriorate into a corruption-ridden top-down 
scheme, without a vigorous people’s 
movement to ensure accountability. This is 
what has largely happened with the ESIS. 

Again, of course, it is expedient for the 
political panics in power to implemmt such 
a scheme; it is after all another ‘safety net* 
and it allows for the oblitenttion of the need 
to ensure that a society is inherently safe and 
healthy. If this is not to happen then the 
initiative for propelling the scheme through 
must be usuii^ by people‘s groups and the 
state must be forc^ to expand it over time. 
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GRASIM INDUSTRIES 

Expansion Programme 

PLAGUED by intermittent power cuts and 
afliethat threatened production, performance 
of Grasim Industries, the flagship company 
of the Kumaramangidam Birla group for the 
year ended March 1996 was less than 
satisfactory. Grasim Industries has diversified 
interests ranging from textiles and chemicals 
to viscose staple fibre (VSF) and cement. 
‘Dimover for the year ended March 1996 
rose from Rs 2,061 crore to Rs 2,742 crore 
in the previous year, a rise of 33 per cent. 
Odier income was up by 95 per cent. Interest 
costs moved up by 62 per cent Provision 
for depreciation was up by 65 per cent while 
that for tax moved up by I74percent Profits 
were up by 8 per cent from Rs 309 crore 
to Rs 332 crore. The company stepped up 
dividend payment from 57.50 per cent paid 
last year to 62.50 per cent. 

Performance of the VSF division with a 
43 per cent share in the company’s turnover 
was the only bright spot in the otherwise 
bleak performance. Production of VSF stood 
at 1,62,470 tonnes during the year against 
1,43,421 tonnes in the preceding year. 
Through the export of pure and blended 
yam, fabrics and made-ups the division 
contributed substantially to the company’s 
foreign exchange earnings. Over a period of 
four years from 1991-92 to the year under 
review, exports from the division have 
increased to Rs 1,136 from Rs 523 crore, 
ajise of 118 per cent . 

Hampered by problems of transportation, 
heavy load shedding and power cuts pro¬ 
duction at the cement plants was not as ex¬ 
pected . Capacity realisation was low at all 
the main plants. Though total cement capacity 
was raised to 45 lakh tonnes, cement produc¬ 
tion was marginally above 30 lakh tonnes. 

A fire at the sponge iron plant in December 
1995 put it out of commission till March this 
year, and production stood at 3.74 lakh 
tonnes at Vikram Ispat, short of the targeted 
5 lakh tonnes. 

Major modifications at Harihar, a major 
overhauling at the Mavoor plant and severe 
power cuts by the Kerala State Electricity 
Board led to a fall in the production of rayon 
grade wood pulp from 1,16,212 tonnes to 
1,06,946 tonnes. The contribution from the 
textiledivision which manufactures blended 
yams and fabrics was down from 15 per cent 
to 9 per cent. 

The company has a major expansion plan 
on the anvil and is coming out with a SI25 
million GDR issue to fund it. A 70,000 
tonnes per annum greenfield rayon grade 
wood pulp plant is to be set up in Punjab. 
Rayon grade wood pulp is a major raw 
material for VSF. To meet the future 
requirements of VSF, the company is 
constructing a new plant with a capacity of 
60,000 tpa in Gujarat, with the Erst phase 
to go on stream by December this year and 
the second by September 1997. Rs 10 crore 


are to be invested for setting up captive 
power plants at the existing cement plants 
which would ensure uninterrupted power 
supply. With production problems under 
control and realisations from its expansion 
piojectsdueinthenearfuhii«,GrasimIndust- 
ries can look forward to a better 1997-98. 

GRINDWBLL NORTON 

Growing Market 

Tlw first unit in the industry to be awarded 
the IS09000cettification.Giindwell Norton 
is a market leader in bonded abrasives used 
in the auto, steel and forging industry. It has 
moved into coated abrasives and industrial 
ceramics, also known as engineered ceramics. 
Offering a range of super abrasive products 
and metal working fluids to suit a variety 
of applic^ons like grinding, honing, gener^ 
purpose cutting and the like, the company 
has introduced basic raw material used for 
specific abrasives and fused cast refracto¬ 
ries. An advantage comes to it in the form 
of technical support from its parent company, 
Norton USA which holds a 40 per cent 
equity stake and is a world leader in grinding 
technology. 

Grindwell Norton closed the year ended 
March 1996 with a sales turnover of Rs 130 
crore, up by 31 per cent over the previous 
year. Other income moved up by 28 per cent. 
Interest costs were up by 128 per cent. 
Provision for depreciation moved up by 32 
per cent while that for tax was down by 22 
per cent. The company ended up with a net 
profit of Rs 8 crore, up by 32 per cent from 
Rs 6 crore in the previous year. A dividend 
of 45 per cent has been supplemented 
with a bonus in the ratio of 1:1. Exports 
grew by 50 per cent while imports were up 
by 87 per cent. 

The domestic market for bonded abrasives 
has been placed at Rs 145 crore, that for 
coated abrasives at Rs 85 and at Rs 40 crore 
for super abrasives. The company with a 45 
per cent market share is ahe^ of Universal 
Carborundum which is in the second place 
with a 40 per cent market share. 

The demand for abrasives has been on the 
rise in keeping ^with the boom in the user 
industries. This'segment is slated to grow 
at a rate of 10 per cent in the coming years. 
Apart from automobiles and auto ancillarics, 
which constitute about 40 per cent of the 
abrasives market, demand from alloy and 
steel plants, ball bearing and the engineering 
sector which is picking up is to provide the 
required boost. 

ilie company has two plants in southern 
India and one in Maharashtra. The company 
set up an aluminium oxide plant at Tirupati 
and a silicon plant at Bmig^ore, half of the 
production of which is used for captive 
consumption. 

Grindwell Norton spent Rs 7 crore on 
modernisation and capacity expansion in 
September 1995. Capacity was doubled to 
3 million square metres. The funds for the 


project came through debt and internal 
accruals. A c^weity expansion programine 
in the bonded abrasives segment seeks to 
increase it by 30 to 40 per cent from the 
current 6400. The company has aRs6ciore 
expansion programme in its industrial 
ceramics division. 

One of the important achievements of the 
year has been the commissioning of the plant 
to manufacture fused cast refractories in 
technical collaboration with SEPR, a Saim- 
Gobain group company. At present Car¬ 
borundum is die only company making fused 
cast refractories in India. The company set 
up a new plant for manufacture of non- 
wovenabrasivesin March 1996in Bangalore, 
the fust of its kind in the country. 

The company plans to introduce a wide 
range of engineered ceramics for use in the 
ceramic and glass industries, foundries and 
steel plants. Several new products were 
introduced in the market, resulting in a 40 
per cent increase in sales. The company is 
now looking at exports as a thrust area. 
Norton is to help Grindwell export to emerg¬ 
ing West Asian markets in both bonded ai^ 
coated abrasives. 

GLOBAL TELESYSTEMS 

Rapid Growth 

Engaged in the business of marketing and 
servicing of telecommunications products. 
Global Telesystems was set up in 1988. 
Starting off with a capital of Rs 25 lakh and 
by distributing telephone instruments, it 
graduated to fax machines and then 
diversified into servicing and became a dealer 
for various telecommunications companies. 
In 1991, the company went public to raise 
resources for its expansion and since then 
two more companies have been added. 
Global Wireless Technology and Global 
Telecom Services. In 1994 the company 
entered telesolutions, offering the customers 
the entire spi^trum of services ranging from 
system solutions to maintenance. Today the 
company, one of the fastest growing in the 
industry, is a leading telecommunications 
group with expertise in a wide spectrum of 
activities including marketing, manu- 
factunng and value added services. Its 
products range from fax machines and 
cordless phones to pagers, automated 
fingerprint identification systems and 
conferencing equipment. 

Global Telesysteips closed the year ended 
March 1996 with a sales turnover of Rs 332 
crore, up by 58 per (»nt from Rs 210 crore 
recorded in the previous year. Other income 
moved up by 168 per cent, interest costs 
were up by 140 per cent. Provision for 
depreciaticHi and tax moved up by 443 per 
cent and 198 per cent, respectively, doing 
little harm to the net profit which was up 
from Rs 16 crore to Rs 48 crore. Dividend 
payment has been raised by 0.50 p^coitage 
points to 22.50 per cent for the year unc^ 
review. 
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The Weck’e ComiMiiles . 

(Rslakh) 


Financial Indicators 

Grartm 

Industries 

Gtobai 

Teicsyslsms 

GrlndweU 

Norlan 


March 

1996 

March 

1995 

Mardi 

1996 

March 

1995 

March 

1996 

March 

199S 

Income/appropriatlons 

1 Net sales 

274121 

206059 

33151 

21023 

13028 

9918 

2 Value of production 

nsm 

207643 

33151 

210X3 

13088 

9980 

3 Other Income 

19202 

9844 

236 

88 

378 

295 

4 Total income 

296099 

217487 

33387 

21111 

13466 

10275 

5 Raw materials/StoRS and 
spares consumed 

119553 

93503 

23301 

16832 

4120 

2595 

6 Other manufacturing expenses 

40167 

34274 

44 

22 

1079 

t237 

7 Remuneration lo employees 

18740 

13855 

675 

377 

1871 

1432 

8 Other expenses 

42249 

21581 

1825 

1378 

4245 

3247 

9 Operating profit 

75.390 

54274 

7542 

2502 

2151 

1764 

10 Interest 

22968 

14196 

1630 

680 

772 

604 

11 Gross prifit 

54346 

41573 

5932 

1822 

1364 

1163 

12 Depreciation 

12391 

7509 

1031 

190 

307 

232 

13 Profit before tax 

41955 

34064 

4901 

1632 

1057 

931 

14 Tax provision 

8775 

3200 

134 

45 

250 

320 

1.5 Profit <fter tax 

33180 

30864 

4767 

1587 

807 

611 

16 Dividends 

4519 

4100 

136 

57 

208 

139 

17 Retained profit 

28661 

26764 

4631 

1530 

599 

472 

l.iabillties/assets 

IH Paid-up capital 

7231 

7231 

1961 

801 

463 

463 

19 Reserves and surplus 

187549 

159203 

9062 

2517 

2751 

2311 

20 Lung term loans 

159231 

163886 

6916 

4428 

1717 

1781 

21 Short term loons 

34363 

13038 

7615 

2134 

2310 

1891 

22 Of which bonk borrowings 

34363 

13038 

6301 

1699 

2310 

1591 

23 Gross fixed assets 

.302380 

254775 

1.3861 

4560 

6808 

5898 

24 Accumulated depreciadon 

77156 

64767 

1273 

268 

2772 

2583 

23 Inventories 

58059 

42815 

9940 

3666 

1793 

1633 

26 Total assets/Iiobilities 

432450 

378014 

43051 

20416 

9542 

8247 

Miscelianeous items 

27 Excise duty 

45719 

33804 

0 

0 

2413 

2006 

28 Gross value added 

84768 

62751 

8392 

3059 

4069 

3270 

29 Total foreign exchange income 

17500 

9386 

0 

0 

562 

.381 

30 Total foreign exchange outgo 

39346 

24753 

4715 

870 

1003 

518 

Key flnancial and performance ratios 

31 Turnover ratio 

(sales to total assets) (%) 63.4 

54.5 

77.0 

103.0 

1,36.5 

120.3 

32 Sales to total net assets (%) 

70.6 

60.0 

129.7 

212.8 

179.9 

153.9 

33 Cross value added to 
gross fixed as.sets (%) 

28.0 

246 

60.5 

67.1 

59.8 

,55.4 

34 Return on investment 

(gross profit to touil assets) (%) 

12.6 

II.O 

13.8 

8.9 

14.3 

14.1 

35 Gross profit to sales 
(gross margin) (%) 

19.8 

20.2 

17 9 

8.7 

10.5 

11.7 

.36 Operating profit lo sale.s (%) 

27.5 

26.3 

22.8 

11.9 

16.5 

17.8 

37 Profit before tax to .sales (%) 

15.3 

16.5 

14.8 

7.8 

8.1 

9.4 

38 Tax provision to profit before utx(%) 20.9 

9.4 

2.7 

2.8 

23.7 

.34.4 

.39 Profit after lax to net worth 
(return on equity) (%) 

17.0 

18.5 

43.2 

47.8 

2.5.1 

22.0 

40 Dividend {%) 

62.50 

57.50 

22.50 

22.0 

45.00 

30.00 

41 Earning per share (Rs) 

45.89 

42.68 

24.31 

19.81 

17.43 

13.20 

42 Book value per share (Rs) 

269.4 

225.0 

56.2 

41.4 

69.4 

59.9 

43 P/E ratio (based on latest and 
corresponding la.st year's price) 

10.7 

15.2 

3.7 

5.1 

21.2 

18.2 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 

81.7 

100.7 

62.7 

1.33.5 

53.4 

64.2 

45 Short lemi bank borrowings 
to inventones {%) 

.59.2 

30.5 

63.4 

46.3 

128.8 

97,4 

46 Sundry creditors to 
sundry debtors (%) 

45.2 

59.4 

63.9 

71.6 

84.6 

67.1 

47 Totni remuneration to employees 
to gross value added (%) 

22.1 

22.1 

8.0 

12.3 

46.0 

43.8 

48 Total remuneration to employees 
to value of production (%) 

6.8, 

6,7 

2.0 

1.8 

14.3 

14.3 

49 Gross fixed assets formation {%) 

18.7 

- 

204.0 

• 

15.4 

- 

50 Growth in inventories (%) 

.35.60 

- 

171.14 

- 

9.80 

- 


'ThecompanyhashRs2S0aoreex()hi^on 
pngreniine on the anvil fOTwhichinaiUition 
to a proposed Euro issue it has tied up loans 
from ICia and SCICI, EXIM bank and 
private finance companies. It has earmarked 
Rs 32 crore for bwfing up of Enterprise 
Network and Software, its division which 
undertakes turnkey projects and provides 
consultancy services for systems Integra' 
tion to other companies. Rs 10 crate is to 
be invested in International Global, the 
company's fully^wncd subsidiai^ based in 
Mauritius, which will help the parent 
company in sourcing international business 
and also aid in the export of the company’s 
products and services. 

Global Telesystems plans to sell telecom 
products at a retail level through the tele 
shops that it plans to set up. It has allocated 
Rs 30 crate for funding its clients through 
the lease and hire-purchase route while Rs 
30croreandRs 11 crorehave been earmarked 
for working capital margin and repayment 
of existing term loans, respectively. 

During the yearunder review, the company 
set up the Global Telecom Academy to offer 
highly specialised training in telecommuni¬ 
cations and in related activities. The company 
has tied up with Northern Telecom to provide 
enterprise networking and with international 
companies like Atlas Telecom and ISOCOR 
for technology transfer of services like 
electronic mail, fax store and forward and 
electronic data interchange. 

DENA BANK 

Public Issue 

Dena Bank is coming out with a Rs 175- 
200 crore equity i.ssuc at a premium of Rs 20 
per share, liic issue, aimed at bolstering the 
bank’s capital adequacy ratio from the present 
8.27 to around 12 per cent, is to be launched 
in the third quarter of 1996-97. Pending 
clearance from the government and the 
SEBI, the i.s$ue is to belcad managed by SB! 
Capital Markets. 

*1116 Dena Bank issue follows similar plans 
by four nationalised banks to tap the domestic 
capital markets to raise equity funds in the 
current financial year. These include Bank 
of Baroda, Canara Bank, Corporation Bank 
and Bank of India. GDR issue from the Slate 
Bank of India and Canara Bank are in the 
process of being finalised. 

Dena Bank could maintain the 8 per cent 
capital adequacy ratio on account of two 
reasons. First, a Rs 92 crore bond issue in 
the previous year and second, a waiver of 
dividend payment which helped it to plough 
back profits and boost its capital. The bank’s 
equity base was reduced to Rs 147 crore after 
a Rs 136 crore write-off of accumulated 
losses against capital allowed by the 
government in the previous year, thus 
providing a boost to its earning per share. 
The hank’s EPS currently .stands at Rs 3.50 
and the price/eamings ratio is 8.8. Getting 
into leasing and hire purchase and 
introduction of anywhere banking through 
smart cards are some of the bank’s future 
plans. 


2056 


Economic and Political Weekly August 3, 1^ 



Klsij 


STATISTICS 


EPW Research Foundatioa 


S.9Ter ocM intte week 


Weights July 13, 
iMlexNuiiibnsof Wholesale 1996 

Prices (1981*82 s 100) 


per^eem ia Die last metioB ie July; the yiei4 rate on 364-ilay TBs also declined. 

Macroeconomic Indicators 


AH Commodines 
Prinuuy Articles 
Food Articles 

Non-P^ Articles 10.1 328.4 -0.2 

Furi, Power, Ughi and Lubricants 10.7 322.3 9.2 

Manufaetun^ Products 37.0 299.8 0.2 

Food Products 10.1 28S.6 1.9 

Food Index (computed) 27.S 33S.3 O.S 

All Commodities (Average Basis) 

(April l-July 13,1996) 100.0 305.0_- 


Latest _ 

Cost of Living Indices Month Over 


II9M-9S): Bib inaDUfaeiunag sector legitiend a record 13.7 per cent growth, but mining 
[^an additional Rt d.lOOcmc into the system saw call money rates at hisiuncally low levels 
3s {torn a high 12.41 per cent in June to 9.21 per cent and then rising marginally to 9 46 


tion (Per Cent): Point-to-Point _ 

Over 12 Months Fiscal Year So Far 1995-96 1994-95 1993-94 1992-93 
Utesi Previous l9%-97 1995-96 


Kom 

■tjif-JkM 

masm 

1.0 

5.2 

8.4 

3.4 

2.5 

4.9 


10.8 

7.0 

32.3 

-0.2 

6.4 

7.2 

4.4 

2.3 

5.7 

12.7 

11.5 

.3.0 

17.4 

364.2 

-0.1 

9.6 

4.6 

5.8 

4.0 

9.7 

11.9 

4.4 

5.4 

10.1 

328.4 

-0.2 

1.9 

12.0 

2.9 

-l.l 

-l.l 

1.5.5 

24.9 

-1.4 

10.7 

322.3 

9.2 

13.4 

1.8 

12.7 

-0.1 

-0.1 

2.4 

13.1 

15.2 

57.0 

299.8 

0.2 

3.0 

10.5 

1.1 

.3.2 

5.4 

10.7 

9.9 

7.9 

10.1 

285.6 

1.9 

2.1 

3.3 

4.8 

2.5 

0.3 

8.1 

12.3 

6.8 

27.5 

335.3 

0.S 

7.1 

4.2 

5.3 

3.5 

6.6 

10.6 

7.0 

5.8 

100.0 

305.0 

= 

6.2 

10.1 

4.7 

6.0 

7.7 

10.9 

8.3 

iO.I 


Latest _ Variation (Per Cent): Point-to-Point _ 

Month Over Over 12 Months Fiscal Year So Far 1995-96 1994-95 1993-94 1992-93, 
Month Latest Previous 1996-97 1995-96 


Industrial Workers (1982s100) 328.0'' 1.2 9.3 10.3 

Urban Non-Man Emp(l984-85sl00)* 261.(P 0.4 9.7 9.7 

Agri Lab (July 60 to June 61=100) @ 1431.3’ 1.3 8.8 12.0 

@ Derived: based on linking factor between old and new series (1986-87=100) 


328.0’ 

1.2 

9.3 

10.3 

2.8 

2.4 

8.9 

9,7 

9.9 

6.1 

261.0’ 

0.4 

9.7 

9.7 

7,0 

7.2 

- 

9.9 

83 

68 

14.31.3’ 

1.3 

8.8 

12.0 

2.5 

1.2 

7.4 

10.6 

11.6 

0.7 


* For 1995-96 


Money and Banking (Rs crore)* 


Money Supply (NL) 

Currency with rablic 
Deposits with Banks 
Net Eiank Credit to Govt 
Bank Credit to Coinml Sector 
Net Foreign Exchange Assets 
Reserve Money 
Net RBI Credit to Ceniie 
Ad-hoc Treasury Bills 
Scheduled Commercial Bonks 
Deposits 
Advances 

Non-Food Advances 
Investments 


July S, 

1996 Over Month 


_ Variation _ 

Fiscal Year So Far 

1996-97 1995-96 1995-96 1994-95 


626976 

126379 

492576 

280724 

.340772 

80838 

193751 

138960 

51.540 

442411 

2SI4SI 

2398.30 

169020 


6146(1.0) 
-3420 (-2.6) 
6985(1.4) 
7183(2.6) 
3018(0.9) 
27.38 (3.5) 
1718(0.9) 
5088(3.8) 
7255 

5410(1.2) 
725 (0.3) 
1220(0.5) 
1439(0.9) 


25140(4.2) 
8218 (7.0) 
12241 (2.5) 
23314(9.1) 
-130(0.0) 
3681 (4.8) 
-584 (-0.3) 
20191 (17.0) 
22095 

10066(2.3) 
-649 (-0.3) 
-2479 (-1.0) 
4879 (3.0) 


8616(1.6) 
9966(9.9) 
-5716 (-1.3) 
21503(9.7) 
5346(1.8) 
-508 (-0.7) 
9325 (5.5) 
20583 (20.8) 
16660 


69696(1.3.1) 
17464(17.3) 
52176(12.2) 
40252(18.1) 
48984(16.9) 
-514 (-0.7) 
25056 (14.8) 
198.55 (20.1) 
5965 


78617(17.4) 
18806(22.9) 
589.56 (16.0) 
16325 (7.9) 
44991 (18.4) 
23298 (44.3) 
.30608(22.1) 
2130(2.2) 
17.50 


1993-94 


73307 tl9.3) 
14170(20.9) 
57925 (18.7) 
28855(16.3) 
17161(7.5) 
27674 (110.9) 
27892 (25.2) 
260(0.3) 
6300 


* Based on March 31 figures after closure of government accounts, except for 
March 29. 1996. 


-82.54(-2.l) 45486(11.8) 53630(16.1) .52144(18.6) 

900(0.4) 40540(19.2) 40638(23.8) 11566(7.3) 

-2242 (-1.1) 43024(21.6) 37797(23.4) 8875(5,8) 

3055(2.0) 14887(10.0) 14172(10.5) 28641(26.9) 

1995-96 (full year) and 1996-97 where the banking data relate to 


Index Numbers of Industrial Weights March _ Fiscal Year Averages 

Production (1980-81=100) 1996 I99.V96 1994-95 1993-94 1992-93 1991-92 1990-91 1989-90 1988-89 


General Index 100.0 .332.9 284.3(12.1) 253.7(94) 2.31.1(5.6) 2IB.9(2..3) 213.9(0.6) 212.6(8.2) 196.4(8.6) 180.9(8.7) 

Mining and Quarrying 11.5 340.4 265.7(6.9) 248.5(7.3) 231.2(3.4) 223.7(0.6) 222.5(4.5) 221.2(6 3) 211.6(7.9) 199.1(3 7) 

Manu&cturing 77.1 327.1 278.9(13.7) 245.4(9.8) 222..3(5.5) 2I0.7(2.2)206.2(-0.8) 207.8(8.9) 190.7(8.6) 175.6(8.7) 

Electricity 11.4 364.2 .340.0(8.1) .3I4.6(8..5) 290.0(7.4) 269.9(5.0) 2.57.0{8,.5) 236.8(7 8)219.7(10.9) 198.2(9.5) 


Capital Market 

July 26. 

Month Year 1996-97 So Far 


End of Fiscal Year 

1996 

Ago Ago 


1995-96 

1994-95 

19^3-94 

BSE Sensitive Index (1978-79=100) 

3.560(0.1) 

3813 3.555{-I3.5) 

3367 

4069 

2826 3584 

3367(3.3) 

326 U-13.7) 

3779(65.7) 

National Index (1983-84=100) 

I627(-I.0) 

1744 I643(-IS.9) 

1549 

1835 

1304 1691 

l549(-3.5) 

I606(-12 2) 

1830(79.2) 

BSE-200(I989-90=I00) 

365(-2.l) 

392 373(-23.l) 

345 

413 

289 385 

345 (-6.3) 

368(-l8.2) 

4.50(92..)) 

NSE(Nov 5. 1995=100) 

1051 

1122 

1107 

1196 

- 

- 

- 


SfcindiaGDR Index (April IS. I994=I00)77(-II.8) 

82 87(-l3.8) 

79 

90 

61 91 

79(1.3) 

78 

- 

Foreign Trade May 

Cumulative for Fiscal Year So Far 







1996 

1996-97 

1995-96 

1995-96 


1994-95 

1993-94 

1992-93 

1991-92 


Exports: Rs crore 9475 

.USSmn 2705 

Imports: Rs crore 11546 

US $ mn 3301 

Non-POL USSmn 2S4I 

Balance of Trade; Rs crore -2070 
USSmn -596 


19080(26.1) 
5510(14.4) 
21751 (36.0) 
6282(23.4) 
4751 (17.2) 
-2671 
-772 


15128(27.1) 106465(29.3) 
4815(27.0) .318.31 (21.4) 
15994(31.3) 121647(37.1) 


.5091 (31.1) 
.3982 (3M) 

-204 


.36370(28.7) 
29214 (29.6) 
-15182 
-4539 


82330(18.4) 
26233(18.3) 
88705(21.8) 
28251 (21.7) 
22.5.38(29.1) 
-6375 
-2018 


69547 (30.4) 
22173(20.4) 
72806(15.7) 
23212(6.8) 
17456(10.6) 
-3259 
-1039 


53688(21.9) 44042 (.35..3) 
18537 (.3.8) 17866 (-1.5) 
63.375(32.4) 47851 (10.8) 
21882(12.7) 1941 l(-t9.4) 
15782(12.3) 14047 (-22.2) 
-9687 -.3809 

-3345 -1545 


Foreign Exchange Reserves 

(excluding gold) 


Rs crore 
USSmn 


July 19. July 21. Mar 29. 
1996 1995 1996 


_ Variation Over _ 

FiicalVearSoFar 1995-96 


1994-95 199.3-94 1992-9.3 


63662 62714 6tK>SI 3041 949 3611 -3314 -5977 18402 274.30 5385 

17819 19793 17128 561 -1974 691 -1023 -3688 5640 8724 731 
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Money Maiicet Rates of Interest 


Jj/eekended Friday July 19% 


(fwr c«M p«r mum) 


July 19% _ _ June 1996 _ May 1996 _ 

26 19(RF) 12 5(RF) 28 21(RP) 14 5(RR 31 24(11^ 17 lOW SS 


Instruments 


Call money rate 
(weekly weigltted average: RBI) 
Call money rale 
(Rangerweekly) 

Treasury Bills: 

91-Day (On tap tfr ad hoc) 

91 'Day (RBI Auction): 

Prinuiry 

Secondary: DFHl 
(mid-point of bid and ofler) 
All SGL trading 
(Weighted YTM) 
364-Day (RBI Auction) 

Primary 

Secondary: DFHl (mid-point) 
All SGL trading 
(Weighted YTM) 

State Govt loans ((^upon rates) 
All SGL trading 
(Weighted YTM) 

GOI Securities: 

Primary Auctions 

Secondary : All SGL trading 
(Weighted YTM) 

PSU Bonds yield:- 
Tax free; NSE 

(traded, weighted) 


Taxable: NSE (traded, 
weighted) 


Commercial Bills: 

DFHl (Rediscount rate) 


Secondary: DFHl 


Matkei/NSE 


Inter-corporate deposits 
(30/90/180 days) 


UTI-i964 Uniu (Week-end 
secondary market 
pried in rupees) 

Hundi Rate 


Memorandum Items: 

(i) Forward premia on the US dollar 
in the domestic inter-bank market 
(annualised in per cent per annum) 


na 

na 

1.66 

5.14 

10.94 

10.89 

10.10 

10.75 

10.87 

10.84 

10.94 

10.84 

10.83 

3.00- 

0.10- 

0.75- 

0.05- 

10..50- 

0.25- 

10.70- 

0.10- 

10.80- 

0.25- 

10.65- 

0.25- 

10.15- 

10.50 

1.25 

5.00 

10.85 

11.00 

11.05 

11..50 

.11.00 

11.25 

11.25 

11.25 

11.25 

11.15 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

9.46 

9.21 

9.88 

11.86 

12.41 

12.41 

12.41 

12.41 

12.41 

12.37 

12.37 

12.37 

12.41 

8.31 

5.84 

9.96 

11.62 

12.04 

12.01 

12.04 

12.03 

12.05 

12.05 

12.05 

12.05 

12.05 

8.01 

6.64 

7.91 

7.58 

10.83 

11.14 

10.67 

10.94 

10.68 

10.22 

13.56 

10.80 

11.09 

* 

12.61 

* 

12.87 

« 

12.97 

« 

12.94 


12.94 


12.94 

* 

11.14 

10.90 

11.08 

11.42 

11.48 

11.45 

11.45 

II..39 

11.36 

11.41 

11.41 

11.41 

11.79 

10.63 

10.59 

11.61 

11.29 

12.08 

12.06 

12.22 

12.27 

12.71 

12.34 

13.89 

10.48 

10,45 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

13.85 












(10 years) 

13.76 

14.05 

13.71 

13.84 

13.82 

14.16 

12.64 

1.3.88 

14.02 

13.70 


13,56 

13.41 

* 

« 

13.72 

* 

13.85 

« 

« 

13.70 

• 

13.75 

• 

« 

« 


(4 years) 

(10 years) 


(3 years) 


(5 years) 




12.53 

12.52 

12.60 

12.74 

13.88 

12.93 

13.61 

1.3.13 

1.3.44 

13.75 

13.74 

13.49 

13.17 

13.77 

13.44 

14.01 

13.98 

12.40 

13.60 

13.32 

12.74 

13.82 

13.04 

13.14 

12.91 


12,93- 

12.95- 

13.45- 

13.35- 

12.40 

12.57- 

12.69- 

12.74 

13.40- 

12.55- 

13.13- 

12.87- 


14 22 

13.64 

14.08 

14.48 


14.01 

13.45 


14.16 

14.06 

13.14 

13.29 


17.31 

17.95 

16.00 

17.59 

17.18 

18.54 

17.80 

16.82 


18.92 

18.67 

18.02 


) 17.31 

16.61- 

11.85- 

16.98- 

14 62- 

17.17- 

16.85- 

16.25- 


17.61- 

18.17- 

16.46- 



18.33 

18.3 

18.3.3 

19.03 

18.93 

18.49 

17.68 


19.80 

18.91 

19.15 


13.00 

13.00 

13.00- 

14.00- 

I5(X) 

15.00 

15.00 

15.00 

15.00 

15.50 

15.50 

15..50 

15..50- 



14.00 

15.00 









16.00 

12.00- 

13.00- 

13.50- 

14.50- 

15.50- 

15.50. 

15.50- 

15.50- 

16.00- 

16.00- 

16.00- 

16.00- 

17.00- 

13.50 

15.50 

15.50 

15.50 

16.00 

16.00 

17.00 

15.85 

17.00 

17.00 

1700 

17..50 

18.00 

14.00 

14.00 

14.00- 

15.00- 

16.00 

16.00 

16.00 

16.00 

16.00 

16.50 

16.50 

16.50 

16,50- 



15.00 

16.00 









17.00 


13.50 





14.00 

14-.50- 


15.00- 

11.83 










15.00 


15.75 




10.00- 

10.00- 

13.00- 

12.50- 

13.00- 

1.3.50- 

13.50- 

13.00- 

13.00- 

13.00- 

13.00- 

14.00- 

14.00- 

13.00 

13.00 

15.00 

17.00 

16.00 

16.00 

16.00 

16.00 

16.00 

16.00 

16.00 

16.00 

16.00 

1 13.00 

13.00 

13.00- 

14.00- 

15.00 

15.00 

15.00 

15.00 

15.00 

15.50 

15.50 

15.50 

15.50- 



14.00 

15.00 









16.00 

17.00- 

16.00- 

17.00- 

17.00- 

19.00- 

19.00- 

20.00- 

20.00- 

20.00- 

20.00- 

20.00- 

21.00- 

21.00- 

20.00 

19.00+ 

20.00 20.00+ 

21.00 

21.00 

22.00 

22.00 

24.00 

24.00 

24.00 

24.00 

24.00 

(22.00- (22.00- (22.00- (22.00- 










l.00)++26.00)++26.00)++26.00)++ 









13.60 

I.3.60 

13.50 

13.50 

na 

na 

na 

16.25 

15.65 

15.65 

15.65 

15.80 

15.85 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

2400- 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

.30.00 

30.00 

30.00 

.30.00 

30.00 

30.00 

30.00 

30.00 

30.00 

30.00 

30.00 

30.00 

.30.00 


(Weekly average)® 

Sp^Cosh ' 

7.51 

0.96 

-0.97 

2.28 

6,32 

8.07 

7.12 

6.68 

7.56 

9.65 

6.52 

9.15 

11.85 

One-month 

6.74 

1.93 

2.00 

4 79 

7.05 

9.98 

992 

10,37 

12.00 

12.92 

11.63 

1191 

11.67 

Three-month 

8.51 

5.73 

5.62 

7.15 

9.28 

1113 

12.09 

1184 

14.08 

15.10 

13.85 

14.55 

12.97 

Six-month 

9.63 

8.46 

8.56 

9.40 

11.15 

13.15 

13.16 

13.95 

14.66 

16.17 

15.16 

15.41 

13.90 

1 RBI Reference Rate (Rs/USS) 

35.80 

35 70 

35.53 

3.5.13 

35.06 

34.99 

35.03 

34.86 

35.09 

35.07 

35.20 

35.43 

35.55 

1) Havala Rate (Rs/US$) (Dubai) 39.(X) 

39 00 

38 90 

39.00 

.39.00 

39.00 

39.00 

39.00 

38.65** 

38.65 

38.65 

.38.65 

38..50 


..no trading * no auction na not available (-) no floatation YTM - yield to maturity $ Friday being holiday, Thursday data. 

•* For may 27 + For the lop rated companies +-»• Other than top rated companies 

KF means Reporting Friday for fortnightly reporting of conditions of banking business and the fortnight serves os the reserve maintenance period for 
scheduled commercial banks. @ Based on daily quotations supplied by Mecklai Financial and Commmeial Services Ltd. Bombay. 
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aVIL LIBERTIES 


Kidunir ESectkMK under 
Ddhi-Spcmsored ’Krroiists 

AGWoormi 

State-sponsOred terrorist groups have been used by Latin American 
dictators to put down dissent. The technique is being used in Kashmir 
by a democratic government in New Delhi - "to create coruUtions for a 
free election” there. 


ON July 15, two leading dailies published 
itpwts of pronouncements on Kashmir by 
two politicians ndther of whom can bo 
criticised as hostile to the government of 
India, let alone to Kashmir's accession to 
the union of India. The Indian Express 
published the National Conference president 
Farooq Abdullah's interview to Ritu Sarin 
in Which he roundly denounced the 
parliamentary poll in the state as “a concocted 
and rigged exercise”. The Times of India 
published a report of a press conference in 
Srinagar, on July 14, by Mohammed 
Maqbool Dar, union minister of state for 
home, in which he said that "the situation 
in Kashmir would not have improved to the 
extent it has but for the contribution of these 
counter-insurgent groups” - a euphemism 
for the state-sponsored terrorist groups who 
have wreaked havoc in the state. Dar himself 
admitted that they had “committed gross 
excesses on thccommon people”. They were 
sponsored with the speciHc purpose of 
making it possible to hold at least a rigged 
election. 

Where this leaves the credibility of the 
Election Commission and its chiel, the 
Magsaysay award winner T N Seshan, is 
another matter. But it is stupid of anyone 
in the country to imagine that the world at 
large is ignorant - quite regardless of what 
some ambassadors in New Delhi think it 
politic to say. It has been a sordid exercise 
altogether. As the insurgency erupted, albeit 
aided by Pak-supplied arms, even the pro¬ 
establishment journalists began lamenting 
the rigged polls of the past. A good many 
of them were silent when those frauds were 
perpetrated. But their lament did not signify 
genuine repentance. They are back to the old 
game now, lauding the ng^ed polls. 

Herein lies the relevance of a well 
documented report by Human Rights Watch/ 
Asia in May 1996. It is entitled ‘India's 
Secret Army in Kashmir. New Patterns of 
Abuse Emerge in the Conflict' and is priced 
. at a mere $ 3. For reasons not difficult to 
guess, very few copies could reach addres¬ 
sees in the country. It deserves a wide 
readership in India. (Human Rights Watch, 


1522 K Street, NW, Apartment 910, 
Washington, DC 20005-1202, USA.) The 
report is based on research undertaken by 
a lawyer, James A Goldston, who visited 
Kashmir in January 1996. It is written by 
Patricia Gossman, a senior researcher for 
Human Rights Watch/Asia. 

The report does not .spare cither Pakistan 
or the pro-Pak or pro-independence militant 
groups, militarily aided by Pakistan. Their 
exce.sse$ are condemned in unequivocal 
terms, as in all Asia Watch Reports. It is with 
the new element that we are now concerned. 
Inall more than 60intcrview$ were conducted 
including with army, government and police 
officials. Wherever possible the sites of 
reported incidents were inspected. The union 
home ministry and the National Human 
Rights Commission were provided details 
of the cases investigated and their response 
was requested. The ministry's response on 
individual cases and issues is included in 
chapter V on State-Sponsored ‘Renegade’ 
Militants. 

Chapter I provides a summary of the 
Report, II the recommendations. III the 
background (it also describes how these 
renegades came to be used), IV sets out the 
applicable international law, V documents 
abuses by uniformed security personnel and 
an entire Chapter VII is devoted to violations 
by militant organisations. Important as they 
all are. it is Chapter V on the state-sponsored 
militants that deserves particular attention. 
Apparently, iir 1995 the Special Task Force 
(S'TF) a counter-insuigency division of the 
Jammu and Kashmir police, was formed. It 
IS “made up mainly of non-Muslim, non- 
Kashmin recruits” and “was formed ap¬ 
parently to create the impression that the 
counter-insurgency effort had local support”. 
The local Jammu and Kashmir policemen 
are not involved “largely because they are 
believed to be sympathetic to the insurgency”. 

The STF began using surrendered 
militants. The report's findings bear quotation 
in exienso especially the parts based on 
actual observation. Cldef among the renegade 
groups is Ikhwan-ul Muslimoon, led by one 
Koka Parrey. These groups are aided by 


Rashtriya Rifles, an army unit set up to fight 
insurgency. The Report says: 

In an interview with Human Rights Wauh/ 
Asia. Gopal Sharma, Inspector General (IG) 
of police, acknowledged that since August 
IS, 1995, the government has agreed to pay 
Rs S.OOO 1$ 143] to any militant who 
surrendered AK-senes assault rifles and 
varying amounts for other small arms. 
Sharma also stated that upon surrendering 
their weapons, the militants were supposed 
to be sent to designated rehabilitation centres 
where they would be paid Rs 2,000 (S 57] 
a month for six months. At the time that 
Human Rights Watch/Asia met with IG 
Sharma, he claimed that one such centre had 
been established in Jammu and another was 
to be created in Srinagar. Howeva, a report 
by India Today, published in March 1996, 
noted that no one was lodged at tlw Jammu 
centre. Sharma admitted: “There could be 
some militants working with the security 
forces as gatherers of information. Koka 
Parrey’s group is 30 strong, may be 100 
strong. Militants are 8,000-9,000 strong.. 
Some militants who split with their former 
allies may be able to get the protection of 
the security forces " 

During the Human Rights Watch/Asia 
visit to Kashmir in January 1996, we were 
informed that these groups have been armed 
by the government. On several occasions. 
Human Rights Watch/Asia observed 
members of these groups moving about 
openly carrying automatic weapons, in full 
view of security personnel, even though 
under the government's rehabilitation 
programme, all surrendered militants ore 
required to hand over their weapons... 

The state-sponsored groups operate with 
impunity. In an interview with Human 
Rights Watch/Asio, Police InspectorGenerol 
Gopal Sharma claimed that “surrendering 
[did] not relieve [former militants] of legal 
responsibility for their crimes”, and that 
some had been prosecuted, “but convictions 
(wcrel hard to come by". However, another 
police officer responsible for investigating 
the activities of these groups contradicted 
Sharma’s assertion, complaining that Army 
and BSFofficers hod also secured the release 
of poramilitaiy force members when they 
had been arrested by local police He told 
Human Rights Watch/Asia: “The govern¬ 
ment has recruited criminals who kx>t and 
steal and extort and these criminals arc living 
in security force camps. This is the thud force 
- the renegades. It is completely true that 
they exist. ...Itis lOOpercent true that police 
investigate crime, arrest individuals and then 
the army interferes and lets them go so they 
can work with the aimy as renegade forces ” 

A witness who was abducted by Ikhwan- 
ul Maslimoon forces told Human Rights 
Watch that he was detained at a house 
adjacent to an army Rashtriya Rifles camp 
at Umarheer, Ahmed Nagar, Baspara, three 
kilometres from Soura hospital. A Rashtriya 
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commander, Mohammad Ramzan, wtao had 
taterrogated the wUneaa, appareotly lived In 
the hoaie. Ikbwaii-ul>Muidiinaon forces 
idemifled two women who were cooUng in 
the bouse as Ramian’s wife and sitiw>ln' 
law..” 

Homan rights activists have increasingly 
come under attack in Kaahmii. Between 
Aprii 1995 and April 1996, two humanrights 
monitors were killed and one critksally 
injured. The impact on Kariimir’s human 
ri^ts conununity has been devastating. 
Lawyers who hadformerly taken up petkimis 
on behalf erf victims of abuses no longer do 
to out of fear of reprisals, paiticulariy from 
dm mercenary groups. Many have left 
Kashmir... 

Kashmir is an integnd part of India, we 
proclaim incessantly. M^y is the Indian Bar 
silent on these outrages perpetrated on their 
colleagues in Kashmir? The same can be 
said about the Indian medical profession. 
Hie report says; 

Ikhwan-ul Muslimoon forces have been 
patrolling the Soura Institute and the Bone 
and Joint Hospital si nee mid-1995. The local 
commander is Mohammad Ramzan, a former 
member of the JKLP who bad been arrested 
by the Rashtriya Rifles in 1995. After that. 


soldien wearing RaahttfyaRlflatnainjnHs. 
RrazanwonabuIletiiioofjaBketttBdarlus 
phmn {kmgcloak}. astfid aomauthen. He 
told hovital staff that he "wanted 10 bring 
diacipliae to die Insltliiie”. 

Ikhwan-ul MusHnoon pattols are 
sometimes carried out jointly with odMT 
security forces. Thcfr aciivltiM inside the 
hospitris, including assaults oa staff and 
detmtions of suff, patients and visitors, are 
caniedout with the knbwIedteofBSPfbicas, 
who maintain bunkett at the entrances of 
the hospitals. A Jammu and Kashmk police 
station it also located at the entrances of the 
hospitals. A Jammu and Kashmir police 
station it also located at the entrance to the 
Souralnstituie. Ikhwan-ulMnslimoon forces 
enter rtie hospital on a tegular basis and 
patrol in groups of twrive, armed with 
automatic weapons. They often cany walkie- 
talkies and tp^ info them in the course of 
their searches and patrols. They have 
threatened and harass^ hospital staff and 
patients, looking for militanu, and have 
taken suspects away to ‘camps’. One such 
cuiqi is said to be located near the hospital, 
at an army base three kilometres away at 
Bachapma, Srinagar. 

Before mid-199S,BSFforces themselves 
used to patrol the hospital, looking for 


Ifoqi :wBa|\ ri i i l ii 
''«purftioi»» kuowu u .Khi^liattt^.na- 
^'«radidiw«%haideSei8adi)mNWd^^ 
to&n»up'aBdbeiMtdied.Aaiyaiafrfoiiite 
orparteMfolmitsu^wciedofidiugiiiwttsu^ 
wMh dif utBtaats k tahan «mqr.:auyeue 
urbonakkacol^eottkthieMeuidaibMlsft 
In NoveMbar, Ikhwan-ui Mustimim ferpea 
dragged a surgeon out of hk offlee aa4 
kicked and piwched him. 

At 2.30 pin on January 19,1996,tb» <liy 
that Human Rights WatrirfAsk visited dk 
institute. Ikhwan forces were patroHiag the 
main gate of Soura. Ho^ital empk^uet 
stated that their pteaeece was routine and 
diat they usually afoodonlyafNvyankftom 
the security bunker. Many hospital 
employeeswereunwilltaigtoqicaktoHuinaH 
Ri^ts Watch/Asia out of foar. Doctors at 
the Bone and Joint Hospital coraplainedthat 
they were frequently searched by eidier 
an^ paramilitary forces, white unifortned 
forces ringed the outside of the hospitsl, or 
by both paramilitary and uniformed 
Rashtriya Rifles forces. 

Hiis technique was tried out 1^ Latin 
American dictators. It is being used in 
Kariimir by a democratic govenunent in 
New Delhi in the name of democracy > in 
order to “orekeermditions forafteeriectioA” 
in the state. 
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NUaJL4R NOTEBOOK 
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liie EM-Game in Goieva 

Not DAI Wnks against Bis Own HreaQr 

MdBMwfri 

It is totttUy iUigitinuae to disconnect New Delhi's extemti and domestic 
discourses and siqrport or acquiesce in die government’s disingenuous 
stand at the CTBT talks udiUe domesdcaUy opposing pressures far 
expansUm and exercise of die nuclear option. The calculations that 
drive the me are conqsletely identical widt diose that sustain die other. 
In fact the debate in ir^umtial circles in India is no longer about 
whether or nth to sign the CTBT but, ofier routing to tign H, how far 
to move towards developing and exercising the nuclear option. 


WHEN the UNConfeience on DiiamiHnem 
(CD) renimed iti session on My 29 at 
Gen^ it became clear that New D^i had 
madeyet another leap away from its professed 
commitment to nuclear restraint and 
disarniament. It threatened that it would 
block the final ‘Ramaker text' (named after 
the chair of the Comprehensive Test Ban 
Treaty - CTBT - negotiating committee), 
unless an atticle (XIV) in it potaining to the 
treaty’s ‘Entry into Force* was dropped. 
Blocking the treaty (or walking out of the 
Geneva talks altogether) has been a demand 
of India’s domestic CTBT opponents and 
advocates of an exercise of India’s nuclear 
weapons option (non-pejorativeiy called 
nuclear hawks here) for some time. It 
prtcedet the tabling of the Ranudcer text on 
June 28 and is theroforo independent of 
Article XIV. 

The presenceof this Article- which makes 
the treaty’s ‘Entry into Fbice’ conditional 
upon the CTBTs ratification by 44 states, 
including the five nuclear weapon-states 
(NWSs or P-5) and the three threshold states 
(T-3) of India, Pakistan and Israel - is thus 
merely a convenient excuse for resorting to 
the extraordinary action of blocking. The 
plain truth is that South Bloc hat once again 
succuihbed to hawkish pressure. In doing to, 
it found a crutch; vix. Article XIV. The 
article is indeed unprecedented in that it 
imposes obligations on specifically named 
states, which must be fulflBed b^ore the 
CTBIT comet into fence. 

It is lei^mate to criticise it for maUng 
theCrBTahoitage to the possible reluctance 
of any or some states to sign or ratify it: an 
ittiiei^y worthy measure should not be 
made hostage in sudi a way. However, it 
.is not very ctediUe io mgue, as India hat 
done, dut lUs necessitates its bleeUng the 
ireaty, or else it stands to be ‘punished’d 
t fu^ dde in ker^g with the Artie’s 
provision thst in case the 44 states have not 


signed after four years, the conference will 
reconvene to “decide by consensus what 
measures consistent with international law 
may be taken to accelerate the ratification 
process". 

New Delhi could not be unaware that 
reading ‘measures' as sanctions is at best a 
duMout legal interpretation inconsistent with 
the rights of sovereign states under inter¬ 
national treaty law. Hence to covm its flanks, 
it proposed on July 30 an amendment to 
Article XIV that would free itself and the 
P-S and T-3 from an obligation to ratify the 
CTBT. WhileuiKxccptionable in some ways, 
this is highly unlikely u> carry any weight; 
why should India’s amendment be taken 
seriously when India has declwed that it 
won’t sign the treaty even with such an 
amendment? 

By offering this paltry, ever-so-slight fig- 
leaf of an amendment. New Delhi seems to 
have lost an opportunity to drive a package 
deal: further improvements in treaty text and 
an explicit commitment from the P-S that 
they will not develop or make qualitative 
improvements in nuclear weapons, in return 
for amending Article XIY and India's 
accession to the CTBT. The idea of such a 
package, accoAling to peace NGOs closely 
monitoring die negotiations, is by no means 
far-fetched. Intecent weeks, theNun-Aligned 
Groupof 21 altheCDhasrqieatedly invited 
India to help harmonise and sbengthen the 
treaty text to securejustsuchapackage. New 
Delhi haughtily refused, saying it would 
only talk to the ?-5, thus inviting castigation 
for doing what it often stridently accused the 
P-S of doing, viz, negotiating behind closed 
doors. 

iMntovBoThXT 

The Ramaker text already represents a 
distinct inqirovement over past drafts. It can 
be convincingly argued that while it has 
some unresotv^ problems, eg, on veri- 


flcttion, dieCTBTin its present form largely 
meets reasonable concerns that the treaty be 
located in a strong disarmament context and 
that it effectively prevent nuclear wespon 
development and qualitauve improvement, 
i e, that it fulfils its legitimate purpose as 
a significant restraint measure that could end 
the nuclear arms race. (See, for insumce, 
articles by T T Poulose, Achin Vanaik and 
me in Semnar, No 444, my atbcles in 
Frontline, October 20, 199S and March 8 
and July 26, 1996, and T B Cochran and 
C E Paine, The Role of Hydronuclear Tests 
and Other Low-Yield Nuclear Explosions 
and Their Status under a Comprehensive 
Test Ban, Natural Resources Defence 
Council, Washington, 199S, and various 
issues of the Bulletin of the Atomic 
Scientists.) In view of this, New Delhi’s 
objections to the treaty are fundamentelly 
invalid and misconceived, if not downrigld 
disingenuous and an excuse for not signing 
a good beaty. 

New Delhi's negotiating tactics and its 
post-June 20 stand (following the an¬ 
nouncement that it won't sign the CTBT in 
its present form) call into question its 
seriousness about serunng agoud, genuinely 
non-disenminatory and comprehensive test 
ban. Its move {o block the CTBT can provide 
odier CD members too with an excuse to 
block it - for exactly the opposite reason, 
VIZ, to retain the present Article XIV. After 
all, under the CD's rules of business, all 
members have veto power and can block any 
agreement. This would produce discord, 
chaos and possibly lead to a collapse of the 
CTBT negotiations. Alternatively, ham¬ 
handed US tactics and arrogant official state¬ 
ments could provoke a hostile reaction in 
India, as seems to be happening following 
Warren Christopher’s July 31 pledgetopush 
the CTBT through. This too could compli¬ 
cate and introduce rancour into the Geneva 
talks. Jeopardising them at a crucial stage. 

Unless New Delhi wants precisely this to 
happen - so that the blame for wrecking the 
CTBT is not exclusively auached to K - it 
IS difiicull to see why it resorted to blocking. 
That logic would, of course, be perfectly, 
indeed uniquely, consistent with the role ut 
the spoiler, although IK Gujral has said for 
the record that India does not want to be a 
spoiler and ambassador Arundhati Chose is 
clear that “we havebeen trying to be sensitive 
to those countries who want to go forward”, 
However, our policy-makers are probably 
underrating the likely consequences of 
atbacting universal scorn and disgust, 
especially from the G-21 and other non¬ 
nuclear states. 

Let there be no mist^e. However unfair 
or inappropriate Article XIV might be, India 



was in no small way responsible tor creating 
and contributing to the cynicism and despair 
at Geneva that heightened suspicions and 
promoted the most narrow-minded and 
myopic national-chauvinist calculations 
amongst states such as Russia, Britain, China, 
Pakistan and Iran which led them to demand 
that all significant nuclear-capable states be 
a party to an effecti vc and "global, u ni versal, 
non-disenminatory" treaty (this being New 
Delhi’s own stated criterion tor all good 
agreements!); that unlc.ss all the P-5 and 
T-3 were on board, the signiticance of the 
CTBT would be reduced - in which case, 
they would seek to retain their own ’national 
security’ options through Article XIV or 
other means. 

India is iht only state not to have moderated 
its stand or offered compromises or con¬ 
cessions on substantive issues during .11 
months of CD negotiations. Reprehensible 
as the NWSs are tor inflicting these weapon.s 
of mass destruction and a nuclear arms race 
upon the world, even the US, UK and China 
climbs down - eg, fmm exempting low- 
yield testing to a ‘zero-yield’ position, or 
giving up insistence on peaceful nuclear 
explosions (PNFis). Many other stales 
similarly moderated (heir oncc-rigid posi¬ 
tions on scope, preamble, verification, etc. 
India distinguished itself as the only country 
to have made no such etfort. Instead, it 
hardened its stance in January by moving 
three extreme amendments which found 
no takers. India is also the only state at 
the CD to have opportunistically and 
suddenly switched the rationale ot it.s 
reservations on the CTTBTon June 20- from 
’universal’, ‘global’ grounds related to the 
alleged inadequacies of the treaty text to 
’national security’ considerations as a ‘key 
factor’, without explaining what those 
might be. 

’This gives India an indelibly unique 
position as a spoiler of the treaty it itself 
pioneered in 1954, a status which cannot be 
whitewashed by belated, paltry concessions 
of the kind offered on July 30 or by pious 
homilies about India’s ‘historic’ commit¬ 
ment to disarmament. True, India can cite 
its role in many initiatives for step-by-step 
nuclear disarmament: the 1954 ‘Standstill 
Agreement’, 1963-67 UN disarmament talks, 
the Five-Continent Initiative of 1986, Rajiv 
Gandhi Plan of 1988, or sponsorship of 
numerous UN General Assembly resolu¬ 
tions. However, in each one of them, the 
CTBT figured prominently as an early, 
and major, step, in several UN resolutions, 
the call to end 'all nuclear test explosions’ 
was lor decades an integral ingredient of 
Indian proposals It is precisely this CTBT 
- yes, explicitly aiming to end "all nuclear 
test explosions’’ in confoimitv with the 
Rumaker draft - that India has now turned 
against. 


Intcgral Link 

India’s slated rea.sons for so doing are 
located in ‘national security* (Natsec) 
considerations as well as technical objections 
to the CTBT, however sincere. This should 
at once alert all those who have refused or 
arc reluctant to take a stand on the CTBT 
issue, hut who oppose the development or 
exercise of the Indian nuclear weaponsoption 
as well as the domestic hawkish agenda, and 
who do not wish to sec nuclear rivalry grow 
between India and Pakistan/China. Tltere is 
an integral link between India’s stand on 
accommodating the CFBT at Geneva and 
‘Nat.sec’ calculations which have to do with 
retaining and developing the nuclear option. 
You cannot oppose the latter without 
criticising the former. 

Regrettably, many peace- and dis- 
armanient-mmdcd sections or currents of 
opinion, including those on the Left, have 
int roduced a false di.sjunctioii between India’s 
‘external’ .stance. atGeneva, and the ’internal’ 
or ‘Natsec’ logic that favours a movement 
away from nuclear restraint and accom¬ 
modation to pressures for developing, 
deepening, even exercising the nuclear 
option. 

Few .such currents have iriterrogated the 
‘national security’ considerations that South 
Bloc had m mind and even fewer admit that 
the term in its present context can only 
denote a desire to move away from nuclear 
ambiguity and execute a shift in security 
doctrines in such a way that the deterrent 
u.sc of nuclear weapons - which India has 
traditionally, and rightly, condemned as 
‘abhorrent’ and repugnant’ - is seen as 
necessary to national defence, although it 
was not so seen until just a year ago. (Surely, 
It IS hard to argue that things have changed 
so qualitatively and rapidly in the past year, 
hut let that pass) 

Tlie absence of such interrogation and 
critical discussion has meant that large 
numbers of pro-disarmament and anti- 
hawkish people have gone along passively 
with the off icic'tl. increasingly hawki.sh, stance 
and have accepted publicly stated official 
positions as the sole discourse on the CTBT 
and nuclear issues. 1111 $ has resulted in a 
considerable pressure on, and narrowing of. 
the ‘middle ground’ or the position of 
ambiguity - don’t sign the (TBT, but don’t 
test and develop or exercise the nuclear 
option either. This narrowing is in a sense 
artificial, hut it has created the imprc.ssion 
of a strong, across-the-board consensus in 
favour of the official position, which has 
now become indistinguishable from the 
Bhaiatiya Janata Party line on the subject. 
Witness the BJP’s statements on the issue 
on June 19. June 20. July 27, etc. 

Indeed, there is a clear pattern of the BJP 
calling the shots. Official statements, whether 


OpMsiag the treaty or blocking it. have 
followed, not preceded, the BJP’s own pro¬ 
nouncements and demands. In reality, it is 
hard to talk of informed consensus on the 
CTBT issue, much less one shared by the 
entire political spectrum. But the Left has 
largely failed to demarcate itself from the 
Right here and has been reluctant to question 
the ‘Natsec’ mindset.Peaccanddisarmament 
have only weak, amorphous, ill-defined con¬ 
stituencies - unlike sabre-rattling nationa¬ 
lism, and ‘we-must-have-thc-Bomb’ para¬ 
noid chauvinism. The official discourse 
appears to be dominant, indeed over¬ 
whelming so. 

Two Discouilses 

In reality, there is not one but two 
discourses: the public, rhetorical, elevated 
discourse that seeks the moral high ground 
of universal, global disarmament; and the 
‘realist’, ‘hard-nosed’, ‘Natsec’-guided, ‘non- 
attributable’, ‘deep-background’, serious, 
private, secretive, ‘adults-only’ or ‘men- 
only’ cynical di.scoursc. The two di.scourses 
are intimately connected. One can often 
snatch glimpses of the .second in the first. 
And in the conference circuit of the capital, 
with its arcane rights of passage and rules 
of conduct, or in ‘private briefings’ (on an 
issue of such obvious public importance!), 
one confronts it directly, if with some 
embarrassment, because of its purely cynical, 
easy resort to deviousness, deception and 
lack of morality. 

Often, the links between the t wodiscourses 
are directly personal: among the most 
vociferous opponents of the CTBT and 
among those who have used every which 
argument, half-baked fact or excuse to damn 
the treaty and call for blocking it, arc none 
other than our best known self-confessed 
hawks, who have for years campaigned *hat 
India should exercise its nuclear weapon.s 
option. Yet other links can be discovered 
from a critical look at official statements 
thcm.selves. For instance, foreign .secretary 
Salman Haider condemned the NWSs on 
June 20 for their insincerity about banning 
testing comprehensively, although he 
admitted that they had committed themselves 
at least to prohibiting nuclear test explosions. 
However, he also simultaneously asserted 
that India won’t accept any “constraints on 
the nuclear option’’, clarifying that this 
includes the option to conduct nuclear test 
explosionsl So India wants the freedom to 
do precisely what it vociferously condemns 
the NWSs for doing. 

New Delhi’s criticism oflheNWSs belongs 
to the first di.scoursc, the assertion of India’s 
right to conduct full-ficdged explosions of 
the Pokharan type is part of the second 
discourse, even if in an attenuated form. 
Another giveaway is Gujral’s statement on 
July 8 that our “security authorities do not 
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hink they need nuclear weapons for the 
noment". Healso told parliament on July 22; 
‘We do nut need nuclear weapons now. 
Tomorrow, I don’t know..." 

tn its full-blown form, the second, crude- 
Realist* discourse presents India as a 
leleaguered state and also as a nation with 
ispccial destiny, which must play its assigned 
ole as a superpower tn the future, to which 
olc nuclear weapons are essential. This 
umishcs the rationale lor rejecting tlie CTBT. 
The logic runs broadly as follows. Iiidiadoes 
lot receive its due from the world, from the 
Jig Powers in particular. It has to plough 
1 lonely furrow. It is wholly despondent 
iboul the prospect of early global dis- 
irmamcnt. it sees nuclear weapons remaining 
i currency of power for a long time to come, 
t must acquire that currency too. 

DtK'ITtlNM. Brfaks 

llic first major bieak or violent shift of 
locinne incurs here: liidiainust ‘realistically’ 
iccept nuclear weapons as a legitimate 
.Hirreniy of power it it wants to emerge as 
1 torcc to reckon with, with a supra-rcgional 
t not global icuch, and to be recognised as 
me ol the .Six Great Powers of the 21 si 
■eniury, ri In Kissinger. F-urther, India is 
.urrounded by competing or putcntially 
loslile states, one of which (Paki.stan) 
icvelopcd hri'ad nuclear symmetry with 
ndia light under our nose, .so to speak. This 
luls I ndia in a til I Icrent regional configuration 
rom. say. South Alrica or Bra/.il (never 
nind the wars in Angola and Mo/.ambique 
ir the presence of Cuban troops in southern 
Ulrica while Pretoria dismantled its nuclear 
'upability, and never mind Argentina, in the 
>ccund case!) 

Given this adversarial security eiiviron- 
Ticnt, India has to have a nuelcat capability 
It least strong enough to ilcier China, despite 
ler geographical advaniagcof being farcloser 
o mam population centres in India than vice 
ifersa. .Such deterrence is justified. This is 
wheie the second big doctrinal break occurs: 
India must embrace the doctrine of nuclear 
Jcterrcncc which she has always publicly 
-ejected as ‘abhorrent’ - a doctrine that has 
fuelled the very arms race it claims to be 
committed to bringing to an end. 

This i.s followed by yet another doctrinal 
lump, from ‘non-weaponised’ or ‘minimal’ 
Jeterrence to unbounded or full-fledged, 
maximal, deterrence. ‘Minimal deterrence’ 
is possible even with India’s accession to 
a O'BT. IL is simply indisputable that a 
CTBT. however stringent, cannot eliminate, 
even limit. India’s proven capability to 
produce a large number of first generation 
fission bombs, of the Hiroshima or Nagasaki 
type. These do not need testing at all. 'The 
Hiroshima bomb was never tested. Israel’s 
100-200 bomb-strong arsenal, widely 
believed to be effective, has never been 


tested. Even a self-confessed hai^ like 
Gen K Sundaiji is explicit that India can 
have a "minimal deterrent" effective against 
China as well as 'Pakistan even if it signs 
the CTBT, which he advocates India docs. 

New Delhi’s reluctance to sign the CTBT 
can be explained only as a consequence of 
an irrational fear - that the CTBT is the thin 
end of the wedge with which to destroy 
India’s well-established capability - or an 
obsessive-compulsive desire to broaden and 
deepen the nuclear option to include 
thermonuclear weapons and a full-scale 
arsenal to match, say. China’s, and thus put 
India in the ’Primary’ Nuclear Club, way 
above the mere threshold level. The first 
speaks poorly of our diplomacy and quality 
of political assessment. ’The second speaks 
of a collapse into grandiose self-delusion as 
well as a perverse notion of power projection, 
for which India has always castigated the 
superpowers. 

It needs no argument to show that 
developing a lull-fledged nuclear arsenal 
with second-generation (boosted'fission and 
thermonuclear) warheads and numerous, 
long-range delivery systems, with all their 
attendant command, control, communi¬ 
cations and intelligence (C-cubc-I), infra¬ 
structure, will be economically ruinous, 
socially and politically destructive and will 
seriously militarise this society, while 
undermining democracy. Above all. it will 
lead to a degradation of our security, by 
driving India into open nuclear rivalry with 
China (which has been absent so far) as well 
as potentially with the other nuclear powers. 
And It will ensure that Pakistan goes in for 
overt nuclearisation with possible sympathy, 
if not active support, from the Great Powers. 
And yet, it is just such a trajectory that our 
policy-makers have at the back of their minds 
when they dream their long-term dream about 
India’s evolution into a superpower and 
invent specious arguments to resist every 
measure for nuclear arms control, reduction 
and disarmament. 

The third jump, from the actual practice 
of ‘recessed’ or ‘non-weaponised’ deterrence 
to maximalism, (pay appear the most violent 
of all. But the other two doctrinal shifts arc 
no less irrational and dangerous. They mean 
consciously repeating every horrendous error 
the NWSs committed while embarking on 
a nuclear arms race for ‘Natsec’ con¬ 
siderations which has brought the world to 
Its present overkill capacity and sorry pass. 
They involve rapturously embracing every 
single bankrupt, even dangerous, high cold 
war doctrine tocreate and inflict upon oneself 
new insecurities. As Achin Vanaik and I, 
who share this column, argue in our little 
book. Texting Times: The Global Slake in 
a Nuclear Test Ban (published by the Dag 
Hammarskjold Foundation, Sw^en, and 
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Maitri Apartments, Plot No. 28, Patparganj. 
Delhi 110092, Phone22242 33,243 20 54. 
Fax 222 42 33), nuclear weapons are a 
highly devalued, degraded currency of 
power. 

Nuclear deterrence is unstable and de¬ 
generative and bound up with actassic build- 
rctaliate-further build vicious circle typical 
of the arms race. It would be suicidal for 
New Delhi to adopt it in vainglorious pursuit 
of superpower status. The unspeakable 
gutter-level ethics of promoting wholly 
warped nuclear-military priorities in a 
country which has the largest number of the 
world's poor and destitutes and which has 
an ever-expanding backlog of unfulfilled 
social agendas, needs no comment. 

The short point i.s this. It is totally 
illegitimate and illogical to disconnect the 
two official discourses and support or 
acquiesce in New Delhi‘s disingenuous stand 
at the CTBT talks while domestically 
opposing pressures lor expansion and 
exercise, of the nuclear option. The calcula¬ 
tions that drive the one arc completely iden¬ 
tical with those that sustain the other. That 
is precisely why the middle ground of 
ambiguity and ‘minimal deterrence’/'non- 
weaponised deterrence’ has shrunk so rapidly 
in the past few months. 'The debate in influ¬ 
ential circles in India is no longer about 
whether to sign the (TBT or not, but how 
far to move towards developing and exer¬ 
cising the nuclear option after having 
decided not to sign the treaty for question¬ 
able and devious, it nut wholly spunous, 
reasons. 

If the debate i.s to be brought to a rational 
plane, and made accessible to popular 
comprehension and concerns, Indian 
ambiguists cannot afford to sit idle while the 
hawks, led by the BJP. run away with the 
agenda in a blitz of national-chauvinist 
hysteria and ‘Natsec’-driven belligerency. 
They must take a clear stand critical of New 
Delhi’s external and domestic stands and 
indeed of all hawks, whether in New Delhi, 
Washington. Islamabad or Beijing. ’They 
have to make an alliance with the only trend 
of pnncipicd opinion that exists here and 
globally - VIZ, the disarmers and peaceniks 
who repudiate the convoluted logic of nuclear 
deterrence, of security through weapons of 
mass destruction and of the ‘nght’ to retain 
them as a legitimate ’option’ unrelated to 
.self-defence. 
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COMMENTARY 


NEW DELHI 

Gift-Wrapping the Reforms 
Budget 1996-97 

BM 

// is remarkable that without resiling from any of the reform 
commitments or conceding anything substantive to the victims of the 
reform programme in the last five years, Chidambaran^ has been able 
to disarm his critics in the United Front, including the Left parties, and 
even to persuade them to applaud his budget. 


P CHIDAMBARAM, union finance 
minister, is being ucclaiincd for his skill in 
packaging in bright and attractive colours 
his pioduii. the budget ot the UFgovemmcnl 
lor 1996-97. He is being coinpliinentcd for 
scoiing over his predecessor. Maninohun 
•Singh, who let hiniscll be bogged down by 
following the straight and narrow path 
ordained by his mentors, the IMFAVorld 
Bank combine, and his political master, 
P V Narasimha Ran. Chidambaram is being 
given credit for political dexterity, if not 
economic expertise, in pushing ahead on the 
same road with grcatci suevess. 

The Economw Survey Update of the 
finance ministry released before the prc.scn- 
tation ol the budget hud made the ‘reform’ 
commitments ol tho Deve Gowda govern¬ 
ment quite clear and explicit. The left com¬ 
ponent 01 the UF, already agitated over the 
austerity measures proposed for government 
employees and the hike in the prices of 
petroleum products, condemned the Survey 
as a slap on the lace ol Ihc Indian electorate. 
Chidambaram took the hint and quickly 
adju.stcd his .stance and related his budget 
to the complexity ol the popular mandate 
and the Common Minimum Programme of 
the UF which provides room enough for the 
'reformers' to advance their cause It is quite 
remarkable that without resiling from the 
reform commitments or conceding anything 
substantive to the victims of the reform 
programme in the last five years, it has not 
been very dillicult tor him to disarm his 
detiactors in the UF who have allowed 
themselves to be persuaded even to pat him 
warmly for his labours. 

The budget for 1996-97 was awaited with 
much apprehension by a variety ol interest 
groups, economic and political. There was 
much excited media speculation about the 
possible rift in the UF. The tension disap¬ 
peared suddenly after the presentation of the 
budget. This has established the fact, without 
question, that the reformers enjoy the upper 
hand in UF. Tho.se who may have had 
reservations on the economic policies and 
objectives of the UF have evidently allowed 
themselves to be cornered and have ac¬ 
quiesced to the leadership position of the 
retormers in the government. The Left parties 
seem to have been left with nothing in their 
armouiy except populist pretensioru which 
they may put on display occasionally to 


protest against direct attacks on their already 
small mass support base which is bound, 
therefore, to shrink further when their res- 
pon.ses on economic policy issues are seen 
even by their followers to be ambivalent and 
equivocal. Also bound to be weakened is 
their ability and will to mobilise the masses 
lor struggles even as the fundamental 
contradictions between the interests of the 
working people and entrenched vested 
interests, Indian and foreign, who exploit 
them become more sharp. 

The multinational corporations and Indian 
big business too, after securing many 
advantages from Chidambaram's budget, 
have some grouses and there is no let up in 
their pressure lor more incentives They 
evidently regard the cuts in cu.stoms and 
excise duties proposed in the budget without 
the conventional condition of passing on the 
benefits to the consumer, which has never 
been observed or enforced in practice, as 
their inalienable right in the liberalisation- 
globalisation era. But they arc vigorously 
questioning the proposal for a modest tax 
on the fast-growing zero-tax corporations 
and the 2 per cent increase in customs duties 
tocollect funds for improving infrastructural 
facilities. Chidambaram is, therefore, already 
under intense pressure to show more accom¬ 
modation to the interests of business cor¬ 
porations, Indian and foreign. The talk of a 
level-playing field is indeed irrelevant in the 
context of the proposed international invest¬ 
ment treaty which stipulates conlormUy to 
"national treatment in respect of market access 
and security for international invetitors’*. 

It is not without significance either that 
even though Chidambaram has not brought 
down the peak rate of customs duty he has 
made wide-ranging cuts in tanff on import 
of material inputs and services which will 
be taken full advantage of for increasing the 
profitability of established industries in which 
foreign interests have significantly enlar^ 
their stake in the la.st five years. The objective 
of the tariff reform is to promote at a fast 
pace integration of the Indian market with 
the global market. The misgivingsof sections 
of Indian industry on unfair exposure to 
competition of multinational corporations 
in the domestic market have not been as 
rudely brushed aside as Manmohan Singh 
was wont to do. But Chidambaram is not 
letting such sentiments override the globali¬ 


sation objectives of the reform process. The 
cuts in customs duties add up to much more 
than what a reduction of peak rates overall 
by 10 per cent could have achieved. It is also 
significant that even as Chidambaram has 
taken credit for additional resource mobili¬ 
sation for the government of about Rs 2.500 
crore and marginal increases in central 
budgetary provisions for rural development, 
social sector and welfare measures and 
proposed large excise concessions for indus¬ 
try. the dnve for promoting the market to 
meet the consumption demand of the elite 
in Indian society and for multinational 
corporations and their Indian partners to 
exploit has not slackened and should actually 
be expected to gather momentum even as 
the mass of the people with poor purchasing 
power will be squeezed out. The only merit 
of the tax proposals is that large-scale loss 
ol revenue for the government has been 
avoided so that the revenue deficit may not 
be enlarged. 

Rural development has been fervently 
proclaimed as the first priority of the UF 
government. But what has been really aimed 
at is promotion of commercial agriculture 
with attention focused on large landholdings 
and gentlemen farmers and the entry of 
Indian business corporations and MNCs into 
agriculture. A scries of measures have been 
taken in this direction. For Chidambaram 
coolly to extend, in the name of assisting 
the pcKircst ol the pour, the subsidy on tra.:tors 
which was so farlimited tosmall and marginal 
farmers, who could not have taken advantage 
of It anyway, to all farmers and thus legitimise 
tractor purchases at subsidi.sed prices is real ly 
remarkable. The zeal with which the reform 
process is being attempted to be extended 
to agriculture is further emphasised, above 
all, by the credit facilities which are propo.scd 
for the ‘humble farmers' which is really a 
euphemism for the commercial farmer. If the 
IMF/World Bank reforms for the industry 
sector initially subdued the domestic im¬ 
pulses for industrial growth and subse¬ 
quently. with multinational corporations 
invited to be the main players, distorted the 
growth prolile based on a shrinking soical 
base, the extension of these reforms to the 
farm sector is bound to be disastrous on all 
counts, economic, social and political. 
Already in 1995-96, a year of a good mon¬ 
soon, growth of agricultural pioduction was 
down to 2.4 per cent and crop production 
to as low as 0.9 per cent which is way below 
the rate of growth of population. This should 
bring home to all concerned that the so- 
call^ green revolution based on irrigated 
areas, viable farmers and subsidised chemical 
fertilisers has touched a plateau and has 
played itself out so far as further growth of 
agricultural production and productivity is 
concerned. The shrinking of the social base 
of farming on which small and marginal 
farmers subsist, and strengthening the rule 
of gentlemen farmers and their nexus with 
business corporations, including MNCs, in 
the farm sector will disrupt the rural economy 
and hit hard the poor farmers, farm workers 
and artisans. It will aggravate economic 
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Jeprivation and siocial tensions beyond the 
endurance of the patient and long-suffering 
xople in the rural areas. The idea that credit 
ivailable through NABARD and small 
}ri vate banks to rich farmers tor commercial 
farming will give a boost to agricultural 
production is fanciful. The majority of the 
rural population will not enjoy access to 
:redit from these institutions. There is no 
rigniftcant step up in budgetary allocations 
for rural development and welfare schemes 
jither. What has been done is to rearrange 
schemes and budgetary allocations in the 
hope of deriving political gains. Chidam¬ 
baram concluded his budget speech by a call 
for more reform.s and more growth, albeit 
with more compa.ssion. Translated into policy 
terms, it actually means more vigorous effort 
to attract foreign capital on a scale far larger 
than in the last five years of reforms and 
extension of the reforms to the rural sector 
to promote commercial farming. Compassion 
in this reckoning is surely not the empower¬ 
ment of the people with right to the land they 
till and gainful employment opporluiiitics 
fur farm labourers and artisans. The ruling 
elite seems to be excited only by the familiar 
paternalist-populist impulses for inconse¬ 
quential give-aways of public funds to 
.selected groups which simply do not reach 
them and are picked up on the way by 
persons in authority and inllucnce-peddlcrs. 
Look at the pitiful provision in the budget 
of Rs 5 crore each I or porters, old age homes 
and residential schcmls for the poor. 

The question of rebuilding the economir 
ml rastrucliirc and modernising it is supposed 
to have been a priority for Chidambaram’s 
budget. To the already existing financial 
institutions, two more aic proposed to be 
added to faeilitale the intluw of ioreign 
investment for the development of mixlern 
intiastrueturc. The experience of the last 
live years, however, is that MNCs are 
interested essentially in the exploitation of 
Indian labour and consumers. The intlow of 
direct foreign investment to set up production 
capacities and infrastructural facilities has 
been tardy and on terms and conditions 
(such as guarantees of security, counter- 
guarantees fur high rates of return and their 
quick repatriation) which eliminate all nsks 
for foreign investors and the costs tend to 
be even higher than of commercial borrow¬ 
ing. While direct foreign investment has 
been eagerly awaited, further policy adjust¬ 
ments have now been made for tte inflow 
of hot money for specu lati ve tradi ng i n stocks 
and shares. But lags in the development of 
economic infrastructure have only become 
more and more intolerable in the last five 
years. 

In the scheme of Chidambaram for buildi iig 
and strengthening infrastructure for eco¬ 
nomic growth, the role of industrial enterprise 
in the public sector is totally mis.sing. The 
dilution and eventual elimination of public 
sector industrial and commercial enterprises 
is indeed the major aim of the IMF/World 
Bank reform programme. It seems to be 
beyond the comprdicnsionof the IMFAVorld 
Bank tutored reformers in India that direct 
investment by the Indian state in industrial 
andcommercial cnterpri.ses in the planning 
era pioneered the establishment of modem 


infrastniuural facilities and capacities. The 
production of vital inputs, such as heavy, 
engineering and machine-making, inter- 
m^iate goods, among them steel. aluminium 
and metals, oil exploration, refining and 
marketing of petroleum products were taken 
up on this basis. This was indeed the only 
option available and a .solid basis for industnal 
development in India. Further expansion of 
industrial enterprise in the public .sector, 
nursing of its managerial abilities and 
technical expertise, removal of bureaucratic 
control and interference which could have 
enabled its full potential to be exploited for 
the rapid development and modernisation of 
the Indian economy arc. however, no part 
of the economic reforms launched in 1991. 
On thecontrary, industrial enterprise in public 
sector has been attempted to be smothered. 
It may not be amiss either to mention that 
invcstinent in public sector industrial under¬ 
takings and public financial institutions 
played a major role in the development of 
private industry, both large-scale corporate 
and small-scale, as well through the supply 
of first rate inputs at subsidised prices. Those 
who condemn the inclfieieney of industry 
in the public sector for not making high 
profits forget that hut for price controls, 
strictly observed, lor the supply of gcxuls 
and services in the domestic market at cheap 
rates,often at less than the cost of production, 
public sector undertakings could have 
extracted huge profits from private industry 
and Indian consumers. Even in the so-called 
reform era of hberulisatiun and globalisation, 
the public sector is still being decreed to 
supply its goods and services at controlled 
prices for lower than what is allowed to 
private Indian and foreign suppliers. The 
price of crude oil lor ONGC and electricity 
from the .Stale Electricity Boards arc eases 
in point. The past live years, however show 
that while waiting lor MNCs to invest in the 
development of infrastructure, including the 
critical energy sector, public sector eupaciiies 
have been kept idle even while their profits 
as well as funds raised by selling their shares 
at throwaway prices have been used for the 
current consumption of the government. 
Chidambaram has chosen to tread the beaten 
track by further cuts in public investment 
and squandering the existing productive 
assets for current consumption of the 
government. He has not honoured even the 
stipulation in’the Common Minimum 
Programme to use the Rs 5,00() crore to be 
raised by disinvestment of the shares of 
public sectorspccifieally for technologically 
upgrading the public sixtorand forcdueaiion 
and health services The starting point really 
for any meaningful effort to develop and 
revamp infra.structurc for economic develop¬ 
ment is to utilise the full potential of the 
public sector industrial undertakings. The 
private industnal enterprise and foreign 
capital has to be drawn in for only a sup¬ 
plemental role. 

The inflationary pressures which have been 
dormant for some time will admittedly be 
felt strongly in the current year. The finance 
ministry officials expect that the inflation 
rate will rise to 6 to 7 per cent in the coming 
few months. This seems to be an optimistic 
a.ssumption. More significant, however, is 


that a rise in the influitun rate has been 
proclaimed by them to be a concomitant of 
the growth process in the market economy 
and as unavoidable. But the position of the 
Left parties on the question of prices, in 
particular their more articulate trade unions, 
is curious. They are clamouring for price 
controls for all essential commodities of 
mass consumption. This presupposes an 
elaborate system of administered prices 
which totally contradicts the philosophy and 
concerns of the markcl-orienicd economic 
reforim to which the Deve Gowda govern¬ 
ment is unreservedly committed. 

Ilic question of inflationary pressures and 
management of the structure ot lelati ve prices 
is, Ihcrctore, bound to cause much friction 
between the constituents ot the United Front 
in the coming months. Bui whai must not 
be attempted to be obfuscated is that the 
official policy prescription lor promoting 
economic growth al.so requires active 
measure for the development of the market 
for goods and services of elitist interest 
which alone can attract foreign capital. 
Investment priorities, price adjustments and 
fiscal incentives will be accordingly deter¬ 
mined. The selective reduction in customs 
and excise duties proposed in the budget 
only emphasises this po.sition. The pioicsts 
of the Left parties and Tl Is against the ‘anti- 
people’ austerity measures and the price 
adjustments have been weak and ineffective 
and will remain .so if they remain associated 
with the UF govenimeni. 

Mindful of the rc.sourccs constraint and 
political tragili/y ofthc Deve Gowda govern¬ 
ment, Chidambaram had to do a lot of 
tightrope walking. His options were limited 
and he has wisely chosen to pul oil more 
complex issues by the liinc-honoured method 
of appointing an Expenditure Commission, 
a Tariff Commission and a Disinvestment 
Commission for public .sectorenterprises. In 
addition he proposes to come loith with a 
paper for discussion on subsidies and hold 
fresh consultations with the Reserve Bank 
of India on the elimination of ad hoc treasury 
bills, that IS created money, to finance the 
expenditure ot the governincni. The opening 
of the insurance sector tor multinational 
corporations too has been deferred, in many 
ways, therefore, Chidambaram has presen¬ 
ted what may be called another 'interim 
budgef to be updated as he goes along 
during 1996-97 and beyond. That Indian 
economy will grow at 7 percent and the ;ate 
of inflation contained at 6-7 per cent should 
be treated as only hopeful projections The 
estimates of revenue and expenditure, with 
the fiscal deficit at 5 per cent GDP, need 
•lot be given much credence cither. Chidam¬ 
baram has been well-advised not to say or 
do anything which may endanger the survival 
of the Deve Gowda government. But he is 
neither willing nor able to weaken or disrupt 
the ongoing economic reform programme to 
which he is fully and firmly cummiiied. 'I'he 
que,stion before those, including the Left, 
who arc associated with the Deve Gowda 
government, however, is whether they have 
been wise to hitch their wagon to a rickety 
political arrangement and in the process 
marginali.se their relevance, especially in the 
vital economic policy-making arena. 
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Extremist Challenge and Indian State 

Case of Assam 

Hiren Gohain 


The ULFA phenomenon is the product of the total alienation of 
Assamese youth from the Indian state. The va,st majority of young 
people find in the Indian Constitution no guarantee of a right to a 
reasonably decent life. But the support for ULFA does not mean 
necessarily support for secession from India. The weakness of the 
Assamese national base has made it impossible for the ULFA to 
formulate a programme for national reconstruction. And in the past, it 
was easy for Congre.ss(I) governments at the centre to find support 
among the conglomeration of ethnic groups and maintain a semi- 
Fascist regime by suppre.ssing the Assamese with virtual army rule. 
Given this, talks initiated by a genuinely democratic government 
.sympathetically aware of the crisis of the Assamese nationality but 
capable of firmne.ss when it degenerates into chauvinism is the best 
hope of solution to the problem posed by ULFA. 


THE hottest question in Assivm today is 
whether talks between the government and 
the ULFA will materialise. The AGPministry 
has time and again offered to talk to the 
militants without pre-conditions, only to 
come up against a deafening silence. From 
the very beginning the ULFA did not appear 
keen on talks, partly because a section among 
them considered any kind of talks a sell-out. 
partly because the last time such talks were 
held the negotiations seemed only to advance 
.the personal interests of the ‘surrendered’ 
(sic!) ULFA. Yet the people of Assam are 
overwhelmingly in favour of a dialogue 
between the government and the extremist 
organisation, and sharply hostile to the line 
of extermination popular with certain sections 
of the central government and the army. 
That docs not mean that they are eager to 
endorse widespread extortions and sundry 
killings by ULFA in the name of revolution. 
Now it is this ambiguity in the Assamese 
response to the extremist challenge that 
outsiders, whether resident in Assam or not. 
find exasperating. 

To the common man in Assam the 
machinery of the state appears only as an 
instrument of repression and exploitation, 
and the ULFA enjoys grass routs support to 
the extent the expectations from the state are 
frustrated. Most of the pnmary health centres 
of the state are without any stock of medicine. 
The harassed doctor prefers leaving the PHC 
in the lurch to facing the wrath of deprived 
villagers. Annually gastro-enteritis claims 
hundreds of lives among the poorer sections 
of the people. In the tea-gardens health- 
services arc not under the health department 
of the stale government, but under the labour 
department, which happily ignores the fact 
that in certain gardens making crorcs of 


rupees in profit there is no qualified physician 
in charge of the garden hospital! This year, 
as on earlier occasions, floods have affected 
the lives 30 lakh people, destroyed standing 
crops on two lakh hectares of land, and taken 
a heavy toll of human lives and livestock. 
When floods recede, the rural economy over 
large parts of the state seems to be devastated. 
Nearly one-third of the industries m the state 
are ‘sick’, and lakhs of unemployed youths 
who cannot afford the high price of jobs in 
the informal job-market managed by corrupt 
politicians, officials and their brokers, and 
who lack even the small capital required in 
small business, look up to the ULFA. Some 
of them join in sheer desperation. An 
unexpected fall-out of this situation has been 
the phenomenal increase in criminal activity 
among youths and adolescents. Recently the 
police foiled the grandiose plans of nearly 
a dozen school students who planned to 
leave home under the pretext of joining the 
ULFA only to receive training in the use of 
fire-arms from professionals with the 
eventual objective of .setting up a gang of 
robbers. The incident was reported from the 
oil-town Duliajan, but it might have happened 
anywhere in Assam. 

It is no surprise therefore that funeral 
ceremonies of ULFA cadres killed by the 
army or the police arc attended by thousands 
of people in the countryside. Recently when 
the police killed a member of the ULFA 
from upper As.sam in a shoot-out near N albari 
in lower Assam and took his dead body to 
the local police station, thousandsof villagers 
milled around the police station and forced 
the OC to band over the body to supporters 
of the ULFA. One is not certain what propor¬ 
tion of .such supporters will go the whole 
hog, to the point of supporting secession from 


India. Since a referendum is at this stage im¬ 
practicable, Uk question remains academic. 

This bleak scenario is unknown to the 
outsiders, even those settled in Assam, who 
make it good in trade and business. Using 
a very simple logic they reason that the local 
people fail because they are lazy and drawn 
by prospects of easy money, leaving out the 
question of social milieu and training that 
motivate individual behaviour. The nature 
of the economy, dominated by outside capital 
and skills in tea and wholesale business and 
in induiitries that thrive on plunder of natural 
resources of the state, does little to foster 
local initiative and industry, as the local 
people play only a marginal role in them. 
The stale government, dominated in its turn 
by a bureaucratic and feudal ethos, also does 
precious little to change the mind-set of the 
people. The centre-.state relations, as they 
have developed so far. leave little scope for 
efforts to lift the state up by the boot-straps. 
In any case, the political culture of the state 
in an environment of persistent stagnation 
tends towards plunder and nepotism rather 
than development. The frustration of the 
youths has naturally found expression in 
acts of violent rebellion and terrorism. Pace 
the favourite line of government propaganda, 
the ULFA simply cannot be dismis.scd as a 
band of anti-socials and goons. (To cite an 
instance of the way present-day political 
culture subverts development in the state, 
the AGP government is reportedly proposing 
to appoint as chairmen of the scores of semi- 
government and autonomous development 
corporations in the state all their MLAs who 
have been denied a ministerial berth, even 
though many of them have not the faintest 
idea of the work in which they are supposed 
to provide leadership!) 

'The ideological immaturity of the ULFA, 
which had carried away the dying embers 
of the militancy of the Assam movement, 
has attracted the scorn and ridicule of 
established Left parties. They are now waking 
up to the necessity of ideological orientation, 
and in the process of acquiring the trappings 
of a Marxist-Leninist system of ideas. To 
some extent they have received help from 
Naxalite splinter groups, though they try to 
adapt Marxist ideas to the overriding goal 
of ‘liberating Assam from Indian 
imperialists’. For some time there was even 
division of labour between city-based 
journalists taking charge of the ideological 
work and militant activists carrying out 
concrete revolutionary tasks - a patently 
unmarxist idea. Unfortunately its 
revolutionary activity appears to be largely 
confined to political assassinations, 
abductions for hefty ransoms, extortions and 
intimidations. Only occasionally have there 
been attacks mounted on the Indian army. 
’The army in its turn has cast wide its 
intelligence net, and it often gathers accurate 



infonration about the wh««abouts of the 
ULJFA cadres. Several middle-level ULFA 
leaders have been caught or killed with a 
view to putting the fear of the state in the 
minds of the local people. People deeply 
resent the combing operations of the army 
which treat them as already guilty of treason. 
Now and then there are also confirmed reports 
of rape and torture of innocent suspects. 
Political parties dislike the whole business 
but prefer to keep quiet as they themselves 
are repeatedly threatened by the ULFA for 
siding with ‘the Indians'. 

Shortly before elections the district SP of 
theTinsukia district travelling with a heavily 
armed escort was gunned down by the ULFA 
in a well-planned guerilla-style operation, 
though the reasons for the attack arc still not 
clear. The Congress candidate from the same 
constituency was also killed a little later. 
Likewise, a former minister in Hiteswar 
Saikia'seabinet along with nine armed guards 
(all of them from poor families) was murdered 
on the road. It puzzled many at that time as 
to why the ULFA was queering the pitch 
for the AGP. which it used to regard as a 
friendly party. Perhaps those acts were 
calculated to terrorise the thugs and ruffians 
the Congrcss(I) candidates in their love for 
democracy had gathered around themselves. 
However, those acts not surprisingly, put the 
army on their trail. The army arranged some 
gruesome acts of counter-terror, particularly 
after a couple of army officers were ambushed 
in the Kamakhya temple, a well known 
tourist spot. 

Recently a dedicated ULFA leader of 
Rangiya, Torun Deka, whose family of poor 
farmers has reaped no economic benefits 
from his activities despite his high rank in 
the outlawed organisation, was killed in cold 
blood by armymen, according to eyewitness 
reports. The ‘interrogation’ of suspected 
ULFA supporters in army camps is so 
‘intense’ that it has left quite a few crippled 
for life A few have died shortly after their 
release from those camps. 

Another group disturbed by the shaky 
Congress(l) prospects in the assembly 
elections was the SULFA, or ‘surrendered’ 
ULFA cadres. Many of them had, with help 
from late Saikia, then chief mimster, muscled 
into coal and timber trade, amassing huge 
fortunes with goonda-tax. A few had 
forgotten to deposit huge amounts extorted 
from tea-gardens and other businesses with 
their original ULFA linkmen. Since some 
of them joined the army in its campaigns 
against the ULFA as escorts, scouts and 
informers, there was no love lost between 
them and their former comrades. In the 
Nagaon district the ULFA killed and buried 
in makeshift graves seven SULFA men. said 
to be innocent of any anti-ULFA designs, 
in brutal retaliation against such SULFA 
helpin detection and murderof ULFA district 


leaders like Prabhat Saikia. While the late 
Hiteswar Saikia and his sycophants 
proclaimed the ‘return of peace to the statc‘, 
in fact there were more than a thousand 
murders during that time, many of them with 
political overtones. Bimal Bhuyan, an 
ambitious student leader who became clo.se 
to Saikia and appointed by him the director 
of publicity for the state was killed in broad 
daylight, l^hit Kolita a former Congress! 1) 
youth leader formerly on ULFA’s hit-list 
later fell out with Saikia and soon after met 
a gory end. Cotton College, premier 
institution for undergraduate education in 
the state, and with several departments 
tunning PG classes as well, became a hot¬ 
bed of politics when Saikia started bestowing 
political patronage on certain student leaders. 
The result was a spurt in political violence, 
which cost a student, Uttam Barua, his life. 
Thus during the period before the elections 
there were allegations of the Congressd) 
government of the state calculatingly creating 
an atmosphere of insecurity and violence in 
the state. The ULFA in its turn was more 
or less on the defensive, making people 
forget their own blood-spattered record 
during the AGP regime. 

Against this background there took place 
the murky business of the murder of Parag 
Kumar Das, an ambitious, fiery and talented 
journalist and human rights activist, who 
had not only become a spokesperson of the 
ULFA but also the voice of the angry and 
frustrated youth of the state. On May 17. as 
he was waiting outside a school to collect 
his young son and escort him home, he was 
knocked down by a deadly hail of machine- 
gun bullets. His dead body was followed to 
ihe cremation ground by thousands of 
outraged and griel-stricken people. Agitated 
friends and supporters demanded immcdiaic 
detection and arrest of the murderer. Under 
intense public pressure the police revealed 
that they had conclusive evidence of the iden¬ 
tity of the culprit, alleged to be one Prafulla 
Bora, a SULFA hitman. Mysteriously the 
police also stated that certain high-ranking 
police officers of the state had intervened 
to release the culprit from police custody and 
help him toescape! Despite thisextraordinary 
revelation the high-ranking police officers 
said to be involved in the escape of the 
.suspect have not been suspended and charge- 
sheeted. There have been a spate of rumours 
linking the murder wih the army intelligence, 
the RAW and even the ULFA! The .situation 
has become more intriguing with the suspect 
claiming from his hide-out that the police 
were falsely accusing him and were planning 
to bump him off to protect the real culprit. 

Incidentally these events have lifted a 
comer of the veil that has hidden the deep 
and strong links forged between sections of 
the police and assortol anti-.socials dunng 
the Congress(l) regime. In tact the moment 


it became clear that the AGP was winning 
the assembly elections, both the chief 
secretary of the state and the DGP of the state 
police hastily applied for leave and sought 
shelter in Delhi. During the regime of the 
ruthless Congressd) CM. Saikia, several 
high-ranking senior police officers were 
allegedly involved in harassing and torturing 
Saikia’s opponents, and further, were also 
suspected of involvement in a few 
kidnappings and murders. With the flight of 
the top-ranking officers and change in 
political leadership of the state government, 
the police now stand thoroughly demoralised, 
with hardly any spirit left to bestir out ot 
their thanas. They are hardly in a position 
to look after law and order in this chans. 
Army withdrawal, the main demand of the 
ULFA and their friends, will only compound 
this dangerous confusion. 

Army C’ampaic.n 

The army’s campaign against the ULFA 
has put the AGP government led by Mahanta 
in a .serious quandary. Given the current 
paralysis of the police, the departure of the 
army will leave a vacuum inviting not only 
the carbine-toting ULFA, but all manner of 
ruthless, rapacious adventurers and lawless 
elements. On the other hand, it is reliably 
Icamt that the ULFA had lent its considerable 
support to the AGP during the last elections. 
MLAs who won by grace of ULFA were 
obliged to put pressure on Mahanta to send 
the army back. In fact, even belorc they 
formally took the oath of oftice the AGP 
leaders had met the governor of the state to 
demand withdrawal of the army. Hut once 
Mahanta found him.self in the C!M’s seat, he 
developed cold feet. The armv also forced 
his hand by intensifying its campaigns at 
that point and compelling him to take a 
stand. Mahanta, a past master in the 
contemporaiy politics of manipulation, cun 
seldom be pinned down on any vital issue, 
and he always gels away with bland 
generalities. But this time, very much against 
his will he was forced to concede that the 
army had a role in maintaining peace. 

Yet the situation docs not warrant giving 
the army a clean bill. It also launches propa¬ 
ganda barrages from time to time. A lew 
months back itorgani.scdaseminaroii human 
rights in Calcutta. It has held a number of 
press conferences in Assam explaining the 
army’s attitude, and prc.scnting before the 
public alleged evidence of the ULFA s in¬ 
volvement in narcotics smuggling and gun- 
running. But people are still lar trom con¬ 
vinced. many dismissing such evidence as 
manulacturcd. Again, ihc army itself recom¬ 
mends in the same breath a 'political .solution' 
to the ULFA problem. It is not clear what 
the army means prcei.scly by that. One hopes 
It does not mean the government's assistance 
in those illegal activities in return for peace. 
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youth organisation of the state, the AASU. 
has been forced by the vehement protests 
of its grass roots members to demand 
withdrawal of the army from the state, though 
the AASU has always maintained its clear 
opposition to the ULF'A. Privately, however, 
the leaders of AASU remain sceptical about 
the wisdom of (hat demand. 

Faced with the .storm of public indignation 
and protest against army exccs.ses, chief 
minister Mahanta announced that while he 
was for removing the army Irom the scene, 
only the central government had the authority 
to do so. When it was pointed out that the 
army was bound to act m consultation with 
the civil administration of an elected 
government, he shifted his ground and 
admitted that the army could not be 
withdrawn as long as the countryside 
remained plagued by individual terrorism 
and extortion-drives. This was at first widely 
condemned as typical doublespeak. But 
gradually .sensible middle class opinion 
veered round to his support. 

However, Mahanta’s refusal to send the 
army packing had the friends and supporters 
of the ULFA up in arms against him. The 
Manav Adhikar Sangram Samity (MA.SS) 
which was openly pro-ULFA and which 
used to be led by the fiery Parag Das, 
demanded a categorical assurance from 
Mahanta, who rclu.sed to oblige them. The 
MASS al.so made an issue of the Mahanta 
government’s failure Ui nab Parag Das’s 
killer. While the MASS had been vociferous 
in Its support to Mahanta beltirc the elections 
and played a significant role in isolating his 
nval former home minister Bhrigu Phukan 
from the rank and file of AGP (Bhrigu 
Phukan had been the other most prominent 
leader of the Assam movement, which had 
given birth to AGP), it now declared him 
a traitor to the cause of Assam, in fact 
Mahanta’s police lathi-charged MASS 
demonstrators in front of the Janata Bhavan 
at the stale capital Dispur, when they 
demanded (hat the chief minister should 
come nut in person to talk to them, a demand 
Mahanta found inappropriate. Thus, MASS 
and AGP came to a parting of the ways. The 
AGP. which included a demand for self- 
determination for the Assame.se' in its 
election manifesto, apparently under pressure 
from UivFA, now declared a loss of 
confidence in the MASS and instructed its 
members to keep away from that 
organisation. Mahanta clearly stated that 
secession from India was not on the agenda, 
and that the AGP was a 'regional party with 
a national outlook'. Thus, Mahanta, who 
only a short while ago had aroused the fears 
of certain circles that he might stoke up 
secessionist militancy, almost overnight 
became the custodian of the sacred Indian 
constitution in Assam. The ULFA C-in-C, 
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puppet from which Assam could expect 
nothing. 

These twists aiiu turns have left the people 
thorougly bemused. The blood-stained 
confusion has exposed all political rhetoric 
as hollow. The middle class, which has for 
long regarded ULFA as the la.st bastion of 
As.samc.se interests, has now grown tired. 
There is an increasing desperation in the 
clamour for resumption of talks with the 
government. The Naga NSCN (Mui va group) 
has also appealed to the newly-installed UF 
government in Delhi to .settle the question 
of the north-east through talks. The author 
of this article was in the unenviable position 
of receiving a dire warning from the ULFA 
a month or so hack for opposing the ULFA 
line. To his grateful surprise meetings were 
held in different conicrsof Assam, including 
places in the heart of ULFA’s base areas, 
condemning that warning. It is here that the 
situation in A.s.sam differs from that in Jammu 
and Kashmir or the Punjab. The democratic 
voice in Assam defied the terrorists, and 
kept on critici.sing the ULFA in spile of the 
grave risks. Thanks to those protests from 
dcmtKralic quarters one of the lop ULFA 
leaders spoke to the author on the phone and 
assured him that no .such threat had been 
intended. The author of this article .sei/.cd 
the opportunity to press the young leader to 
consider the option of a dialogue with the 
government. The ULFA leader (the 
redoubtable Paresli Barua, in fact) .said that 
talks had not been ruled out, hut as a political 
organisation the ULFA too hud to take 
decisions within certain practical con.stramts 

A tew days later Mithinga Duimuri, the 
publicity secretary of the ULFA. announced 
that the organisation was agreeable to holding 
talks, provided (I) they were held in a third 
country, (2) there were UN observers present 
during thetalks, and (.^) they were specifically 
on the subject of 'a sovereign, independent 
As.sam’. Unfortunately ataboutthesame time 
the union home minister Indrajit Gupta 
declared equally stoutly that talks could he 
held only if the ULFA abjured the path of 
violence and accepted the Indian Consti¬ 
tution. At this point Mahanta showed rare 
initiative to break the stalemate, and appa¬ 
rently persuaded the prime mini.ster to agree 
to talks "without any preconditions". The 
ball now seems squarely in the ULFA' s court, 
though there is an undercurrent of anxiety 
regarding the veracity of Mahanta’s claim. 
Likewise there is also an anxiety that the un¬ 
compromising stand of the two district com¬ 
mittees of Nigaon and Nalbari, both hostile 
to any negotiations with the government, might 
undermine the prospect of talks eventually. 

The ULFA phenomenon is thus the product 
of the total alienation of frustrated Assamese 
youths from the Indian state. While the older 
generations are bound by memories of the 
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the children of the privileged sections are 
attracted by career opportunities in 
metropolitan areas, the vast majority of young 
men and women find in the Indian 
Constitution no guarantee of a right to a 
reasonably decent life. The persistence, 
indeed aggravation of the colonial pattern 
of underdevelopment i.> the state, with the 
Indian state tilling in the void left by the 
departure of British imperialism, has 
provoked this type of response. To be sure 
the Indian Constitution also allows a certain 
measure of self-government to the states. 
But in the absence of a proper strategy of 
development lor neglected regions in the 
centre where power is concentrated, a set of 
power-brokers have arisen in the north-east 
without any concern for genuine regional 
development. Since their given task is to act 
as watchmen of so-called all-India interests, 
they loo let their own people down by 
sabotaging future development of the region. 
This is the background for the fairly 
widespread support for the ULFA among 
the people in Assam, even though 
independence from India is not a very popular 
goal. Despite certain tcrron.stic, indeed 
criminal distortions in the activities of (he 
ULFA. it still represents a genuine .sen.se of 
injustice and exploitation. 

Hut (he weakness ofthe Assamese national 
base, with numcrousethnic groups suspicious 
of A.ssamcse hegemony and no longer willing 
to findagreatcrcommon identity in As.samc.se 
nationality, and vast numbers of immigrants 
disturbed by the ambiguity in their heritage 
and position, has made it impossible lor the 
ULFA to formulate a programme for national 
reconstniction. ITie central government is 
making the best of every such opportunity 
to sow discord among conflicting ethnic 
groups at moments ot its choice Indeed, it 
IS possible for a Congress! 1) government to 
find support among such a conglomeration 
of ethnic groups and communities and main¬ 
tain a scmi-Fascist regime by suppressing 
the Assamese with black laws and virtual 
army rule, as the late Hitcswar .Saikia did. 
Elements in the bureaucracy in Delhi, Indian 
big capital and state-sponsored Indian 
intellectuals probably find nothing wrong in 
such a perspective. But such a set-up is a 
perfect mockery of democracy. On the other 
hand the ULFA’s dream of ‘a sovereign, 
independent Assam’ also appears to be a 
mirage, given the political and economic 
weakness of the Assamese middle class, 
who spell out that dream without sharing the 
sacrifices of the cadres. Under the circum¬ 
stances, talks initialed by a genuinely demo¬ 
cratic government, sympathetically aware 
of the crisis of the Assamese nationality but 
capable of firmness when it degenerates into 
chauvinism, is the best hope of solution of 
the problem posed by (he ULFA. 
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Archana Guha’s Fight for Justice 

Biren Roy 


After 19 long years Archana Guha who barely survived police torture 
as a suspected naxalite has received ‘justice’ - her torturer has been 
sentenced to a year's simple imprisonment! 


THE proverb goes, justice delayed is Justice 
denied. But at least partial justice has been 
done in Archana Guha's case though ju.stice 
was delayed for 19 long years. It may be 
recalled that Runu Guha Neogi, former 
deputy commi.ssioner of police under West 
Bengal government, earned notoriety for his 
alleged torture of the naxalites in the early 
1970s. Guha Neogi was responsible fur 
torture of Archana Guha. one of the worst 
victims of torture in post-independence 
period. Archana Guha's case became well 
known not only in India but also at 
international fora. 

The .seventh metropolitan magistrate of 
Bankshall court. Calcutta, sentenced Runu 
Guha Neogi and a co-accused constable to 
one year’s simple imprisonment and fined 
them Rs 2,000. in case of failure to pay the 
fine, the jail term would be extended by 
another two months. Two other accu.scd had 
died during the trial while another is .still at 
large. 

The gruesome incidents of Archana’s case 
began on July 17, 1974 when a police party 
led by Runu Guha Neogi raided Archana’s 
Hat in .search of her brother Soumen who 
was in hiding. The police picked up Archana, 
her sister-in-law Latika (.Soumen’s wife) 
and a family friend Gouri Chatterjee who 
happened to be there by chance. Archana 
was head-mistress of a junior high school 
at Howrah, and l^itika was a college teacher. 
They were taken to a ‘ special cel I ’ at Lalbaxar. 
Calcutta police headquarter. This cell was 
created to deal with 'naxalite pnsoners’ and 
was known as ’torture chamber’. Thc.se 
pnsoners were subjected to ‘third degree’ 
methods for three days in Lalhazar lockup 
to extract confession. Torture inllicted on 
Archana and other women was severe and 
inhuman. As a result, Archana’s lower limb 
gut paralysed. She survived, though detained 
under difficult conditions. 

When the Left Front government led by 
the CPI(M) assumed office in 1977 in West 
Bengal, most of the political prisoners 
including the naxalites were released. 
Archana came out of the jail in a wheelchair. 

Archana Guha is not the only person who 
was subjected to inhuman torture in those 
days. But it is Archana and her family who 
were bold enough to file a case against Runu 
Guha Neogi and others in the metropolitan 
magistrate's court at Calcutta. Then begins 
a hi.story of protracted trial. Guha Neogi 


resorted to every legal step to delay the ca.se. 
It was delayed due to appeals in session 
court, Calcutta High Court and the Supreme 
Court. This case is one of the longest trials 
in the state judicial hi.story. Ultimately, in 
1994, the Supreme Court ordered the trial 
court to conduct the trial expeditiously. 

In the meantime, with the help of Amnesty 
International. Archana was sent to Denmark 
foi her treatment in 1980. The Left Front 
government also extended monetary help 
for her journey. In Denmark, Archana 
received treatment of her ailments and was 
married. The Association for Protection of 
Democratic Rights lAPDR) from the very 
beginning ot the case demanded suspension 
of Runu Guha Neogi and made repeated 
repre.sentatiuns to different authorities of the 
Left Front government. But the Left Front 
government instead of suspending Guha 
Neogi, then a sub-inspector, promoted him 
to the rank of deputy commissioner of police 
from which he retired in 1992 with full 
retirement benefits. 

During the long Inal of 19 years, the 
family suffered much. Besides the tumily, 
eminent lawyer like Arun Prokash Chatter 
(former standing counsel ot the Left FionI 


government) and others worked sellle.ssly 
for conducting the ca.se The APDR helped 
the conduct of the case in various ways It 
considers a moral duty to extend its help in 
Archana’s ca.se as it does in many othei 
cases. In the last leg ol (he case, (he argument 
on behalf of Archana was taken up by her 
brother Soumen - this was no doubt 
prai.sewol1hy. 

The judgment was delivered on June 5. 
In the judgment, the judge said he was 
convinced that the torture had been carried 
out on the instructions of the accused, Runu 
Guha Neogi. The Judge further said that the 
police officers undei the instructions ot the 
accu.sed threatened Archana that if she tailed 
to reveal details about her political activities, 
fourdrunk men standing outside the I .alhn/ar 
torture chamber would rape her. 

Guha Neogi was on hail throughout the 
trial; even after the sentence, his hail leim 
has been extended He has preferred an 
appeal to a higher court against the (udgmenl 
ot the metropolitan magistrate .So. Iinal 
outcome ot the case is yet to come 

Infiicling torture or injury to any (ktsoo 
by the guardians of law is a gros.s violation 
of basic human rights accotding to inter 
national covenant to which India is a party. 
Guha Neogi is guilty ol violating basic human 
rights. The judgment, though not harsh, has 
vindicated the common man's cause lor 
protecting human rights It will siiiely 
embolden the common man to staiul up in 
defence of human rights ag.iiiisi the gtianliaiis 
of law and order who resort to various kinds 
of repressive measures against the common 
man nonchalantly and with impunity 
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PERSPECTIVES 


Gandhi-Ambedkar Interface 
...when shall the twain meet? 

Suhas Palshikar 

Gandhim and Amhedkarian discourses are not antithetical. Both are 
concerned with the issue of emancipation. At present when the legitimacy 
of the emancipatory discourse is being challenged, and the dominant 
discourse upholds capitalism, it is all the more essenticd to broaden the 
scope of Gandhian and Ambedkarian discourses. 


GANDHI and Ambedkar would have agreed 
on as many issues as (hey would have 
disagreed upon. They could no( find much 
ground for co-operation and collaboration. 
In popular perception - and in the perception 
of many of their fol lowers too - they remained 
opponents. Both indulged in verbal duels in 
onler to expose the weaknesses of each other’s 
thought and actions. This legacy could never 
be abandonal by the Ambedkaritc political 
movement even after the 1950s. The 
disappearance of both personalities from the 
social scene, and a change in the political 
context have not altered the standardised 
positiomng of the two as each other’s enemies. 
Against this background it is proposed to 
enquire into the diflerences in the discourses 
of Gandhi and Ambedkar. 

Two general points may be noted before 
we proceed to a discussion of the relationship 
between the Gandhian discourse and the 
Ambedkarian discourse. Movements for 
social transformation are based on emanci¬ 
patory ideologies At the present juncture in 
the Indian society we find that movements 
for social transformaiton are weak and 
localised. Further, the dominant discourse 
today does not believe in the project of 
emancipation. In this context it becomes 
necessary to tap the possibilities of re¬ 
alignment of emancipatory ideologies. It 
would he inadvisable to lx: persuaded by the 
cxclusivist claims of any ideology to the 
project of emancipation. 

Scconrlly, personality clashes need not be 
the decisive factor in the assessment of 
thought. Also, we need to accept that 
immediate political interests of Gandhi and 
Ambedkar clashed. Ambedkar began his 
political career as leader of the untouchables 
and continued to claim to be the authentic 
representative of the untouchable com¬ 
munity. Gandhi, on the other hand, appeared 
to be denying the exi.stencc of .separate 
interests of untouchables in the context of 
the freedom struggle. Ambekdar was always 
suspicious of the social content of freedom 
struggle and believed that Gandhi was not 
adequately sensitive to this. Since Gandhi 
was at the helm of the freedom struggle, 
Ambedkar thought it necessary to position 
hinusclf against Gandhi. Given these historical 
circumstances, is it necessary that we sit in 


judgment to decide the case in favour of 
cither Gandhi or Ambedkar? 

The present note proceeds with the 
assumption that Gandhi-Ambedkar clashes 
resulted from their personalities, as well as 
their respective positioning in the contem¬ 
porary political contexts. However, beyond 
these clashes and differences of assessment 
of contemporary politics, there exists some 
ground where the agenda of Gandhi and 
Ambedkar might actually be complementary. 
To realise this, it is necessary to throw away 
the burdenofproving whose political ptisition 
was correct or incorrect. 

The question of separate electorates for 
untouchables is a case in point. Was Gandhi 
wrong in opposing separate electorate for 
untouchables? Was he wrong in forcing 
Ambedkar into acquiescence through the 
fast? I would tend to argue that such questions 
arc largely irrelevant given the fact that 
’separate electorates’ do not fomi the core 
of Ambedkar’s thought. In other words, 
Gandhi-Ambedkar relationship needs to be 
probed in the context not of personalities oi 
political stratfgies, but in terms of their 
respective emancipatory projects. 

(-.SSTE QUfcSIlON 

The centrality of the caste question in 
Ambedkar’s thought cannot he over- 
empha.sised. He believed that untouchability 
was an expression of caste system. Therefore. 
Ambedkar chose to study the caste system 
and critically analyse the ju.slification it 
received from Hindu scriptures His thought 
docs not deal merely with removal of 
untouchability which was but one part of (he 
anti-caste movement. He was also concerned 
with the overall annihi lation of caste. Gandhi, 
of coui sc, was i n favour of abol ition ot caste- 
based discriminations. In personal conduct 
too, he did not practise caste. But caste 
question does not occupy a place of urgency 
in his thought. He tended to cmphast.se 
untouchability more than the caste question. 
For Gandhi, untouchability formed the core 
of caste .system. Once untouchability was 
removed, there will be no caste system. 
Gandhi was right in identifying untouch¬ 
ability as the most abhorring expression of 
caste-based inequality and attendant in¬ 
humanity. Rut the crucial question is, would 


caste disappear if untouchability is not 
practised? If so, why should there be internal 
differentiation and hierarchical separation 
among the touchable castesGandhi would 
argue that untouchability stands for 
everything ugly in the caste system and 
tlierefore, it must go instantly Extending 
this logic he could further claim that un¬ 
touchability could be fully and finally 
removed only when caste-consciousness is 
removed. Removal of untouchability would 
thus .symbolically bury the caste system. In 
the light of development of Gandhi's views 
on the caste issue, there is no doubt about 
Gandhi’s ultimate preparedness to aboli.sh 
caste. And yet, caste question does not 
become the core of Gandhi’s discourse. 

Consa]ucntly, Gandhi did not extend the 
scope of .satyagraha to caste and castc-hased 
inequality. Gandhi extended support to 
temple entry movements but did not allow 
such movements to occupy ccnirc-stagc in 
his movement. Similarly. Gandhi undertook 
tast to convince the Hindus of the sinfulness 
of practising untouchabiliiy and exhorted 
people to abolish the practice But.the 
philu.sophy of satyagraha docs not adequately 
answer the question of tackling iniu.siices 
perpetrated by one’s own society and sanc¬ 
tioned by religion .Satyagraha as a political 
weapon is adequately demonstrated by 
Gandhi's thought and piaclicc. But it .atya- 
graha is to become a moral puiitier what kind 
of a struggle is necessary against untouch¬ 
ability and caste’’ In the case til untouch¬ 
ability. Ciandhi could argue, that the respon¬ 
sibility of removing untouchability lies with 
the caste Hindus. Hence the lefcreiicc to sin 
and penance. However, as Ambedkar put it 
squarely, untouchability exists as a stigma 
on the body ot the untouchables As the ones 
suffering from injustice, liow should the 
untouchables light against their pligh’m the 
Gandhian framework'.’ Even if they were to 
offer satyagraha, how could this act prick the 
conscience of caste Hindus who were under 
the ideological spell of religious sanction to 
caste and who were getting iiiatcrtal 
advantages from the casie-b.ised order’’ 

Apart from practising untouchability. the 
caste society presents a number of other 
possible sites of injusiice where different 
caste groups may be located in antagonistic 
situations. Gandhi ’ s discourse doc -> not direct 
intellectual attention and political energies 
to the question of waging struggle against 
- thecaste sy.stein and more importantly against 
caste groups deriving advantages from the 
caste system. Instead, Gandhi tends to search 
possible areas of co-operation and integra¬ 
tion of castes. Therefore, he refuses to 
recognise castedivisionsevcii at the analytical 
level. 

Gandhi’s constant appeals to caste Hindus 
not to practise untouchability clearly indicate 
his awareness that one section of the society 
was being treated unjustly by another; it was 
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not.* personal teiauonsnip ow a group 
reUlioiiship.lRspiteofdiisdivisionof society 
at (he empirical level, Gandhi reftised to 
concede separate politicid identity to on- 
toudiables through separate electorates. He 
would allow ‘reservation of seats* but the 
repcesentational character of those elected 
through reserved seats would not be *com- 
iminal’, i e, not as representatives of un¬ 
touchables but as representatives of the 
general electorate. Garidhi's relative neglect 
of developing satyagraha against caste 
probably derived from this position of not 
recognising the political nature of social 
divisions. 

Although he uses the term ‘harijan* for 
untouchable 'brethren*, Gandhi stoutly 
refused to recognise that caste-based divi¬ 
sions could actually be analytical categories 
for understanding the complex network of 
structures of injustice in the Hindu .society. 
Ambedkar draws the distinction between 
untouchables and caste Hindus; he also 
suggests the possibility of using the categories 
of savama and avama where the latter would 
includeuntouchables and tribals, aborigines, 
etc. Before him, Phule visualised the cate¬ 
gorisation in terms of ‘dvij* status shudra- 
atishudra and ‘trivamiks*. The logic behind 
.such categorisation is to locate the main 
contradiction in the castc-ridden society, 
either as varna or as ‘dvij' status. While 
Gandhi would accept the empirical reality 
of caste, he was not prepared to posit in it 
the ideological basis of anti-caste .struggle. 
Hence, his insistence on identifying-the 
untouchables as pan of the Hindu fold. *1116 
relative unimpoilance of caste question in 
the Gandhian discourse is prominently 
expressed in the wntings of almost all 
Gandhian intellectuals who tend to virtually 
exclude the issue of caste from their 
expositions of Gandhism. 

Bane of Capttausm 

The Gandhian discourse evolved through 
and along with his struggles against racism 
and colonialism. These struggles amply 
acquainted him with the evil side of western 
society. Yet. Gandhi was not trapped in 
formulating anti-west nationalism. He 
realised that the malady of the west lay in 
its peculiar production process. The modem 
process of production led to commodifica¬ 
tion and consequent degradation of human 
character. Therefore. Gandhi directed his 
attention to the modern lifestyle and the 
artificial generation of false materiality. The 
transformation of human beings into con¬ 
sumers from producers was the main step., 
in the degeneration of human society. 

In this ^nse the Gandhian discourse can 
be squarely situated in the context of the 
probiematique of capitalism. Although 
Gandhi rarely attacked capitalism directly, 
his analysis of modem civilisation un¬ 
mistakably indicts capitalism. His assess¬ 
ment of the exploitative nature of modem 
process of production, dehumanising effects 
of consumerism and his overall assessment 
of the modem society do not make sense 
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unless unoersiooa as onaiysisoT me capitalist 
socid order. Siiiulariy, were not Gandhi 
demolishing the claims of capitalism, he 
would not have given so much prominence 
to the ‘Daridranarayan*. His entire project 
hinges upon the juxtaposition between 
‘Daridranarayan’ andthesatanical nature of 
capitalist enterprise. Gandhi's advocacy of 
a simple life, insistence on abnegation of 
wants, and swadeshi must be seen as 
counterpoints to crass materiality and instru¬ 
mental interdep«uience nurtun^ by capita¬ 
lism. In this sense, Gandhi’s swadeshi calls 
for redefinition of the scope of material 
development and an outright rejection of 
capitalism as the instrument of development. 
It must be borne in mind that Gandhi was 
not opposed to modem civilisation per se but 
as a social order bused on capitalism. 

Where docs Ambedkar stand in relation 
to this Gandhian position, regarding capita¬ 
lism and modem civilisation? Two points 
are striking in this context. Firstly, for the 
most part of his political career, Ambedkar 
did not employ his expertise in economics 
to his political agenda. Secondly, his early 
economic tieadscs dd not substantially depart 
from the ideological position and standard 
wisdom prevalent in economics during his 
time. 

It may be said that the main concern of 
Ambedkar was to understand sociologically 
the operation ut caste system and to under¬ 
stand the socio-reiigioos justifications of the 
same. His political struggles, too occurred 
on very different terruin from the economic. 
Thus, though he was aware of the economic 
aspects of caste system he chose to con¬ 
centrate on the socisd, cultural, religious 
and politicai aspects: of caste. Besides. 
Ambtaikar's writlngl^ manifest a constant 
vacillation on his part as far a.s assessment 
of modem capitalist economy is concerned. 
For one thing, he was“noi persuaded by the 
soundness of communist economics. For 
another, Ambedkar was wary of any 
alternative that would tend to glorify or justify 
a semblance of the ‘old order’ in which caste 
occupied a-pivotal role. Thus, autonomous 
village communities, small industry, mutual 
dependence, etc, were not appreciated by 
him for fear of indirectly furthering casie 
interests. He plight have looked upon forces 
of modernity as cutting at the root of caste 
.society and therefore was not convinced of 
the ‘evils’ involved in modernity. 

And yet it would be wrong to believe that 
Ambedkar upheld capitalism uncritically. 
Not only was he critical of many aspects of 
capitalist economy. Ambedkar wa.s even 
prepared to reject it for a more egalitarian 
and democratic system of production. 
Ambedkar has noted the political fallout of 
capitalism, vix, sham democracy. He was not 
averse tc a search for alternative economic 
system although he did not devote his energies 
to this project. Thus, Ambedkar would have 
no hesitation in either taking up economic 
issues to the centre-stage of popular struggles 
or in developing a critique of capitalism. But 
his emphasis on caste question gave an 

. 1996 


impression that he hud no sympathy lor 
radical economic agenda. Unfortunately, this 
resulted in many of his followers literally 
seeing ‘red* at the mention of economic 
issues! This has led to a falsedichotomisation 
between caste question and economic 
question. Ambedkar’s speeches and Marathi 
writings suggest that he did not subscribe to 
such dichoiomisation. He was aware of the 
threat to liberty, equality and tniternity not 
only from brahminism but from capiulism 
also. 

PER.si>fcrnvc.s on TttADinoN 

It is interesting to see how Gandhi and 
Ambedkar negotiate with tradition. Gandhi 
engages in a creative dialogue wiiti tradition. 
He tries to find out the element ul truth in 
tradition and emphasises it. In many cases 
he attaches new meanings to iraditumal 
symbols. He givas an impre.ssion that he is 
asking for nothing new in substance, but for 
the continuation of the ‘old’ tradition. The 
secret of Gandhi's ability to arouse revolu¬ 
tionary potential among the masses lies partly 
in this method of not claiming anything 
revolutionary, and in the appeal to the con¬ 
science of the masses through tradition. For 
this purpose, he not only chose popular 
traditional symbols but those symbols which 
have been associated with truth and justice. 
Assuming the role of interpreter of our 'great 
tradition’ Gandhi takes the liberty of deve¬ 
loping his own normative framework on the 
basis of tradition. 

Ambcdkai, on the other hand, was in search 
of the ideqtogy of exptoiUtion He felt that 
tradifion was Ms ideolo^. Inju.siice based 
on caste could not have continued unless it 
was legitimised by tradition. He al.so believed 
that the tradition of Hindu society was pre¬ 
dominated by brahminical interests. As 
such, he could not ign<)$« the role ol tradition 
in situating caste as a moral code of Hindu 
spcicty. This prompted Ambedkar to take a 
critical view of the entire Hindu (brahminical) 
tradition. It is also possible that Ambedkar 
realised the role of tradition in the contem¬ 
porary context. All reform was stalled 
throughout the 19th century in the name of 
'our great tradition’ and itscorrcctncs.s. Thus, 
it was not tradition but forces upholding 
tradition that must have made Ambedkar a 
staunch critic of tradition. Yet did lie really 
forsake tradition in its entirety? Much of 
Ambedkar's critical attack on tradition was 
either directed against glorification of 
brahminical tradition. It is possible to argue 
that Ambedkar was engaged in demolishing 
the tradition of brahminism and rejected the 
vedic ideological tradition. But he was not 
rejecting all traditions or else how could he 
search in that same tradition the path ol ilie 
dhamma? Nor wa.s lie oppo.scd to liberating 
traditions in the lorm of ditferent sects. He 
was complaining against a lack ot adequate 
emancipatory space within the traditional 
framework. 

Tradition in an unequal society will always 
be caught between crossfire. Inequality will 
be cogently placed as part of tradition ansi 
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tradition will be glontied as ‘anadi', ‘sanatan’ 
and infallible. The same heritage will be 
sought to be condemned for all sins of the 
society. Gandhi, sensing theemotional power 
ot tradition, appropriated it in order to save 
it from chauvinist glorifications. But even 
an appropriation of tradition rcciuires a strong 
critique. Such critique is a constant reminder 
that tradition may have the potential ot 
aligning with forces which perpetuate 
inequality. Anall-roundcriticismof tradition 
further sensitises us to the fact that in many 
cases tradition actually gives credence to the 
system of exploitation. In other words, the 
supporters of inequality arc always com- 
fortabic under the aegis of tradition. Thus, 
appropriation of tradition and employing it 
forpurposesof building ajust society requires 
a strong will to reject large parts of tradition 
and situating tradition in a difterent context 
from the one hi.storically asisociated with it. 
In this sense. Ambedkar’s critical assessment 
of tradition provides a useful counterpoint 
to the Gandhian attempt of appropriating 
tradition. And thcGandhian project tcKi.dues 
not presuppose an uncritical appropriation 
of all tradition. 

Mbkiino Ground 

in a very general sense both Gandhi and 
Ambedkar strived to visualise a community 
ba.scd on justice and Irateniity. The Gandhian 
di.scourse identities the elements of com¬ 
munity in the form of love, non-violence, 
dignity of human life and dignity of physical 
labour and a non-cxploitativc process of 
production symbolised by rejection of greed. 
From the vantage point of this vision of the 
community. Gandhian discourse makes an 
iLsscssincm of colonial and capitalist reality. 
It develops a trenchant critique ol modernity. 
The Ambcdkarian discourse unfolds in a 
different manner. It commences from the 
critical evaluation of Indian social reality. 
Therefore, it concentrates on Hindu social 
order, its religious ideology and Hindu 
tradition. Thus, Ambedkar's discourse takes 
the form of critique of Hindu religion ;md 
.society. Ambedkar was constantly aware of 
the need to situate this critique on a solid 
basis of communitarian vision. Although 
liberty, cqu.ility and traternity beckoned him 
constantly, Ambedkar transcends liberalism 
and socialism to finally arrive at the con¬ 
ception of the dhamma. 

The difference in the structures of their 
discourses notwithstanding, Gandhi and 
Ambedkarthus came to share similar visions. 
Both believed that .social transformation could 
come about only by social action. Therefore, 
they relied heavily on mobilising people 
against injustice. Social action perceived by 
Gandhi and Ambedkar was democratic; it 
was in the form of popular struggles. Gandhi 
many times appeared to be favouring 
compromises and avoiding 'conllict'. 
Ambedkar. loo, is seen by many (even his 
followers) us a supporter of non-agitational 
polities. But the core of their politics as well 
as their position on social action leave us in 
no doubt that Gandhi and Ambedkar not only 


pursued popular struggles but Qiey valued 
struggles as essential and enriching. Ttiey 
did not V isualise removal of injustice without 
struggles and without popular participation. 
Further. Gandhi and Ambedkar would have 
no difficulty in agreeing upon the value of 
non-violence. 

The discourses of Gandhi and Ambedkar 
respect the materiality of human life. 
Fulfilment of material needs, and a stable 
and enriched material life are seen by both 
as forming the basis of human activity. 
Therefore, they would nut deny the legiti¬ 
macy of the goal of providing material basis 
to .society. Moreover, Gandhi and Ambedkar 
have a striking similarity in their views on 
morality. They believe moral values to be 
eternal and necessary for co-ordinating 
material social life. 

At the root of this similarity is the common 
conception of secular religion. This con¬ 
ception rejected all rituals, bypassed the 
question of existence of god and other world, 
and brought morality to the centre-stage of 
discussion of religion. It is not a mere coin¬ 
cidence that both Gandhi and Ambedkar 
should be treated as heretic by religious 
orthodoxies of Hinduism and Buddhism, 
respectively. Both claim that religion and 
scriptures need to be understood in the light 
of conscience and morality. Wherever 
.scriptures contradict conscience, religion 
demands that conscience should be followed. 
In this .sen.se they were sceptical not only 
about scriptures, but ‘priestly authorities' 
deciding the meaning of scriptures. This 
view cut at the root of any notion of an 
organised, closed religion. Gandhi and 
Ambedkar shitt religion from the realm ot 
metaphysics and situate it onto the terrain 
of secular matters such as truth, compassion, 
love, conscience, social responsibility and 
enlightened sense ol morality. Understood 
thus. Gandhi's sanatan dharma and 
Ambedkar's dhamma do not confine to indi¬ 
vidual and priv.itc pursuits of good life but 
operate as the mural framework for social 
action. Religion becomes secular and part 
of the 'public' sphere. Wlien the so-called 
religious people were busy counting numbers, 
Gandhi and Ambedkar tned to turn religiosity 
of common man into a force for .social 
transformation. 

Struggle for truth and non-violence has to 
incorporate caste struggle because caste is 
a structure of violence and injustice. Just as 
Gandhi denounces the Satanic culture of the 
west. Gandhism can be a denunciation of 
caste-based injustice. Gandhi docs not forbid 
the use of soul-force against the satanic 
tendencies in one's own society. If contem¬ 
porary Gandhism lights shy of caste strug¬ 
gles, it has lv'.u the corcof Gandhi'sdiscourse. 
The re.strictive interpretation of Gandhi will 
have to be rejected m favour of a creative 
interpretation. Non-rccognition of categories 
like shudra-atishudra does not form the core 
of Gandhism. In fact, use of a term like 
'daridranarayan' presuppo.scs readiness to 
understand social reality on the basis of 
exploitative relations. 'Therefore, political 


mapping of social forces on caste basis can 
be incorporated into Gandhian discourse. 
Gandhi's strong rejection of religious 
authority behind untouchability, his later 
views on intercaste marriage, his non- 
orthodox interpretation on vama in early 
years and loss of interest in vama in later 
years, and the constant exhortation to become 
‘shudra’, - to engage in physical labour - 
ail point to the possibility that caste ques¬ 
tion can form legitimate concern of the 
Gandhian discourse. It should be of some 
interest that Gandhi docs not eulogise the 
'trivamiks' or their roles while constantly 
upholding dignity of labour. His sanatan 
dharma is characteristically uninfluenced 
by brahminism. 

Similarly, Ambedkar's position on capita¬ 
lism and modernity can be extended and re¬ 
interpreted. He located the primary source 
of exploitation in the caste system in the 
Indian context. But he never disputed the 
exploitative character of capitali.sm. His 
espousal of socialism (eg. Independent 
Labour Party) and state socialism apart, he 
tended to take the view that concentration 
of wealth and exploitation gave rise to 
'dukkha'. His conception of dhamma makes 
it clear that Amhcdkai made a distinction 
between matenal well-being and iii.satiabic 
iusi. This is the ground on which critique ol 
modernist life can be figured within his 
discourse. It is true that Ambedkar's rejection 
of tradition and traditional life-style appears 
to be modernistic. But it must be conceded 
(hat Ambedkar had to take intoconsidcration 
immediate interests of untouchables. Thus, 
his plea to move to cities need not be undci- 
stnixl as a modernist project. Al.so, Gandhi's 
espousal of village life should not he seen 
as justification of exi.sting village life. 
Grounding Ambedkar's interpretation in his 
conception of dhamma can open up (he 
possibility of bridging the distance between 
Gandhi and Ambedkar. 

The discourses of Gandhi and Ambedkar 
were not antithetical. Therefore, it is pos¬ 
sible to think in terms of common concerns 
and potential grounds for dialogue between 
the two discourses. Further, both Gandhi 
and Ambedkar were concerned with the 
question of emancipation As such, a 
broadening of the scope of their discourses 
is all the morees.scmiai. As mentioned earlier, 
at the present moment, legitimacy of 
emancipatory project is being challenged. 
The dominant discourse today tends to 
underplay the caste que.stion and legitimises 
capitalism. In contrast the movements of 
social transformation appearto be fragmented 
or stagnant. The theoretical strength required 
to meet this challenge can he gained partly 
by building bridges between the two rich 
discourses of our times. 

(A paper presented at the seminar on 'Gandhi's 
Relevance to Contemporary Theory and Politics' 
organised by ihe Department of Politics and 
Public Administration, University of Pune; 
October 9-10, 1995.1 have drawn libcnitiy from 
my Marathi article on this theme published in 
SamajPrabtidlmnPairika, Januory-Moreh. 1995.] 
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Walkiiig on One Leg 

India’s Software Industry, 

R Narasimhan 

India’s Software Industry: State Policy, Liberalisation and Industrial 
Developinent by Richard Heeks; Sage Publications, New Delhi, 19%; Rs 4S0. 


THE high-visibility success of the Indian 
software industry surprises and puzzles 
outsiders. There are several reasons for this. 
Two of the more important ones are these: 
Software is a glamour industry. Designing 
and producing software is an example, par 
excellence, of a highly professional, hi-tech, 
cutting-edge activity. India’s success in this 
sector is difficult to reconcile with the 
country's overall poverty-ridden, developing 
country image. Secondly, India’s software 
industry is predominantly export-oriented 
and its major export market is the US, the 
acknowledged world-leader in all aspects of 
information technology, especially in 
software technology. 

Predictably, in the recent past, a variety 
of studies (policy-oriented, technology- 
oriented, business-oriented) have been 
initiated by academic groups in the west to 
understand the reasons behind the sustained 
exceptional performance of the Indian 
software industry. The book by Richard 
Heeks on India's software industry is the 
result of undoubtedly the most substantive 
such study. According to the author, the 
main funding for the study came from UK's 
Science and Engineering Research Council 
(SERC) and Economic and Social Research 
Council (ESRC). 

The information collected to support 
Heeks’ study is astonishing in its variety and 
coverage. Following an initial field survey 
in India in 1988. four funher periods of 
fieldwork were undertaken by the author and 
co-workers in 1989, 1991. 1992, and 1994. 
During this time, over 250 semi-structured 
interviews were conducted with roughly 
150 persons in over 100 organisations. In 
addition, managers of six leading hardware 
firms, five leading public sector users of 
local and imported hardware and software, 
,30 government officials from a variety of 
government departments and agencies, 
persons responsible for software in the 
three leading industry associations, nine 
academics, and editors of four leading Indian 
computer journals, were interviewed. A 
whole variety of secondary material was 
compiled from libraries, bookshops, govern¬ 
ment agencies, newspaper offices, and so on. 
A set of short-term studies on software 
ihdustry development in China, Cuba, 
Kenya, Malaysia and Singapore was also 
carried out between 1989 and 1994 (p 371). 
I am personally not aware*of any study, 
either from within India or outside, that can 


match Heeks' in its data coverage in depth 
and width. 

Some of the que.stion$ for which Heeks 
seeks answers in his study are the following: 

(I) On the vexing issue of stale versus market, 
it is generally taken for granted that the 
performance of the Indian software industry 
argues tellingly in favour of a tree-market 
and against state intervention. To what extent 
is this true? (2) Utrough import liberalisation 
and export incentives, the Indian government 
has been single-mindedly pushing for 
software exports. What have bwn the .short¬ 
term gains to the country, if any? What are 
the long-term dangers one should be aware 
of in continuing with such an exclusively 
export-oriented policy? (3) What have been 
the spin-offs, if any, from the software 
industry to the other Indian industries, and 
the other facets of the Indian economy? 

I shall discuss in this review Hecks' answers 
to some of these que.stions based on his 
study. The software industry cannot be 
studied in complete isolation from the 
hardwareindustry. Right from the early years 
of the information revolution. India has made 
a determined effort to build up a viable base 
formanufacturingcomputerhardware. Indian 
government's liberalisation policies, and its 
over-enthusiastic support for software export 
have, more often than not, resulted in adverse 
fall-outs to India's hardware industry. Heeks' 
study includes a detailed analysis of these 
fall-outs. I shall not deal with this aspect of 
Heeks' study in this review. His recent article 
in EPW [Heeks 1995] covers this ground in 
some detail. This should be consulted by 
those interested in issues in this domain. 

Indian SoftwareIndi 'stry andGum alis atkin 

The data available in India concerning 
overall software production, consumption, 
trade within the country, and even export are 
notoriously incomplete and often unreliable. 
Available figures take little account of in- 
house domestic software production, of 
software sales that are bundled with hard ware, 
of software piracy, and of the lower value 
of domestic software products and contracts 
compared to exports (p 72). This feature 
must be constantly kept in mind when trying 
to make fine quantitative inferences. 

It is clear, however, that mainstream 
software industry has deliberately neglected 
the domestic market in favour of exports. 
Out of the top 25 software producers in 


1994-95, 15 earned less than 20 per cent of 
their software revenue from the domestic 
market, of which the major part came from 
trade in imported packages. "Only five firms 
earned more than half their revenue from the 
domestic market, but apart from the public 
sector CMC and ECIL, well over'K) percent 
of thaldome.stic income came from the trading 
ofimported software packages. Roughly one- 
third of India’s software export earnings 
came from firms which had no domestic 
market base for software .services and sales" 
(p72). This picture is very much corroborated 
by the summary of software industry 
performance for 1995-96 recently published 
by NASSCOM, the apex industry association 
in the software domain in India. 

"Software exports grew from under 10 per 
cent of total electronics export in 1980...to 
40 per ccni from 1991-92 to 1994-95. 
Software export also rose from just 0.05 |)cr 
cent of all Indian exports in 1980 to just over 
1.8 percent in l994-95"<p75). Heeks points 
out that the Indian .software industry's growth 
rates, although seemingly high in the Indian 
context, may be seen in world perspective 
by noting that Indian software cxpuits formed 
less than 0.15 per cent of the total world 
computer service and software market in 
1994-95. 

It is convenient and tempting to locus 
publicity on grdss earnings through software 
export than net earnings taking into account 
expenses incuaed in foreign exchange to 
pay for travel, living allowances, marketing 
and .so on. Additionally.expenses arc incurred 
in import of software tools and hardware for 
software production. Heeks conjectures that 
India probably has a negative balance of 
trade in software alter 1986 All those 
interviewed after this date, including those 
in the government who expressed an opinion, 
felt that India was a net soltwarc importer. 
The figures for 1987 suggest that there was 
a net outflow from India of somctliing over 
US $ 100 mn in soltwarc (pp 77-78). This 
trade gap is very likely being narrowed and 
even reversed during the 1990s. 

That atradc gapshoulddevelop and persi-st 
in the soltwarc sector is in itself not .m 
adverse reflection on the performanLC ol the 
Indian software industry Information 
technology in general, and soltwarc in 
particular, aio inlrastructural resources 
Information icthnology (IT) is a means to 
an end and not an end in itself. IT's large 
multiplier effect comes about when it is used 
to improve the performance ol the other 
industrial and .set vice sectors ol the economy 
It is precisely lor this rea.son that ihe dcliheiaie 
neglect of the domestic m.irkei should be 
considered a grave failure on the pari ol both 
the government and the ir i industries. 

Software and service ex|H)ris could be 
categorised into one of four kinds. (I) sale 
of soltwarc packages: (2) data entry and 
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diplisation; (3) customised conversion work) 
and (4) customised application building. 
India's export profile during the 1990s is 
made up of 2-S per cent of the first two, and 
ctoscto9S percent oflheiast two. Customised 
services (3 and 4 in the above list) can be 
provided by loaning people to work in the 
customers’ sites (on site work, also leferncd 
to as 'body shopping', which is really a 
misleading characterisation since what are 
shopped arc not bodies but brains and skills) 
or by doing the bulk of the implementation 
work offshore, i c, m India. It is generally 
conceded by all - including the Indian 
software industry ~ that providing services 
on site forms still an undesirably large part 
of our export. 

Heeks concludes ratlier pessimistically: 
'^Indian workers have far more often been 
used as programmers, rather than as system 
analysts or designers, working to require- 
menisand design specifications set by foreign 
software developers... Such adi vision is also 
seen when packages arc developed by Indian 
firms for the export market" (pp 82-83). 
Fortunately, this conclusion would seem to 
apply decrcasingly to the larger Indian 
software companies, although it continues 
to be true of smaller groups and fresh starters. 

Another disturbing factor is that the 
interaction with the external partners is 
also very narrowly circumscribed. “Figures 
collected from the top 25 exporters of 
1989-90 to 1994-95 indicate that all but 
seven of these undertook the majority of 
their software exports for a single foreign 
Company with which they were collabora¬ 
ting” (pp 83-84). This dependence on one 
foreign company was even greater during 
the formative years of most exporting firms. 

"Software cannot be described as a signi¬ 
ficant employer in general terms. Employ¬ 
ment in the mid-1990s represents about 8 
percent of the total electronics industry 
employment (up from about I per cent in 
the early 1980s), and just over 0.5 per cent 
of total manufacturing employment in 
India. It has employed a few thousand people, 
against which one may compaie India's total 
of around 3 million registered unemployed 
graduates in the 1990s” (pp 93-94), 

Another notable factor is the heavy turnover 
of skilled employees in software companies. 
On an average the turnover rate is 15-20 per 
cent; m sop' , .,iii|i,iiiic.. die rate is as high 
hs 50 pci cent in one year. 10-15 per cent 
of the staff from the industry leave per- 
. manently or scmi-permanently by opting to 
go to work or study overseas. Staff leave 
particularly when on site because of constant 
'head-hunting' by overseas software agen¬ 
cies (several of them run by NRIs) and 
becau.se of a sense of exploitation. 

StalY turnover, in itself, is not a loss to the 
economy, although it is undoubtedly a .serious 
destabilising factor to the companies aft'cctcd. 
So long as .staff movement is contained within 
the country, it is a positive means of tech¬ 
nology and skill diffusion in the economy. 


However, when 'brains' are lost due Jta ^ 
pemuuiem or long-term emigration, the loss * 
to the economy is not easy to compensate. 
As Heeks notes, "the lack of experieiKCd 
project managers, analysts, and designerv 
has made it difficult for Indian companies 
to accept turnkey contracts” (p 97). Another 
consequence that Heeks does not empha¬ 
sise is that the shonagt of skilled and 
experienced staff is resulting in artificial 
innation of software staff »alaries,especially 
salaries at the entry and middle levels. This 
is making it difficult for smaller firms to 
survive, and is begirniing to atfect adversely 
the performance of even medium-to-large 
firms. 

How does the productivity of Indian soft¬ 
ware workers compare with productivity 
levels reached in the west'! Measuring produc¬ 
tivity in terms of the lines of software code 
produced per person-day, “when working 
overseas, Indian .software developers achieve 
productivity levels as high as those of their 
western counterparts and sometimes higher 
by 20-25 per cent... Within India the produc- 
ti vity level varies widely between companies 
but, on the average, it may be somewhat less 
than that achieved in the west" (p 100). 

‘Out-sourcing by highly industrialised 
countries has been the principal factor driving 
the growth of software exports from India. 
“Something like US $ 40 bn of IT work was 
out-sourced by US-based organisations in 
1995” (p 110). Among developing countries. 
India has so far enjoyed a decided advantage 
because of its high quality software profes¬ 
sional skills available at relatively low costs, 
coupled with its facility in using the English 
language. However, as one of the leading 
actors in the Indian software industry once 
observed, these advantages are unlikely to 
la.st once the Chinese begin to catch up with 
us in their facility to use English! 

More serious consequences of India’s 
continued dependence on out-sourcing as a 
major export opportunity arc pointed out by 
Hecks. Innovative and strategic applications 
arc unlikely to be out-sourced. Recession 
may slow down growth in out-sourcing. Too 
much global out-sourcing may lead to 
protectionist leactions in developed countries. 
One can already begin to sec the signs of 
these consequences on the horizon. In 
addition, Heeks cautions that Indian export 
opportunities could be squeezed “if co-opera- 
tivc export initiatives expand such as that 
between Singapore and China which aims 
to address the J apanesc market by combining 
Singapore's management expertise, ease of 
business, and good infrastructure, with 
China’s low labour costs” (p 114). 

Heeks devotes two chapters to deal with 
the pros and cons of collaboration with MNCs 
and the government interventions needed to 
ensure the ready availability of working 
capital, sufftcient supply of skilled profes¬ 
sionals, viable telecommunications infra¬ 
structure. promotion of R and D and market¬ 
ing. Fbr the most pan his analysis of the need 


Ibr bittrMmrion and atro of the tMhiro of 
iaterventions called for add nothiiig new to 
wint the Oqtanmem of Electronics and the 
software industry here have been aware of 
and have been ^ng to grapple with. 

As regiuds foreign collaboration. Hedc.s 
recognises that "collaborations have been 
encouraged in order to try to overcome some 
of theskiil.capital, technology, and marketing 
consiraims that have beset the software 
industry. Many collaborations have helped 
to nipply these inputs and they have formed 
avit^ partoflndta'ssofiwarcoxpon growth. 
However, they have been of relatively little 
beiKfit to domestic-oriented needs; have been 
associated with expon vulnerability and 
technological dependence; and their growth 
increasingly constrains the policy options 
available to the Indian goyeroment" (p 236). 
Heeks nevenheiess feels that many of ilicse 
constraints could be met through imaginati ve 
and effective government interventions. 

One of the most valuable and significant 
contributions to the study of Indian software 
industry that Heeks’ bonk makes is con¬ 
tained in the Appendix where Heeks lists 
exhaustively all the foreign collaborations 
relating to information technology known to 
have been active in India up to mid-1995. 
These may be grouped as follows with an 
indication of the number of collaborations 
in each category; 

Computer collaborations (101), Specialist 
computer collaborations (24), Peripherals 
and related collaborations (124). Software 
distribution agreements (181). Software 
export collaborations (132), Training 
collaborations (IS) 

These comprehen.M’ e listings make clear 
- as no mere textual di.seussion can - to what 
extent our information technology industry 
(which, of course, includes the software 
industry) is riding piggyback on foreign 
collaborators and is, therelore, m a straie, 
gicaliy vulnerable position. 

Software Industry andthe Domust ic Market 

Why did Indian software companies choose 
to set upexport operations - either cxclusi vely 
or as their primary business - neglecting to 
cultivate the domestic market, and what was 
the influence of government policy in such 
decisions? 

The contrast between the domestic market 
and the export market was a major factor in 
moving firms into export-oriented work. The 
perception was that exports offered a huge 
market and possibilities of quick returns and 
high earnings. Other influencing factors were; 
up-to-date technology awareness and skills; 
staff motivation and good company image 
and track record. The new entrants invariably 
chose on site service exports rather than 
offshore workor export of software packages 
because of low risk, low barriers to entry, 
low investment, and quick returns (p 131). 

The negative aspects characterising the 
domestic market provided additional argu- 
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here. The nuiiorily of cmtomers io die 
domettic maricet were dther government 
departments or quasi-government agencies. 
Among them the culture of a willingness to 
pay for software and services was poorly 
developed. The naioof software to hamate 
spending in India in 1994-95 was still only 
1:3 - a long way below the global matket” 
(p 136). 

Also “the revenue per worker in the 
domestic market is at least two to three times 
lower than that for exports and profits are 
similarly lower-the Offsite to the situation 
in nmst Intfian industries. Loss-making rirms 
earned an average of over SOperceittoftheir 
tumoveu' from the domestic maiket, while 
the [Hofit-making ones earned an average of 
over 60 per cent of their turnover from 
expoits‘'(p 131). 

Coupled to these positive and negative 
aspectsof the external and domestic markets, 
resfcctively, government policies - either. 
intenlioiudly or otherwise - all seemed to he 
formulated to promote export operations and 
penalise cultivating the domestic maricet. 

“One specific set of policies aimed directly 
to promote software exports has been export 
incentives” (p 139). Export profits have been 
wholly tax-exempt since 1990 for software 
exports. Of course, this has been the case 
for all manufactured exports and also some 
services. Because of the way in which the 
tax-exemption formula is calculated, it is 
clai med that it provides a strong disincentive 
for software companies to address the home 
market. 

The steep devaluation of the Indian rupee 
(from Rs 7.75/US$ in 1980 to around Rs 35/ 
USSin 1996) by over 350 percent, in combi¬ 
nation with import liberalisation and rising 
import-intensity of production, has resulted 
in rising import costs,risingprrxiuctioncosts, 
and higher debt-servicing charges. Heeks 
comments: “Devaluation is too much of a 
blunt instrummit and needs to he replaced 
by a more selective approach” (p 141). 

Another set of export incentives centres 
on Export Processing Zones (EPZs), Export- 
Oriented Units (EOUs), and Software 
Technology Parks (ST!^). Some of the 
benefits differentially available tobu.sinesses 
operating from these privileged areas, as 
opposed to those from DomesticTariff Areas 
(DTAs) are: fast duty-free impons and 
exports; a quick ‘single-window for all 
bureaucratic dealings: exemptions and 
subsidies on sales and excise tax,rent, power, 
water, a five-year tax holiday; greater access 
to foreign.exchange and infrastructural 
facilities (than those available to domestic 
units); and permission for wholly-owned 
foreign firms which can freely rqiatriaie 
profits. 

- Heeks is rather critical of the performance 
of STPs claiming that “the imyority of 
[business] units approved are yet to be set 
up or ate exporters in name only; and most 
of the STT exports - which were intended 
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come from body shopping” (p 143). 

N^ect of the domestic market, however, 
is bound to lead to serious consequences in 
thelong-term, if notinthe short-term. Several 
of the major actors in the software indusuy 
are fully aware of this. One of them is quoted 
as having pointed out that “there has been 
an overemphasis on exports rather than on 
building an industry which could meet both 
internal demands as well as export require¬ 
ments” (p 150). 

Fcm- companies trying to break into the 
export maAct and for those still new to 
exports, credilrility and track record must 
come maiidy from their achievements in the 
domestic market. Foreign clients prefer to 
work with companies with a domestic ba.se 
(p 146). Domestic work is also used by many 
software export companies as a training 
ground for their new recruits. Domestic 
market could also act as an export buffer. 

In addition to all the above reasons, one 
essential and fundamental reason for 
nurturing a domestic market for information 
technology and software is the critical 
infrastructural role played by these techno¬ 
logies, as pointed out earlier. As Heeks 
emphasises: “...domestic-orientation for 
software brings greater rmums to the national 
economy, even in terms of foreign exchange, 
than exports. Net earnings from exports are 
relatively low and much of the software 
produced assists foreign competitors who 
can then, among other things, export more 
efficiently to India. Software for domestic 
consumption, on the other hand, can improve 
the competitiveness of Indian firms who can 
then, among other things, export more 
efficiently from India” (p 157). 

Walking on Two Legs 

What are the lessons to leam from the 
above detailed analysis of the hi.story of the 
growth and perforirance of the software 
industry in India during the last decade and 
a half? 

First, Hecks emphasises the futility of 
endlessly arguing about the relative merits 
of structuralist versus n«)-liberal models. 
The market docs nut know best; nor does 
the state. The state, however, has the ultimate 
responsibility to imaginatively monitor the 
performance of the market, and take pro¬ 
motional and/or corrective actions wherever 
and whenever needed. 

In the Indian case, as discussed earlier, 
either intentionally or through neglect, a 
dangerous imbalance has been allowed to 
develop between the export market and the 
domestic one. It would becounter-producti ve 
at this stage to introduce measures to cut 
down exports. Rather, one should take all 
the steps needed to build-up the imemai 
market, “...the overriding recommendation 
for Indian software policy to emerge from 
this .study is that the indu^ be developed 
in future to ‘walk on two legs' (a phrase 


earner uscu in ous comexi ny ocnwarc 
(1992)); that is, by .striving for greater balance 
and integration between production fur 
exportsandforthedomestic market” (p 363). 

Heeks maintains that “this will be achieved 
through government intervention and not 
through liberalisation. It will also be achieved 
by ensuring that domc.stic market production 
is not disadvantaged at the expense of expon- 
orienied biases” (p 363). Some of the inter¬ 
vention possibilities that Hecks cites arc the 
ioltowing: (I) expansion of the domestic 
market through government procurcmeiK; 
(2) firm action on piracy; (3) ciicouragcmem 
of local R and D; (4) substitution for other 
multinational inputs; and (5) some form of 
continued protection for local software 
packages and service. 

He further argues that the domestic custom 
software market does need to be protected 
because of its importance as a .source for 
building local technological capabilities. 
Imported software services should, therefore, 
not be encouraged (p 364). He also feels that 
an expansion in the numbers of wholly 
foreign-owned and wholly expurt-onented 
software companies should not be en¬ 
couraged. He is also in favour of the govern¬ 
ment facilitating investment by Indian soft¬ 
ware companies in foreign consultancy and 
marketing firms. 

Other measures suggc.sted by Hecks are 
not novel and have been knocked around a 
lot, inconclusively, in discussions in various 
fora in India, for example: (I) encouraging 
small-scale entrepreneurial groups by 
providing them, at low cost, technology, 
consultancy, marketing, and skilled profes¬ 
sional inputs; (2) providing support for 
software application development in norin 
commercial areas: for example, to support, 
basic-needs programmes: (3) improving 
training facilities outside metropolitan 
areas: and (4) improving linkages between 
academia and industry. The list can be made 
very long. The critical point to ponder is why 
such obvious intervention measures have 
not taken off. And why. where they do take 
off, they are condemned to an early death. 

Globalisation and liberalisation have 
become trendy, vogue words. One reason for 
this is that the concepts behind these words 
are conveniently fuxzy for interested parties 
to manipulate them in self-serving ways. 
Given this background, Heeks study of the 
Indian software industry is valuable and 
timely, not the least because of its convin¬ 
cing analy.sis of the dangers of walking on 
one leg. 
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Muslim Society in South Asia 

Nasreen Fazalbhoy 

Muslim Communities of South Asia: Culture, Society and Power edited by 
T N Madan; Manohar, New Delhi, 1995. 


THE bopk under review is a revised and 
expanded version of articles published in 
Contributions to Indian Sociology in 1972. 
The articles have been written at different 
times, and with diffcreni concerns and per- 
spetives, but the editor has identified three 
broad themes as emerging in the collection; 
attributes of cultural identity, modes of social 
organisation and dimensions of power. These 
themes arc distributed throughout the book 
which is organised by country. Pakistan 
(three articles), Bangladesh (two), Nepal 
(one), India (six) and Sri Lanka (two). 

Fora long time studies on Muslim .societies 
tended to assume a correspondence between 
religion and culture, as if everything in a 
Muslim society ought to approximate the 
model of society set out by l.slamic texts. 
Not only did this result in the kind ot 
Orientalism pointed to by Edward .Said where 
religion was considered the mam source of 
all social attitudes and institutions, but even 
sociological studies tended to look at the 
divergence between theory and practice as 
the major problematic in Muslim society. 
During the last 20 years or so. with more 
access and exposure to Muslim societies and 
the emergence of more localised and 
contextualised studies of Muslims, the issues 
and concerns have broadened considerably. 
The present volume too is an effort to put 
together and expand the available material 
on Muslims in south Asia, a much neglected 
area of study in the sociological study of the 
Islamic world. 

One great advantage of this collection of 
papers is that they are all based on field 
work, so that they give some texture to the 
theoretical issues concerning Muslim 
societies. How do Muslims and Hindus 
mutually categorise each other ' If Islam has 
an egalitarian ideology, how do Mu.slim 
societies handle hierarchy'' In south Asia, 
a society where a caste mentality dominates, 
have Muslims resisted the cultural milieu or 
have they incorporated it? Social organisation 
among Muslims in south Asia for instance 
has been little investigated except for the 
questtonofeaste In thiscollection the articles 
throw light on 'biradcris' (lineages, clans), 
tribes and brotherhoods, i n addition to caste. 
Though definitions on what is caste differ 
between thedifferent authors, the articles throw 
light on different dimensions of the problem. 

Gaborieau and Madan take as their 
problematic the a.scription of the ‘other’ in 
Nepal and Kashmir, respectively. In the 
HindU'dominated society ot Nepal, Muslims 
are ranked differently by the pure and impure 
castes, and seem to share and participate in 
such ranking. In Kashmir where Muslims 
are in a majority, two social and ideological 


orders coexisted (at least till the last two 
decades), which actually excluded one 
another, but also mutually reinforced one 
another. Pnina Wcibner finds that caste 
practices continue among Punjabi Pakistani 
Muslimseven alter they migrate to the United 
Kingdom and that in fact relations of power 
and economic dominance are articulated in 
the idiom of caste and ratified through 
marriage alliance. 'Islamisation’ also 
becomes constitutive of the existing caste 
hierarchies. Lindholm’s article summarises 
the issues and also makesthe novel suggestion 
that caste practices among Muslims in India 
need not be seen as a diffusion from Hindu 
societies, but could be a diffusion from 
Muslim societies of West Asia which also 
practice commcnsality. In Bangladesh 
Bcrtocci finds ranking is not so dependent 
on caste, as docs Mauroof in Sri i,anka. 

The articles by Alavi and Rao on the 
biraderi system in Punjab and Kashmir, 
respectively, are especially rewarding for 
theirtheoretical comments andcxcellent field 
work. Alavi take.s issue with Levi Strauss 
on thequestion of patrilateral parallel cousin 
marnage, which is characteristic of Muslim 
societies, but considered by Levi Strauss nut 
to be a viable system of kinship at all. More 
stimulating is the detailed discussion of the 
sliding semantic structure of bir.i' ‘ti i.as clan 
and lineage, and the structural lole of gift¬ 
giving in maintaining the biraderi. Rao takes 
up problems of the translation of local terms 
relating to the organisation of community 
and domestic group, and how the changes 
in these terms reflect socio-economic 
transformation in the area. There is a fasci¬ 
nating discussion ot boundaries, their context 
specificity, and the variation of meanings 
taking into account tlic time dimension. The 
theoretical issues raised by these two articles 
go beyond the specifics of Muslim societies 
In fact religion barely enters into the accounts, 
rcllecting probably the field situation where 
people do not turn to religion to legitimise 
these aspects of their lives. 

Madan's discussion on the social 
construction of cultural identities is as always, 
impeccably presented. He systematically 
discusses the social construction ofidertities 
by looking at self-perceptions of each 
community (Hindus and Muslims) the 
perceptions they have of the other 
community, the ideological positions of each, 
and the empirical situation that they face. 
From his account we see the dual social 
organisation that existed in Kashmir, in which 
Hindus and Muslims actually exclutted one 
another ideologically, but empirically had 
worked out a compromise, in which both 
could be accommodated within an 


Averarctaii^ frameworic, defined putfy in 
cahufal terms and partly in terms of the 
politico-economic setup, which was not 
Hindu or Muslim, but Kashmiri. However, 
the underlying and unresolved tension arising 
from such ideological exclusions is indicated 
perhaps in the fact that this society has frac¬ 
tured so competely in the past two decades. 

In this collection of articles the definition 
of power is not restricted to secular power, 
but includes also the spiritual authority of 
the mullah and the ‘pit’, two typical 
institutions found in Muslim societies. We 
have here a descriptive account of Ahmad 
Riza Khan by Usha Sanyal; a Sufi pir and 
a ‘mufti’ijurisconsult), which shows the 
multiple roles associated with religious 
leadership and the charismatic sources of 
legitimacy. A more contemporary account 
by Katy Gardner of the pirs in Sylhet who 
are now getting transformed into traditional 
scholars under the pressure of Islamisation 
shows us the effects of Islamisation ‘on the 
ground' so to speak. Akbar Ahmed’s lively 
account of the strategies used by a mullah 
who sought to expand his authority from the 
religious sphere into the secular political 
sphere in the tribal area of Waziristan is per¬ 
haps indicative of siinilur movements el.se- 
where in the contemporary Muslim world. 

A number of additional and valuable 
aspects of contemporary Musliiii society in 
south Asia are documented in the different 
artii'cs. 1 found especially useful the 
discussions in various articles pertaining to 
the connection between islami.sation and 
status, and the lexical analyses of terms such 
as ‘zat’, or biraderi, which show the impact 
of time, space, ideology on the connotations 
of these terms. 

Notwithstanding the wealth of material in 
this book there are a few problems that are 
unavoidable in a collection of articles of this 
kind. Since the articles in the book have been 
written at different times, and with different 
concerns there is inevitably a lack of 
continuity and development of themes. The 
issues of power, identity, and cultural 
organisation are not specifically developed, 
and the fact that the articles are organised 
according to geographical area also does not 
help to identify each theme in terms of its 
dynamics, or in terms of the tensions that 
exist in Muslim societies on these issues. 
Each article takes up its own theoretical 
perspective and addresses a different issue. 
Terms like ‘caste’, ‘purism’, ‘Islamisation’ 
for instance are defined differently by 
different authors. Some articles are dated in 
terms of approach and issues addressed and 
would have contributed more if a comparative 
perspective had been introduced, particularly 
in the light of recent political events in India. 
However, these are minor points. The 
collection provides invaluable insights and 
information, and gives a feel for the variety, 
the differences and the continuities in south 
Asian Muslim societies. Itshouldbe required 
reading for anyone interested in the area. 
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Educating the National bnag^tion 

Shalini Advani 

This essay seeks to examine the construction of nation by our educational system as reflected m the intentions and viuons 
ofpolicy-makers and in the nature and strut ture of ideas embedded in textbooks By analysing the various i ontradu tors and 
complementary distourses that inhabit thi curriculum, the essay notes the process of essentialisation, mythification and 
romantictsation of Indian history, society and economy which denies interrogation by alternative paradigms o) dt s elopment 
and social justice 


I 

In the beginning 

wc Will rewrite 

de history books 

Put William (de Conqueror) 

on de back page 

Make Morgan (de pirate) 

A foouiote 

Wc 

Will recall with pride 
Our own 

Grannies to come 
Will know 
Of de Arctic Ocean 
But will know more 
ol de Canbbean sea 
ol the Atlantic Ocean ' 

11 IS a truism today that the structunng of 
knowledge is an exercise which is intimately 
linked to the structuring of power In a 
colonised nation, this is played out on the 
political and economic terrrain of the 
coloniser, but post-colonial nations seek to 
redefine and reinvent themselves via 
alternative definitions of what is worth 
knowing In India the project of nation 
building has lam at the heart of educational 
policy since 1947 It has been however an 
uneasy and contestatory process Between 
the contlictingclaimsol the English speaking 
intelligentsia and the proponents of Hindi, 
the secularists and the revisionist BJP 
governments of Madhya Pradesh and Uttar 
Pradesh, the urban middle class and the 
newly powerful rural elite, education has 
been the site of multiple definitions of the 
nation as vanous claimants to power have 
attempted to lay their impiint upon it 
What IS the nature of the nation which 
emerges and who defines it ’ The question 
ol defimng the nation is mote complex than 
IS at first evident For the nation, like any 
idea, IS imagined into existence in different 
ways for different reasons at different times. 
It IS not an objective entity which transcends 
time nor is it fixed in its nature 
The most powerful singleelementemerges 
becauseofthe bureaucratic structure of post- 
colomal India This has meant that at least 
overtly, the definition of the nation is 
overwhelmingly dictated by the imperatives 
of state policy A number of recent studies 


have highlighted the hegemonic nature of 
state controlled education though they have 
tended tudefinc the state as essentially middle 
class and as overwhelmingly powerful ’ As 
we shall see however, what has emerged 
today IS an elite and pervasive agenda but 
also one which is constituted of rival 
definitions which are only partially shaped 
by state policy 1 he multi sided struggle 
among various status communities lor 
domination tor economic advantage and lor 
prestige is played out on the teirain ol 
education' 

There are two distinct if co/inectcd ways 
in which the education system seeks to 
construct the nation One is through a con 
ccpiual definition and the constitution of a 
national cultural imagery which locates the 
nation in the realm of loyalty emotion and 
myth The second is through a description 
of the nation in motion, its activity, social 
ordering and progrcssdcfining its parameters 

In this essay, I examine this process by 
constdenng first the intentions and visions 
ol policy makers and second, the nature and 
structure of ideas embedded in government 
textbooks I therefore look at various 
education reports lommissioncd since 1947 
and the slate produced English textbooks of 
UP Kerala and the all India NCERT While 
some study has been done of the history 
textbooks in use in schools little attention 
has been paid to the language books Yet 
precisely because the exact content of 
language books is less ngidly defined, it is 
possible to examine the assumptions and 
ideology which underlie the system of edu 
cation at large Through the stones and poems 
found in language textbooks it is possible 
to glean a discourse which is altogether less 
obvious and therefore more powerful than 
that found in the social science books 

II 

To explore the articulations of stale policy 
on education as welt as its implementation 
in textbooks is to uncover a variety of dis 
courses On the one hand, there is the in 
evitable emphasis on defining and celebra 
ting the nation, on the other, the silences and 
assertions reveal a profound unease with 
potential challenges to this over arching 


definition, an attempt to negotiate the 
conflicts 

This IS evident in nearly every education 
report commissioned since 1947 Over¬ 
whelmingly education is seen as the holy 
grail the crucial element in shaping national 
culture As early as 19^2 this is s|N.lt out 
in the Mudaltar commission report on 
secondary education 
The aim of secondary education is lo train 
the youth of the country In be gCHid ciliaens 
who will be competent to play their part 
effectively in the scKial rccnnstiuction and 
economic development of their country '* 

It IS interesting to note that the noiiun ol 
the nation in this tc port as well as elsewhere 
within the system is that of a single and 
undifferentiated entity 1 he Mudaliar com 
mission rcpoit sets the tone fur the next four 
decades it stes the nation as a monolithic 
and unitary whole and is reluciam lucuncei ve 
of an entity which is made up of tiagmemary 
and diverse elements In fact the conflicting 
and contesting identities which mcviiahly 
exist are generally seen as divisive and 
dangerous 

fhcic has been an accentuation in recent 
years of certain undesirable tendencies of 
provincialism regionalism and other see 
tional differences Ihts situation is Iriught 
With serious consequi nces ind it is as much 
the duty ot statesmen as educationalists to take 
steps lo re orient people s mind in the light 
direction It educ ition fails to phy its port 
effectively in checking these tendencies if 
It does not strengthen the forces ol n itional 
cohesion and solidarity wc ire afiaiu th ii 
ourirccdom our national unity as well isoui 
futuic progress will be seriously imp< idled 
It IS worth quoting this in some detail 
because it strikes a note which resounds till 
the present day " The inxicly lor a strongly 
centrahsed identity is comprehensible in a 
newly fledged nation, five years alter the 
partitton It is however echoed with equal 
vehemence, ovei three decades later in the 
1986 National Policy lor Education (the 
New Eiducation Policy as it is popularly 
termed) suggesting that years later the 
anxiety to define a coherent and unilicd 
nation remains equally compelling While 
stressing the need for education to teach the 
values of secularism and tolerance the policv 
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recommciuls autionai system ol'education 
with a core cufiilculum including the history 
of India's freedom movement, constitutional 
obligations and 'other content essential to 
nunurc national identity'. It hopes that 

these elements (of the corecurriculum) will 
cut across subject areas and will be designed 
to promote values such os India's oimmon 
cultural heritage, egalitarianism. democriKy 
and secularisnk'Mgaaiity ol' the sexes, pro¬ 
tection of the enviromnent.removal of soctal 
bairicrs. observance of the small faihilsnmnn 
and inculcation of the scientific temper.^ 
There is a graaidcal here which isimpoiiant 
for any society, and yet it is an odd list. As 
aspects of a common core curriculum, cuhutal 
nationalism (an emphasis on a common 
Indian heritage) nestles up to universal liberal 
vaiuc.s such as egalitarianism and democracy, 
which in turn is on par with specifically state 
policy such as family planning. More to the 
point, there is a clear conception of a flat 
national identity which it is possible to 
develop through a specific national culture 
which can be taught. 

The nationally integrati ve aim of education 
is faithfully traasmined from policy to imple¬ 
mentation. In 1984 the NCERT embarked 
on an exercise to put together a national 
curricular framework.The document entitled. 
National Curriculum for Elementary and 
Secondary Educotion: A Framework, was 
the result ot the deliberations of an NCERT 
steering group, one national and four regional 
seminars. Thr final policy that emerged gave 
enormous weight to the role of education in 
the ‘strengthening of national identity and 
unity'. It states; 

At this point of our history, the most urgent 
need IS toconsciously develop national spirit 
and national identity. Education, as an 
instrument of social transformation, should 
ensure that its beneficiaries and prixiucts 
demonstrate a national consciousness, a 
national spirit and national identity which 
are considered essential for national unity.' 
Apart from the tautology ('national' and 
its variants occur six times in two sentences), 
the document is significant because it 
provides a framework for the curriculum as 
it is implemented on the ground, going 
beyond a broad definition of general policy. 
Its aims arc consistently visible in the 
construction of textbooks, as is apparent 
from the rationale for tire readings included 
in a UP board English reader. First published 
in 1976, the book precedes the NCERT 
document, but its intentions are identical. 
The introduction spells out: 

While selecting and adapting the themes, 
effort has been made to provide gixid reading 
material, so that the students imperceptibly 
imbibe higher human values such asdevotion 
to duty, service before self, fidelity, a love 
of adventure and patriotism and thus help 
them to become ideal citizens of the 
motherland.' 


IB 

Let us move now. lb the texlbodcs them¬ 
selves. to what is actually read and learnt 
within the classroom. It is important to see 
how exactly this sense tS being a citizen is 
conceived of, who it empowers, who it 
silences and what use it midees of its myth 
and history. An exanriaation of textbooks 
produced by the aU-India textbook-writing 
body (the NCERT) andUiQse of the different 
state bureaus (ih^S^RTs) produces 
surprisingly unifonli answers to a large 
number of these questions. Three different 
groups of btmfcs - tl»s|pro<iuced by the UP 
board, the Kerala bsMlrt and the all-India 
NCERT - suggest thhl.cmaiD themes recur 
in the definition and ltebing out of what 
India is. and what it means to be a citizen 
of it. 

Unity in'Diversity 

O'nc of the strongest markers of post- 
colonial Indian identity is an apparently 
overt recognition of itscUltund diversity and 
regional variance; the theme, however, is 
simultaneously emphasised and uneasily sub¬ 
verted. In emphasising this diversity, there 
is a clear attempt to outline the uniqueness 
which this bestows on India and to leach 
students the value of this. For ail their 
empha.s(s on national unity. every education 
report since Independence also contains a 
.section on opening up the minds of students 
to the variety and richness of India's cultural 
heritage: the English textbooks produced by 
Kerala! s slate board of education (SCERT) 
for instance, include the national pledge on 
the front page so that students learn to say 
early in their school lives: “I love my country 
and I am proud of its rich and varied heritage.’' 

This construaion of the nation is strongly 
rctlccted in a variety of textbooks. In a UP 
board textbook, for instance, three friends, 
Scema from Bengal. Shama from Punjab 
and Sonia from Madras share a room. Their 
friendship suggests the happiness achieved 
by national integration even as they are 
carefully and stereotypically differentiated: 
‘Seema is from Bengal. Her hair is long. Her 
eyes are big and black. Shama is from Punjab. 
She is very fair. Her hair and eyes are brown. 
Sonia is from Madras. Her hair is black and 
curly. Her eyes arc black.''* 

In attempting to conceive of a nation which 
defines itself by its cultural variance, the 
textbooks clearly intend to give space to a 
multitude of vurecs. Cultural nationalism, a 
concept witli which these books flirt, sees 
the essence of a nation in its distinctive 
civilisation, demanding that the natural 
divisions within the nation - occupational, 
religious and regional - be respected in the 
belief that the impulse to dificremiatc is the 
dynamo of national creativity. In a country 
with such huge variation in regional, religious 


iMd social cttkure it seems like a sensible 
insfilration for defining the nation." 

And yet. ulrimately the textbooks do not 
cany it through. They ful to impart a lived 
sense of cullurai variation and difference, 
because ofafundamental and misrecognised 
discomfon with dK very notionof a tedertned 
and diverse nation. The contradictory nations 
of what it isthai conrtitutes India, are nunkers 
of a profound unease: post-colonial dif¬ 
ferentiated idoitity battles with the under¬ 
pinnings of a Unitarian colonial and western 
definition which traditionally sees the nation 
as a monolingual and homogeneous culture. 
Thus, although at one level there is an 
acknowledgement and even a celebration of 
cultural diversity, there is a contradictory 
impetus to obscure and marginalise this 
dHTerence. 

Thus, regional and cultural variation is 
restricted to its external and most obvious 
manifestation. There is no attempt to create 
an awareness of cultural difference other 
than that which is reflected in skin colour 
and names. Rashid. Manjeei, Seema, Shama 
ail seem to live identical lives, share identical 
recreational activities, worship an un¬ 
differentiated god to whom they pray together 
and feel proud of the India which is con¬ 
structed for them by their teachers and other 
adults. 

What is never represented are the signs 
and practices which give meaning and realiiy 
to cultural differentiation. Culture is vi.sibic 
in a system of symbols and for it to be 
communicated, what is required is detail, (he 
thick description which enable.^ it to be 
understood and shared by students. Within 
the immediate experience of school students, 
it is visible in eating habits, games, attitudes 
to family members, ceremonies and festivals 
and dress. 

The confusion between a valorisation of 
both difference and sameness is largely 
located in colonial and orientalist 
assumptions. Orientalism sets the framework 
by which nationalism defines itself-national 
as opposed to regional, as a concrete and 
unmixed identity. Underlying the need to 
celebrate diversity there lurks a concept of 
a nation as possessing a homogeneous culture 
which shares common intellectual ground 
with a nationalist search for continuity and 
a uniform cultural identity.'^ 

In many ways therefore, the confused 
message of the textbooks arises from a 
profound anxiety about the inability to define 
the nation, if it is not spelt out in specifically 
homogeneous and Unitarian terms. 

The Symbol as the Nation 

Running parallel to the portrayal of a 
diversecultural identity therefore. thereexi.sLs 
an oqualiy powerful rhetoric of the nation 
as a comralised and specific entity which tian 
be synecdochialiy encapsulated. One mains 
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^ doiiig tus ts to use piaiHc MtiKiiDggt and 
momiinems as a marie (rf the grandeur and 
glory (rf India. As Eric Ikriisbawm argua, 
concepdens of the nation, nttionalism and 
nation slates rest on exercises in social 
engineering: modem nations 'invent* tradi¬ 
tion to locnte themselves in a community so 
'natural* as to require no definition other 
than self assertion.*' This assertion of self 
is played out on the site of visible symbols 
ofthenaiion: popular monuments, buildings 
and statuary. 

School textbooks, since they cannot bring 
these iiuo llw classroom, do the next best 
thing - they describe them in carefully 
nationalistic terms. Thus, in a Kerala state 
board textbook, a chapter on the Taj Mahal 
juxtaposes its beauty to its unique status as 
a source of national pride: 'Its beauty attracts 
thousands of travellers to our country. They 
come every year from all parts of the world 
to visit Agra and see the Taj.*'* 

Similarly, a chapter entitled, 'Letter from 
Delhi* is enthiLsiastic about the capital’s 
unique status as “It is one of the most ancient 
and historic cities in the world.”'* it is 
significant that it is the only city in the 
country which is so valorised. For. Delhi is 
not of course, just a city: as the capital, it 
is India. Deriving symbolic value irom both 
antiquity as well as its status as the hub ol 
a modem democracy, the lesson draws upon 
a combination ot factors to list the diverse 
elements of its glory - that it is mentioned 
in the Mahubharal as Indraprastha, that it 
contains the Qutub Minar, the Ashok Pillar, 
the Red Fort, the Juma Masjid, Chandini 
Chowk, the Rashtrapati Bhavan, the 
secretariat blocks, parliament house, India 
Gate and the Dolls Museum. Here, its implicit 
status is underscored not by its culture (which 
coukl arguably be specific to a region) but 
its transcendant national buildings which 
contain within them an encapsulation of 
history and tradition. 

But the importance of symbolising India 
is visible in textbooks of other states as well. 
A UPtextbook for instance,contains a lesson 
pointedly entitled, 'Know Your Country’ in 
which various symbols of the nation are 
introduced. Here, a grandmother quizzes the 
children with near-fascist enthusiasm; 

Do you know our natirmal animal?...Oid 
they' tell you the name of our national 
bird?...DKl they tell you the name of our 
national flower?** 

The children only interrupting her to 
volunteer theirown knowledge of the design 
of the nttional flag, the lesson ends with a 
liuny of praise for 'our country’: 

Ours is a great country. It is a very, very 
old country. It is the countiy of Rama, 
Krishna. Buddha, Nanak and Mahatma 
Oandhi...Say with me 'Jai Hind’.** 
Thepointofeachofthese symbols, whether 
they afe buildings or birds, is to uni versalise 


nw natioa into an entity which transcends 
ragional distinction and time. 'Die fact that 
fipom all over the world people visit the 
Indian Taj Mahal and that all over India the 
lotus is recognised as the national flower, 
imitiies that the essence of a single, united 
India can be recognised by everyone in any 
age. Any regional variation which exists is 
only minor in contrast to an over-arching 
central identity. 

Mvthifyino the Nation 

India IS further elevated by collapsing the 
language of religion into a discourse of the 
nation. In the process, its entity is mythified, 
with an appeal which is altogether more 
powerful than th« of territory. For instance 
in the poem 'Mother India', the nation is the 
divine goddess with ‘Kanyakuman as her 
holy feet.’*'Similarly iiTthe poem 'My Land’, 
to fight for the mothmlmid has the resonance 
of a holy war; 

No men than h^rs are braver/ Her women's 
hearts never waver/ I’d freely die to save 
hery And think my lot divine.*" 

inyetanotherpoem, 'A Nation's Strength', 
the hmism and grandeur of nationhood arc 
asserted. 

Not gold, but only man can make/ A people 
great and soong/ Men who for truth and 
honour’s sake/ Stand fast and suffer long.*” 

It is interesting that so much of the poetry 
section is devoted to a celebration of the 
nation. Poetry is ol course a singularly effec¬ 
tive means of prompting such celebration, 
the strong metre and rhyme create a rousing 
and emoti veappeal which is both irresistible 
and uncritical. A transcendant appeal, more¬ 
over, transposes the nation to a realm outside 
that of ordinary existence: implicitly not 
only is such a nation constructed as a 
powerfully unified entity, it is also outside 
the arena of moral critique. 

IV 

To locate the nation and its identity in the 
realm of myth and symbol is one form of 
dermition. Another is to construct its people, 
its economy and its daily life in specific 
ways. The organisation of society as it is 
outlined in a .school textbook is essentially 
mimetic in its intention. Suggesting the 
parameters of ‘normar society it delineates 
the structures of social order, the rightful 
ownership of power and the nature of the 
subject population. 

Social Ordex 

If we remember that the syllalxis and 
textbooks are a reflection ot ihe society in 
which they function,** it is not unexpected 
to find that the ideology of bourgeois society 
runs through all texts, emphasising social 
order at all costs. All rulers, whether kings 
of the past or the officials of the modern 


Slate, are constructed as benign, sympathetic 
and exalted - the power stratification of 
society seems inevitable and natural. A story 
in a Korala textbook summarises this peri 
fectiy. 'The Monkeys and the Sadhu* sug¬ 
gests that social order and hierarchy is natural 
and universal, the author discovering that 
within a tribe of monkeys ‘Ihere is a King 
and a Queen of the monkeys, a Prime 
Minister, and a^Qpmmandcr in Chicr.** 

An overwhelming number of lessons 
being .set in the past, the king and queen 
are recurring signi tiers of a benign exercise 
of absolute power. Underlying the 
narratives is an ideology which celebrates 
this absolute power as the only reliable 
dispenser of justice. It is in fact, neither a 
coincidence nor an unthinking celdiratior 
of a bygone romantic age which sets so man) 
stmies in the past. The locus of power and 
authority in the past residing clearly anc 
visibly in the king, it is a simple matter ic 
demonstrate the disbursement of justice 
through the active intervention and verdici 
of the king ; certainly easier tlian to tracl 
it through the tortuous and more diffiisr 
corridors ot contemporary governmeni 
departments.*' In the process it make: 
acceptable and even desirable, the exercisr 
of an all-powerful state authority. 

The lessons in the UP textbooks, foi 
instance, abound with titles such as 'Thi 
Kind Pnnee’, 'Solomon’s Ju.sticc’. or Thr 
King's Judgement’ It is the king an rulei 
who posses.scs an unerring ability to gleai 
the truth and dispense justice. Similarly, i 
IS the king who can galvanise action to savi 
his people.** 

NCTERT books repeat the pattern. In TTii 
Righteous King’ for instance we are imro 
duced to a king whose problem was that hi 
had no fault.*' Though he scoured hi: 
kingdom, even in disguise, he found nothinj 
but praise for his virtue and wisdom 
Similarly, in 'The King’s Choice’, Ihe wisi 
king has an uncanny ability to know whei 
his courtiers are tricking him and unerringl] 
depends on his loyal courtier alone *” Mos 
assertively, in theoft-anthologised "The Stor] 
of Shibi Rana', we have the ultimate jus 
ruler who is willing to sacrifice his iwn lifi 
to uphold justice and mercy. 

Even in stories which seem to intcrrogati 
notions of perfect rulers, existing structure 
of social order are re-enlnrccd in subtf 
ways. Kerala books osteasibly produce ai 
interesting contrast to the others. Here, m 
specific form of political control is rcitied 
in the Kerala books, the wise ruler does nc 
emerge as a dominant symbol as happen 
in the UP bonks. There are instead, stone 
of foolish kings like Midas and Lear. a.s wel 
as tales about others like the cruel kin 
Dionysius who is reformed by the faithfi 
friendship of Damon and Pythias*’ or 'Th 
Proud King’** whose royal arrogance i 
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humbled. However, these inadequate kings 
are never dispossessed or depos^. Instead, 
foolish kings like Midas learn wisdom, 
cruel kings learn gentleness and proud 
kings learn humility. The ba.sic fabric of 
society is thus never seriously questioned or 
restructured. 

Rural and Urban India; 

Modernity and Timelessness 

The inscription of geographical space in 
these books strongly reflects a specific 
construction of the social imagery. We see 
an India which is modern, technologically 
advanced and industrialised, but also one 
which is substantially rural. The rural world 
with its connotations of timeless and trans- 
randental wisdom is valorised, but as we 
shall see, the picture is strangely unreal, the 
gaze strongly urban even when it is most 
celebratory. 

Alt textbooks devote a significant space 
to a description of a rural idyll, focusing on 
the invaluable role of the farmer in con¬ 
tributing to the wealth of the nation. UP 
textbooks for instance, devote 20 per cent 
of all lessons on life in the villages. Rural 
life IS con.stantly constituted as a pastoral 
ideal: ‘The Farmer’ constructs a contented 
and harmonious life for Roopa and Kiran 
who ‘have a small house in the village. They 
have a pair of bullocks, a cow and a dog... 
There are beautiful plants and flowers in the 
garden.'” In 'Town and Country Life’ we 
are told: 

Life in the village is quiet and peaceful and 

healthy. You can always get very good 

fresh vegetables and milk and eggs there.'” 

Kerala textbooks may describe a different 
landscape from the UP books but they are 
identical in their idealisation of the con¬ 
tentment and natural beauty of rural exis¬ 
tence. The chapter entitled, ‘A Village’.” 
describes Neema’s house in a rural idyll of 
hills, a river, a church, fruit trees and cows. 
Ammu’s comment, “Necma! Your house is 
beautiful! The farm is beautiful too. The 
lime trees are lovely. The cows are also 
lovely” draws upon a traditionally romantic 
construction of landscape and natural beauty. 
The inclusion of poems such as Words¬ 
worth’s ‘Solitary Reaper’'^and ‘Daffodils’" 
heighten the construction of the 19th century 
romantic model of rural beauty. 

Like the landscape rural people are also 
seen conventionally as superior to others. 
They possess a timeless and natural wisdom, 
frozen into a universal category of virtue. 
In ‘The King and the Farmer’ even the king 
learns from the generous wisdom of the 
farmer who plants fruit trees for the benefit 
of his children declaring, “1 won' t be selfish. 
I shall work for others too”. The king 
niminaics, ‘‘We can learn a lesson from him. 
Our country needs many more selfless 
workers like him”.’* The farmer, who is 


never individualised, becomes a generic 
model of instinctive wisdom and virme. 

Discernible beneath the celebration, how¬ 
ever, is an anxious acknowledgement of the 
uneven spread of modernity.” The country 
is consistently described in opposition and 
relation to the city. It is an ’othering’ gaze 
with the dominant vision remaining urban¬ 
centric. in the textbooks, the distinctions 
between the quality of life in urban and rural 
India are uneasi ly acknowledged, attempting 
resolution by positing rural life as superior 
to urban existence. ‘Rules of the Road’, for 
instance, contrasts the peace of rural life 
(‘We don’t have big crowds there’) with 
Lucknow (“I sec a lot of people everywhere. 
There is always a big crowd on the roads 
and in the streets.”'”) This construction of 
the rural ideal serves to legitimise the partial 
modernisation of India: the bucolic world 
is posited as a manifestation of the unique¬ 
ness of India, one in which tradition and 
modernity march hand-in-hand. It is, in fact, 
this simultaneity which seeks to define the 
nation and the tension between the two worlds 
becomes a means of claiming a special place 
in the world order. 

Juxtaposed to the idealisation of rural 
India, therefore, there is a concurrent celebra¬ 
tion of the march of modern progress. In 
fact, the essential joy of rural existence is 
a.s.serted even when there is a partial ack¬ 
nowledgement of hardship. ‘Town and 
Country Life’ which admits of a debate 
about the relative merits of each, is structured 
as a conversation between those children 
who prefer rural life and those who prefer 
urban existence: however, the absence of the 
authorial voice which is present in the other 
chapters on the same subject, offsets the 
critique of rural life which is tentatively 
offered. In the conversation, the dominant 
voice emerges in favour of rural existence, 
'fhus the hard physical labour of villagers 
IS counterpoi.sed by the declaration that it 
is "a healthy life and they like it”." 

In fact, there is a carefully asserted sug¬ 
gestion that villages too, share in the march 
of modernity: the same lesson goes on to 
assert, ‘‘But there are cinema houses in some 
villages now”; the absence of shops is 
irrelevant because ‘‘they can get all their 
food in the villages”. Even water and power 
are not really problems any more; “there 
won’t be any problem of water in the future. 
There arc many new tube-wells in the villages 
now. Electricity is coming to the villages 
too.” 

Similarly, in ‘ Ashok Replies', a boy writes 
to his pen-friend in Japan about the rural 
progress of modern India, asserting that 
electricity is now available to farmers fur all- 
year cultivation and that ploughs have given 
way to tractors. He goes on to assert: ‘In fact, 
the villages are becoming belter with their 
electric lights and good roads...Some Indian 


Mlt|ges loday have ^advantagesof a 
city without many of its disadvantages.'” 

'Textbooks which view modonity as the 
only paradigm of development, also inevit¬ 
ably construct a ntuion’s evolution in terms 
of a post-facto justification of state economic 
policy. The most stark example of this is in 
a chapter which contrasts contemporary India 
with the India 50 years ago. In 'Ashok 
Replies’ (to a Japanese pen-friend), there is 
a paean of praise to the progress and 
modernity of the new India. Ashok tells his 
friend that while in his grandfather’s time 
there were no buses so that he had to walk 
•JO miles to school, today there is a school 
in every village. Now education is free and 
“every parent, rich or poor, is anxious to 
send his child to .school”. It is revealing that 
the site of backwardness and underdevelop¬ 
ment is automatically and invariably located 
in rural India. In contrast to this we are 
assured that: 

No visitor to our country leaves without 
seeing and admiring at lea.si a few of the 
dams we have built. Thanks to the S-year 
plans, there are big steel plants and factories 
for manufacturing railway carriages.*” 

For all theirfocus on rural India, therefore', 
the textbooks speak from an essentially 
external position. Ironically, in the anxiety 
to smooth over any possible perception of 
rural disadvantage, the text docs not inter¬ 
rogate the basic assumption that shops, 
cinema halls and electricity are in themselves 
signifiers of contentment. 

Progress and development is thus narrowly 
conceived of; restricted solely to roads and 
lights, it offers no alternative pattern of rural 
development which suggests a paradigm of 
modernity which is distinct from industria¬ 
lisation or access to a commodity culture. 
There is therefore, a profound chasm between 
rural and urban India; when it is celebrated, 
the village is transcendental in its beauty and 
limclessness; on the other hand its lcK;alion 
in the present is a discourse upon the trans¬ 
formation of backwardnc.ss through moder¬ 
nisation. This dichotomy is an unacknow¬ 
ledged affirmation of and anxiety about the 
loss of the rural within the cultural universe 
of the increasingly hegemonic urban.*" 
This is visible both in lessons which deal 
with development in modem India as well 
as with the types of knowledge and infor¬ 
mation which it is considered valuable for 
the modern Indian student to possess. The 
value attached to such knowledge, the 
ultimate prioritisation of modernity over 
tradition, universal truths over local know¬ 
ledge are i ndicati ve of the cultural a.spirations 
of a society. 

The problem with such a chapter is that 
it suggests a single paradigm of modernity, 
so that the march of urban industrialisation 
is seen as an unproblematic virtue. It promotes 
an ideology which structures lechnoiogicai 
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'.progms a$ the defiiHog itHuk of « seif- 
.respccting nation. For inMance, the devasting 
demognqdiic shift towards urban migration 
is treated unproUematicaily and is even 
celebrated as a mark of progress: “Many 
families are rapidly moving to cities and 
towns in order to find jobs in factories and 
industries'*.*' The stunning blindness of such 
a statement creates a world in which the 
problems of land dispossession, the crippling 
effectsof a failed monsoon orthe debilitation 
of migrant workers do not exist. 

With this treatment of the subject of tech¬ 
nological development, the child reading 
these texts fails to see the costs of this 
modernity; social, cultural or ecological. A 
celebration of this inferiorises ^tentative 
modesof development, alternative priorities. 
In the process, textbooks wilfully blind the 
middle-class students to whom they address 
themselves. The beneficiaries of the miracle 
of modernity and capitalist progress know 
nothing of its price: the dispossessed pea¬ 
sants, the children who labour in factories 
and the poor who have no access to the open 
markets thrown open to international capital. 
The victims of these systems become forever 
the unknowable ‘other’ of modem India, 
forgotten because they remain hidden from 
the view of those with the knowledge and 
power to effect change. 

DisTRiBimoN OF Captfal 

To forget and to ignore this other India 
IS possible only through the construction of 
an ideology which appeals to different 
sentiments. The iniquities of the distribution 
of capital is dealt with through a devaluing 
of the very desire to acquire wealth. Drawing 
uponGandhian asceticism, the other-worldly 
tenets of brahmanical Hindu scriptures and 
on a protestant celebration of the work ethic, 
this discourse seeks to abjure the pursuit of 
money. On the other hand, the concretely 
visible poverty and the remnants of an op¬ 
posing socialist philosophy prompts a con¬ 
comitant discomfort with existing patterns 
of economic distribution. 

Consequently, .school textbooks treat the 
issue of wealth, its acquisition and its im- 
ponance with distinct uncase. Uneasy with 
the acquisition of wealth as an ideal, they 
constantly suggest that it is synonymous 
with greed - even as they consistently and 
anxiously return to the theme. A single reader 
from Kerala forinstance," includes the story 
of Midas, the story of ‘Four Greedy Young 
Men', who treacherously kill each other 
because each covets the buried pot of gold 
they find and a story entitled, ‘The Finest 
Thing in the World’ in which two brothers 
achieve wealth and power but the third 
achieves commitment. The moral of all these 
stories can be encapsulated in one brother’s 
admission, ‘In spite of my wealth I am tired 
and unhappy’ and the other’s statement, “He 


has after all found the finest thing in the 
world. He has found contentment.’’ Similarly, 
another reader deals with the same attitude. 
‘ThelmpandthePeasant’sBread’ describes 
how the devil’s disciple can ruin a once- 
generous peasant by ensuring that he has a 
surfeit of possessions. Conversely, ‘Kindnc.ss 
Rewarded’ tells of the great reward for two 
poor pea.sants who give what little they can, 
to the visiting gods. 

Thcreishercacuriouslyconflictual attitude 
to the questions of labour and profit. On the 
one hand, there is an exhortation towards 
hard work but on the other, approval for the 
fruits of labour is absent. Instead, there is 
an a.scetic disapproval of the possession of 
plenty. Taken 'ugether, the stories suggest 
the value of maintaining an economic status 
quo. A sudden access of wealth leads to 
ruination as in the case of the four young 
men and the imp's peasant. 

A straightforward warning against a hope 
for easy wealth is found in the story of the 
miller Whang*’ who is inspired by a neigh¬ 
bour who dreams of buried gold on his land 
and digs to find it. Whang stops working 
at his mill and finally one night dreams of 
gold under the walls of his mill. Inevitably 
he digs for it. does not find gold but as a 
result of his act, brings down the mill. 
.Students arc prompted to draw the conclu¬ 
sion that it is f^ooiish and destructive to hope 
for sudden accessions of wealth. A miller’s 
role in life is to produce flour not to .search 
for wealth. 

CoNTUliilON 

If we argue that the construction of the 
nation in thc.se textbooks is a deliberate 
exercise in ideological structuring, we need 
to address ourselves to the question ot whose 
and which ideology is reflected. It seems 
superfluous to say that these textbooks 
function as reflections of the dominant 
ideology of stale policy: the more interesting 
questions are of how this ts established and 
whose state is ultimately rcllccted in the 
process. 

While noli.M of the complex power lobbies 
which sepk to imagine a nation in their own 
image can be entirely complete, it is clear 
that there are significant conllicts of interest 
among them. I'he size, diversity and the 
particularly segmented nature of Indian 
society and economy splinter the articula¬ 
tions of these conflicts and this is reflecied 
in thedemonisaiions and celebrations whu i- 
appear in the textbooks. 

One manifestation of this tension is 
between the urban industrial and professional 
classes on the one hand, and the rural hege¬ 
monic class of nch farmers on the other.** 
A further tension is clearly visible beiwecn 
a centralised political class and regional 
groups which through a variety of caste 
alliances have sought to wrest the political 


initiative from traditional higji-caste am 
economically powerful groups. 

A summarising glance at the configuratioi 
of the nation in the.se textbooks, reveals i 
variety of discourses which simultaneous!; 
contest and complement each other, thu 
both reflecting and shaping the discourse 
India’s diversity is acknowledged but onl; 
to he superimposed onto the larger irt^ o 
unity - via myth, symbols such as the flaj 
and history such as the freedom struggle aiu 
nationalist leaders; the unitary images d 
flag, bird and anthem bolstering the legitij 
mising claims of a centralised political eiileJ 
Similarly, the superiority of rural India ia 
celebrated, but so is modem, industrialised 
India, the two aspects appearing in uneasu 
juxtaposition. Thus the farmer is impoitaiu 
in the discourse of the nation, but it is only 
the rich, independent farmer and not thq 
agricultural worker or the poor peasant who 
appears. Finally, the social order and strong 
state power, dear to the heart of the hour- 
geoi.sie are valorised and economic disparity 
is glossed over by the suggestion that wealth 
is irrelevant to true happiness. 

The incorporation of diverse voices only 
serves to strengthen the dominant, rather 
than weaken it. The acknowledgement of the 
presence of difleient social groups does not 
bring the student any clo.scr to the reality 
they inhabit, only deepening the gulf between 
the dominant and thesubject worlds. Through 
a process of cssentialisation, mythification 
and romanticisalion. they m.ike strange the 
very categories which they apjiear to cele¬ 
brate. There is no serious subversion or even 
interrogation by alternative paradigms set 
by religious minorities, dulits or even by 
questions of gender. 1'he fact thai these 
textbooks are produced by state education 
councils specifically .set up to do away with 
the most blatant forms of caste and religious 
underpinnings docs not alter the privileging 
and problematic nature ot their ideology. 
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Whittle Rural Finandal Institutions? 

Bhupiit M Desai 
N V Namboodiri 

Doubts have been raised regarding the financial viability and developmental objectives of rural financial institutions 
(RFlsj and there have been proposals to restructure these institutions to address these concerns. This article argues 
against this approach as it is based on inappropriate understanding and evaluation of the viability of the RFIs. Instead, 
the article, on the basis on recent researches and studies, makes recommendations to improve the present network 
of RFIs. 


FOR quite some time now (kmbts have been 
raised about the desirability of continuing 
rural fmancial institutions (RFIs) in their 
presort form. These doubts seem to have 
been based on concerns related to both the 
financial viability and developmental 
objectives of these institutions. 

In 1989 .Vgricultural Credit Review Com¬ 
mittee (ACRC) chaired by Khusro recom¬ 
mended mciger of regional rural banks 
(RRBs) with their sponsor nationalised 
commercial banks (NCBs) precisely on the 
ground of iheir financial non-viability. The 
committee also recommended merger of 
short-term and long-term co-operati ve credit 
structures for similar among other reasons. 

In the wake of liberalisation in 1991 
Narasi mhan Committee recommended crea¬ 
tion of rural banking subsidiary of the NCBs 
by amalgamating their rural branches and 
the RRBs. Since then several formal and 
informal proposals have emerged. These 
even include such ideas as dismantling one 
of the three tiers of short-term co-operative 
credit structure, i e, state co-operative banks 
(SCBs). and integrating private money¬ 
lenders as agents of the RFIs. The former 
is suggested to improve the gross margins 
of the lower tiers. And the latter is to improve 
the loan recoveries and appraisal as these 
pnvaie lenders have better local feel and 
peer pressure. The need to improve loan 
appraisal seems to have al.so been promp¬ 
ted by a viewpoint that the RFIs have 
accomplished little, if any. of their social 
concerns. 

Excepting ACRC’s proposals, none of 
these proposals is bailed on well-studied 
grounds. Some of them seem to have been 
even earned away by a viewpoint in inter¬ 
national community that the past approach 
to building rural credit is ill-founded and has 
caused unviability of RFIs, besides hardly 
promoting any of its social objectives {see. 
for example, von Pischke 1983; Adams 
1988]. But. as will be shown subsequently 
neither the proposals of the two committees 
nor this international criticism has much 
, sound basis. Thus, there is a need to take 
a dispassionate look at these proposals and 
criticisms. The paper attempts this, based on 
first author's recent researches, besides some 
other major studies. 


Finanoal Viability 

In their 1993 publication Desai and Mellor 
showed that much of the international 
criticism is based on a framework and 
methodology that arc deficient in analysing 
financial viability of RFIs. They further 
showed that as many as 19 out of 25 RFIs 
spread over Bangladesh, India. Sudan, 
Thailand and Honduras have scale economies 
and/or constant returns to scale in their 
transaction costs. In other words, their 
averagetransaction/admini.sirativecosts(i e, 
perRsl(X)ofhusinessvolume)aredcclining 
and/or constant (Annex I gives definition 
and picturisation of scale economies). This 
implies that these institutions would improve 
their viability through expansion in business 
volume rather than the increase in their gross 
margin as suggested by ACRC. 

Desai in his publication (1994a) provided 
a more robust framework and methodology 
than used by Desai and Mellor in addition 
to providing more recent and comprehensi ve 
empirical evidence for all the four grass 
roots level RFIs in India. Before presenting 
this, the deficiency of study of financial 
viability by ACRC is briefly discus.scd. 

ACRC defined viability by measuring unit 
(or average) net margin in lending. This is 
computed interest revenue minus interest 
cost minus unit transaction cost attributable 
to lending. In other words it is the ditfcrence 
between interest spread and transaction cost 
perRs lOOofloans.Ifthismarginisncgativc, 
then an institution is considered non-viable. 
This method has serious shtirtcomings. 

1 It is inconsistent with the policy concerns 
for the viability of an institution rather 
than its any single service like lending or 
technical advice. It is the institution which 
must remain viable. This institution not 
only lends but also borrows and mobilises 
deposits, besides providing other services. 
Many of these operations are joint/ 
complementary. 

2 Most transaction costs arc common to all 
these services. Their allocation to lending 
is artificial, arbitrary and fraught with 
assumptions that can prove misleading. 

3 It is not uncommon to find loans being 
made to depositors and/or to those whom 
depositors know. Hence attributing unit 


gross margin, i e. interest spread to tendini 
alone is erroneous. 

4 Interest rates on borrowings now nngi 
from zero per cent on current deposiu tt 
12 per cent on some fixed depositt 
Depending on which ones of these an 
considered and for what types of loans 
unit financial costs (ic, interest cost 
would also vary significantly. 

5 Non-interest revenues are ignored. The) 
can be and arc significant for at least stuni 
RFIs. 

6 ACRC’s sample of primary agricuifitra 
co-operative credit societies (FACS) am 
niral branches of the public sector com 
mcrciaJ banks (NCBs) did not evei 
constitutcone percent of these institutions 

7 ACRC when considered unit net margii 
(i e, average profit) for an institution I 
found it to be positive for all RFIs (excep 
RRBsTor which no result is reported!] 
This reinforces the first deficiency dis 
cussed above. 

Desai (1994a) considers theory of cost 
to identify whether average costs of variou 
types decline with the expansion in tb 
volume of business, i e, operation of seal 
economies. The scale economy is measure 
for each of the major services as well as al 
of them together. The former is teiined a 
partial scale economies and the latter tots 
scale economie.s. These economies ar 
identified not only for transaction costs bu 
also for financial costs and total costs (i t 
transaction plus financial costs) of an insti 
tuiion. In other words, the unit of analyst 
is institution and each oi its major opcraiior 
Moreover, when tinancial cost 'which i 
usually tor deposits and borrowings) ar 
considered to be a function of even loan 
it implicitly recognises the opportunity cos 
of loan delinquency and that of loans mad 
from owned funds. Thus, this cost is alsi 
built into total costs which con.stitut 
transaction plus financial costs. 

Desai (1994a) provides an evidence ths 
there arc scale economics in transaction cost 
of lhe( I) stateco-operative landdevciopmcr 
banks (CLDBs), (2) NCBs. and (3) RRB 
making profit. For FACS, and for RRB 
with losses there arc constant returns t 
scale. The former implies that these thr« 
RFIs have a decline in their averag 
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tnuBaction costs, while the latter suggests 
this to be constant for the other two RFIs. 
Purthennore. all these RPis average financial 
costs are constant. And finally, NCBs have 
declining average total costs, whereas the 
remaining RFIs have these costs constant, 
i e, thdr average total costs curve is horizontal 
(see Table I). 

These findings suggest that all these RFIs 
can improve viability by expanding their 
volume of business. They also imply that 
the interest rate and gross margin on loans 
need not be increased now to improve 
viability of these RRs. The.sc conclusions 
also follow from more disaggregativc data 
fortwo Farmers Service Co-operative Banks 
in Kerala [Desai and Namboodiri 1993, 
t995b], some FACS in Gujarat, a branch 
each of the district central co-operative hank 
and the Elena Bank in Gujarat, RRBs in 
Gujarat and in south Gujarat in particular, 
an RRB in Uttar Pradesh, and ail DCCBs 
{see Desai 1995; Desai and Namboodiri 
1995a: and Desai, Gupta andTripathi 1989]. 

Question now ari.ses as to why scale 
economics arise for RRs. They .seem to 
result from more than one crop loan in a 
given year, term loans for wide variety of 
purposes, and deposits of various types, 
besides increase in numberof clientele served 
and other operations such as input sales, 
consumer goods .sales, etc, by PACS. Such 
multiple and diversified services enable RFIs 
to spread their common costs and risks in 
rural banking and thereby facilitate achieving 
scale economics. 

Indeed, PACS have even scope economies 
in both transaction and total costs (sec 
Table 1). This means that when one of its 
operations, say, crop loans increase the 
marginal (i e, incremental) costs of another 
operation say, input sales decreases and vice- 
versa. This is because when crop loans 
increase the demand for input increases with 
a consequent decline in marginal costs of 
managing the input sales. Before we turn to 
the discussion of developmental objective 
of RFIs, three issues of great significance 
must be elucidated. 

One, the evidence on the operation of 
scale economies implies that when RFIs 
expand their business volume those milking 
loss would reduce the loss and those earning 
profit would increase it under the given 
interest rate and margin structures. Two, the 
scale economies in various costs are 
maximum/second largest for lending 
compared to other services (Table 1). In 
other words, average costs of making loans 
decline more sharply than that of deposit 
collection, borrowing, etc. This then suggests 
that RRs have to now expand loaning more 
than other operations to fully reap scale 
economies. And three, many bankers seem 
to perceive that rural hanking is an unviable 
proposition because of high transaction costs 
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in serving innumerable smalt accounts and 
high risks in agricultural loans. We presume 
when they refer this they have average (i e. 
unit) cost in view. This is what it ought to 
be. And based on this they advocate increase 
in interest rates for rural credit. But in a 
dynamic setting the issue is whether this cost 
is rising. High average cost does not 


n«ce|sarily mean rising such cost. Our 
evidence as discussed earlier is that (he 
average transaction costs have declined and/ 
or are constant for the RRs. This is the case 
even for their average total costs. Our plea 
therefore is that the issue of high cost must 
be separated irom that of rising cost so that 
better understanding evolves to identify more 


Tabu I : Paktiai. and Total Scale Economies of Various RFIs 


RFIs Data and Functional Form Output/Operalions Portial/Total Scale Economies in 
for Cost Analysis Transaction Financial Total 

Costs Costs Costs 


PACS 

1961-6210 1988-89 Time- 

Liabilities 

0.923 

0.410 

0.439 


.scries: Trans-lug' 

Assets 

0.179 

0.832 

0.744 



Both 

1.102* 

1.242* 

1.183* 



Scope Economics* 

6.129 

.38 266 

21.337 

PACS 

Cross-section stock data. 

Liabilities 

0.526 

1.096 

0.711 


1988-89 Trans-log' 

Loan assets 

0 171 

0.091 

0.250 



Non-loan assets 

0.479 

0.0.56 

0.261 



All three 

1.176* 

1.243* 

1.222* 

PACS 

Cross-section flow data. 

Gross borrowings 

0.255 

0.037 

0.257 


1988-89 Trans-log' 

Loan advanced 

1.155 

1.095 

1.035 



Input sales 

0.403 

0.025 

0.221 



Consumer goods sates 

0.192 

0.392 

0.279 



All four 

2 005“ 

1.549* 

1.783* 



Scope Economies* 

-0.400 

0.011 

-0.013 

CLDBs 

1961-6210 1988-89 Time- 

Assets plus liabilities 





series; Log-log-inverse* 


0.517'’ 

0.678* 

0.614* 

CLDBs 

Cross-section 1988-89, 

Assets plus liabilities 





Log .'og-inverse* 


1.163* 

0.231* 

0.695* 

NCBs 

Sample branches: mid-l980.s 

Deposits 

0 459 

0.690 

0 622 


Trans-log' 

l.oans 

0.276 

0 304 

0 286 



Both 

0.735"’ 

0.994* 

0 912* 



Scope Economies* 

0 080 

0.193 

0.147 

RRBs 

Per branch dala of 1988-89, 

Investments 

0.171 

0.313 

0 154 

with 

Trans-log' 

Loans 

0.022 

0 381 

0.241 

profit 


Deposits and borrowings 

0.281 

0.341 

0.3.59 



All three 

0.474'’ 

1.034* 

0.754* 



Scope economies* 

5.410 

0.576 

1.277 

RRBs 

Per branch data of 1988-89, 

Investments 

0.012 

0.023 

0.001 

with 

Trans-log' 

Loans 

0.072 

0.190 

0,050 

losses 


Deposits and borrowings 

0.557 

0,839 

0.660 



All three 

0.641* 

1.051* 

0.711* 



Scope Economies* 

0.036 

0.674 

0.001 


* Scope economies parameter should be negative because marginal costs of one output 
decreases when the other operation increases and vice-vena, 
a Statistically not significantly different from 1 indicating constant returns to scale, 
b Statistically significantly less than I suggesting scale economies. 

Nuies I Partial scale economies in transaction costs, financial costs and total costs OR derived from 
the estimated translog cost function (TRANSLOC). 

N N 

In C = In a o 4-1 a n In Xn -F Ag n In Xn 
h=l 2 nxl 

where Xn is the different types of operations and C is the cost. 

2 Log-Uig-lnverse (LLI) cost function 
InC = lnbo + bl In Y + b2 l/Y 
where C is the cost and Y is assets plus liabilities. 

This functional form was used because iranslog function estimation did not give expected 
a priori positive signs of the coefficients. However, both these functions (i e, TRANSLOC 
and LLI) ,'ire consistent with the theory costs that give U-shaped average cost curve. Two 
such other functional fomis are cubic and transcendenul the estimation of which had 
statistically less satisfactory results 
Simrre: Adapted from Desai (1994a). 


Economic and Political Weekly August 3, 19% 



appropriate policns. That policy oertainly 
dote not lie in changing Uieir structures. 
W^at is needed is to further strengthen their 
decentralisation and autonomy to suit 
agriculture that is geographically dispersed 
and agro*cliaiatically diverse. It is this type 
of liberalisation that is the need of the how. 
We have more to say later. 

Deveu)I>mental OanjcnvE 

Two sets of criteria are considered from 
Desai (1994a) and Desai (1994b). These are: 

(1) Contribution of credit-financed in¬ 
vestment to agricultwal growth in pre- 
and post-green revolution (GR) era, and 

(2) Firuncial performance as revealed by 
financial and credit deepening, credit- 
deposit ratio, and banking habits of the 
rural folks. 

On first of these two sets of criteria, Desai 
{1994b) shows that RFls credit has enabled 
the fanners to adopt land, labour, and 
intermediate inputs with complementary 
capital augmenting technological change. 
While thi.s has been well recognised by other 
studies [sec, for example, Gandhi 1990; 
Binswa.sgci el al 1989; NABARD 1992-93; 
Banwari Lai 1992], our evidence not only 
confirms this but even identifies the extent 
of agricultural growth accounted for by 
technological change, and institutional credit. 

Technological change accounted for 38 
per cent in the growth of agricultural 
production during 1950 to 1990. And, the 
institutional credit-financed investments 
which increased by about 12 per cent have 
accounted for about 9 per cent of growth in 
agricultural output during the same period 
(see Table 2). These investments are for the 
purchase of labour-service, intermediate 
inputs like seeds, fertilisers, etc, and farm 
capital like wells and pumpsets, cattle, farm 
implements, tractors, etc. More importantly, 
both technological change md institutional 
credit have made larger contribution in post- 
GR era compared to pre-GR phase. TTius, 
technical change accounted for about 43 per 
cent in agricultural growth in po$t-GR 
compared to only 27 per cent in pre-GR 
pha.se. Institutional credit in post-GR in¬ 
creased by about only 7 per cent and accoun¬ 
ted for as much as 9 per cent of growth in 
agricultural output as compared to 21 and 
12 per cent respectively, in pre-GR era. In 
the 1970s and 1980s absolute poverty in 
rural areas has also declined and for which 
credit oriented IRDP, besides higher agri¬ 
cultural growth, has made some favourable 
dent [see, tor example, Mellor and Desai 
1986; Ahluwalia 1986; Rao et al undated; 
Banwari Lai I992;Mohanasundaram 1993]. 

The preceding findings reinforce the role 
of RFIs in promoting agricultural deve¬ 
lopment. This role is that credit must 
accompany/follow rather than precede 


' Table 2: Annual Comvounp Obowth Rates of Tornquist-Theil Inuex of Aomcultubal 
P aoDocnoN. Total Factor Productivity. CBedit-Financed Inputs. Self-Financed Inputs, and 
Land in Pre- and Post-Green Revolution (GR) Era 


Details 

Pre-GR Era 
1950-51 to 
1965-66 

Past-CR Era 
1966-67 to 
1989-90 

Both Eras 
1950-51 to 
1989-90 

1 Agricultural output growth (percentage point) 

2.0486 

3.4142 

2.9658 

2 Total factor produclivi^ growth (TFP) i c. 




technological change* 




2. i Absolute contribution (percentage point) 

0.5575 

1.4516 

1.1167 

2.2 Relative contribution (per cent) 

27.21 

42.52 

37.65 

3 Credit-Financed Inputs Growth (CIT) 




3.1 Amount (per cent) 

21.32 

6.97 

11.65 

3.2 Absolute contribution (percentage point) 

0.2478 

0.3063 

0.2516 

3.3 Relative contribution (per cent) 

12.10 

8.97 

8.48 

4 Self-Financed Inputs Growth (SFI) 




4.1 Amount (per cent) 

2.21 

2.97 

2.66 

4.2 Absolute contribution (percentage point) 

0.8749 

1.2938 

1.2357 

4.3 Relative contribution (per cent) 

42.71 

37.89 

41.66 

5 Land (GSA) Growth (L) 




.5.1 Amount (per cent) 

1.17 

0.48 

0.70 

5.2 Absolute contribution (percentage point) 

0.3684 

0.3625 

0.3618 

5.3 Relative contribution (per cent) 

17.98 

10.62 

12.21 


Note: * TFP is measured as growth in agricultural output minus growth in credit-financed invcstmenls, 
self-financed investments and land. 

Source: Adapted from Desai (1994b). 


Table 3: FiNANaAL and Credit Dekh-nino or the Rural SErrok Services by RFls 



[teiails 

1960-61 

Yiass_ 

1968-69 1978-79 

1989-90 

1 

Financial Deepening (per cent) 

1 1 Rural Deposits to agncultural output 

2.86 

1264 

32.12 

53.83 


1.2 Rural Deposits to agncultural NDP 

2.94 

12.96 

43.20 

74.48 

2 

Rural DeposiLs (Rs million) 

2.1 All RFls 

1195 

17879 

133346 

717551 


2.2 State co-operative banks (SCBs) 

(0.9) 

723 

(13.4) 

2156 

(100) 

14240 

(538.1) 

52110 


2.3 State co-operative land development banks 

(5.1) 

6 

(15 1) 
60 

(100) 

201 

(365.9) 

1296 


(CLDBs) 

(3.0) 

(30.0) 

(100) 

(644.8) 


2.4 District Central Co-operative Banks (DCCBs) 

1120 

3508 

19783 

84762 


2.5 Primary agricultural co-operative credit .societies 

(5.7) 

146 

(17.7) 

568 

(100) 

2164 

(428.5) 

•10498 


(PACS) 

(67) 

(26 2) 

(100) 

(485 1) 


2.6 Public Sector Commercial Banks (NCBs) 

na 

11.587 

94960 

526210 


2.7 Regional Rural Banks (RRBs) 

na 

(12.2) 

na 

(100) 

1998 

(554.1) 

42675 

3 

Rural Credit-Deposit Ratio 

1.28 

0 92 

(KK)) 

0.67 

(21.35.9) 

066 

4 

Credit Deepening (per cent) 

4.1 Rural credit' outstanding to agricultural output 

3.65 

11.57 

21 50 

35.64 


4.2 Rural credit' outstanding to agricultural NDP 

T.76 

11.86 

28 91 

49..32 


4.3 Agricultural credit^ outstanding to 
agricultural output 

3.65 

9.79 

15 95 

19 39 


4.4 Agricultural cr^it^ ouLstanding to 
agricultural NDP 

3,76 

10.04 

21 45 

26,55 


4.5 APS loons outsUinding to agncultural output 

3,65 

7,.55 

13.43 

17 92 


4.6 APS loons outsuinding to agricultural NDP 

.3.75 

7 74 

18 07 

24.80 


4.7 APS loans issued during the year to 
agricultural output 

3.08 

4.56 

6.03 

6.01 


4.8 APS loons issued during the year to 
agricultural NDP 

3.16 

4.68 

8 11 

8.31 


Noiex: Figures in parentheses arc percentages, 
na = not available 

APS s Agncultural Production Sub-system 

1 Rural credit includes both agricultural and non-agricultural loans 

2 Agricultural credit includes loans to agricultural production sub-system (APS), agnculiura 
input distribution sub-system (AIS). and co-operative agro-marketing and processmi 
sub-system (AMPS). 

Source' Adapted from Desai (1994a), 
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I' technological change in agriculture. In other 
I words, credit delivered in technologically 
I ..stagnant agriculture fructjriestnuch less than 
( when agriculture is technologically dynamic. 

( This has important operational implications 
I dMtoentrearoundastrategythataeditshould 
i. be in the form of new farm inputs, ass^, 

I and services as has been increasingly the 
case siiu:e mid-1960s. This must be the case 
I not only for crop-agriculture but also animal 
: husbandry, fisheries and even rural non- 
I farm economic activities. In the language of 
i lomi appraisal it suggests that returns to 
credit in such environment are much higher. 
And when this occurs even the loan recoveries 
are higher [see for >umc evidence on both 
these Rao 1994; Rao et al undated: 
Mohanasundaram 1993; Ban wari Lai 1992). 

Regarding the financial performance. 
Table 3 reveals that financial deepening 
through deposit mobilisation in rural areas 
has dramatically increased. Highly successful 
deposit collection is not confined to the 
NCBs and RRBs but also PACS which arc 
most ill-equipped to perform this function. 
This remarkable deposit mobilisation has 
resulted from RFls decentralised network. 
It IS also an outcome of increased incomes 
of rural sector, since the advent of the green 
revolution. This success in financial 
deepening is also revealed by credit-deposit 
ratio which reversed from more than one to 
less than one since late 1960s. This has nut, 
however, reversed credit deepening of the 
rural sector. On the contrary, even this has 
significantly improved over time (see 
Table 3). 

Hie dramatic performance in financial 
deepening also suggests that the mass rather 
than class banking has inculcated banking 
habits. This is no mean achievement for the 
rural areas. Nor is the relatively less dramatic 
performance of RPis in credit deepening of 
these areas. To conclude, RFIs performance 
in developmental objective of encouraging 
banking habits, promoting private 
investments, and higher and more effective 
agricultural growth with equity in the rural 
sector is quite commendable. And it 
reinforces that the structural change of the 
types recommciulcJ is unwarranted on this 
ground, too. 

What are the Strengths of RFIs? 

RRs strengths lie in their interest rales for 
rural credit, and the six organisational 
principles for in.stitutional development. 
These are (I) multi-agency approach. (2) 
forms of organisation, (3) vertically 
integrated structure. (4) density of field- 
offices. (S) reach of clientele, and (6) multiple 
and diversified services [for the evidence on 
this for other developing countries see Desai 
and Mellor 1993). Both these instruments 
of interest rates and institutional development 


are critically but constructively discussed in 
what follows. 

/fl/eresrnifes: Contrary to both the pqwlar 
and the government belief [GOl 199^95] 
there is no interest rate subsidy on credit fw 
the agricultural sector as a whole. Excepting 
for only 8 years in about last four decades 
since 19S0 average real intoest rate on this 
credit has remained positive (Table 4). This 
definition of interest rate subsidy is 
universally accepted. It may be because 
allocating transaction costs to credit among 
other operations including different typ« of 
loans is aln.\>sl impossible because most of 
these costs are common to the management 
of sources and uses of funds in any financial 
institution. More- ver, the measurement of 
capital itself is an unresolved issue even in 
the theoretical literature. 

The eight years in which the average real 
interest rate was negative were the years of 
exogenous oil shocks and severe droughts 


when inflation rue was abnormally high. 
Thds, the positive average real interest rate 
in most of the years has been healthy for 
bodi the bonomrs and the tenders. The 
borrowers may not have been much induced 
to substitute credit for their internal saving 
including labour. This saving, i c. self-finance 
accounted for98 percent for costs for labour. 
91 per cent for farm assets, and 78 per cent 
for intermediate inputs [see Desai i994bl. 

Nor the borrowers may have been 
encouraged to wilfully default. Most of such 
default seems to have arisen from the 
gnvemment‘sloan and interest waivers. Lack 
of interest rate suteidy also suggests that the 
reasons for the low viability have to he 
sought in other factors. These will be 
discussed subsequently. Yet anotherheaithy 
feature of intere.st rate policy is that it ha.s 
providedfairlystablenominal rates (Table 4). 

These interestingoutcomesofintere.stnites , 
have emerged from the policy which was 


Table 4: Weiohteo Average Nominal and Real Interest Rates on Agricultural Credit of RFIs 


Years 

(1) 


Average Nominal 
Interest Rates 
(Per Cent) 

(2) 

Inflation Rate Based on 
Agricultural NDP Deflator 
in 1980-81 Prices (Per Cent) 
(3) 

Average Real 
Interest Rate 

<2H-’) 

1950-51 


7.02 

3.31 

.3.71 

1951-52 


7.12 

1.55 

5.57 

19.52-53 


7.18 

-5.77 

12 95 

1953-54 


7.2S 

2..36 

4 89 

1954-55 


7..32 

-17.93 

25.25 

I955-.56 


7.39 

-2.25 

9.64 

I9.56-.57 


7.46 

21.22 

-1.3.76 

19.57-58 


7.52 

2.65 

4.87 

1958 .59 


7.58 

5.00 

2.58 

1959-60 


766 

1.43 

6.23 

1960-61 


7.73 

-1.37 

9.09 

l%l-62 


7.81 

3 36 

4.45 

1962-63 


7 88 

4.18 

3.70 

1963-64 


7.98 

15.46 

•7 47 

1964-65 


8.59 

12.22 

-3.62 

1965-66 


9 15 

12.61 

-3.46 

1966-67 


9.10 

18 62 

-9 52 

1967-68 


9.07 

8.92 

O.IS 

1968-69 


906 

3.21 

5.86 

1969-70 


9.05 

2.44 

6.60 

1970-71 


9.20 

-4.09 

13.29 

1971-72 


9 n 

409 

5.02 

1972-73 


9.45 

16.31 

-6.86 

1973-74 


10.05 

23.48 

-13.42 

1974-75 


11.91 

11.08 

084 

197.5-76 


12.55 

-13.09 

25.63 

1976-77 


12.87 

8.66 

4.21 

1977-78 


12.76 

7.78 

4.98 

1978-79 


12.57 

0.14 

12.43 

1979-80 


12.33 

18.92 

-6.59 

19X0-81 


13 02 

11.42 

1.60 

1981-82 


1306 

6 39 

6.67 

1982-83 


13.14 

7.79 

5.35 

1983-84 


13..56 

8.52 

5.03 

1984-85 


13.60 

6.51 

7.10 

1985-86 


13.21 

6.61 

660 

1986-87 


13.51 

8.61 

4.90 

1987-88 


12.62 

11.91 

0.71 

1988-89 


12.59 

5.92 

6.67 

1989-90 


12.73 

845 

4.28 


Siiun-f NABARD and RBI, various issues. 
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PiGUKE I ; A SYNOfnc Organisational Frame of AoRicuLTUftAL Credit System ' 



Legends. 

SGs 

:jbi/nabaru 

GOI 

CLOBs 

SCBs 

ISCBs 

KKBs 

DCCBs 

ROs 

BR/PRIM 

PACS 

RSUB 

BR 


State Governments 

Reserve Bank of India/National Bank for Agriculture and Rural Development 
Government of India 

State Co-operative Land Development Banks 
State Co-operative Banks 

Public and Private Indian Scheduled Commercial Banks 

Regional Rural Banks 

District Central Co-operative Banks 

Regional Offices 

Bronches/Pri maries 

Primary Agricultural Co-operative Credit Societies 

Rural and Semi-Urban Branches 

Branches 


Figures in brackets are numbers for 1989-90. Number for farm input dealers is approximate. Numbers 
foi other rural households, agni-niurketing and processing enterprises and non-agro enterprises are not 
readily available. 

Source: GOI. RBI. and NABARD. 


on the whole flexible and built tiered (i c, 
diffcrcnOinierest rates for different amounts 
and purposes of loans. Such a policy may 
be better termed a.s guided interest rate policy. 
This approach to interest rates is needed 
primarily because any financial market is 
inherently imperfect dealing as it does in 
future transactions. Credit transaction is 
fundamentally different from the transaction 
of say, buying a soap or ice-cream. The latter 
transaction ends for both the buyers and the 
sellers at the same time at which they 
undertake it. But the loan transaction is not 
completed until the entire loan cycle of 
dispensing, monitoring and recovering credit 
i s not over. And during the intervening period 
both lenders and borrowers witness changes 
that are not perfectly predictable. Conse¬ 
quently, the central monetary authority 
provides a direction in the determination of 


interest latcA. Such a policy is common for 
agriculture and other critical .sectors like 
infrastructure and exports in most countries. 
Thus, we recommend that the past approach 
of tiered interest rates on rural cri^it with 
minimum and maximum should be 
considered as desirable as well as necessary. 
Our recommendation is also guided by the 
fact that neither the co-operatives which 
have now completely deregulated interest 
rates nor the NCBs and RRBs which have 
partial deregulation, have much changed the 
interest rates on rural credit. And last but 
not the least recommendation is a restraint 
on interest rate changes because of three 
reasons. One, interest rates of informal 
lenders have now declined. They are fairly 
comparable to 10 to 18 per cent prevailing 
withtheRFIsin i980s(DesaiandOza 1995; 
Desai 1995]. The second is our evidence on 


scale economics of RRs. In this situatlo 
any hike in interest rates under the guise « 
improving viability is not only unwarrante 
but could be harmful to these ver 
institutions. This is because demand for run 
credit being now interest rate elastic any ris 
in interest rate would reduce this dem^ 
with a consequent adverse impact on scid 
economies [Desai and Mellor 1993; Desi 
1994a]. And three, the nominal interest rati 
that prevailed in 1980s are not very Im 
compared to the existing inflation rate ( 
about 8 to 9 per cent. Our recommendatio 
has also a virtue in not politicising intcre 
rates policy. 

Muhi-agency approach: This approac 
provided some choice to the rural customer 
It has also impriavcd an access of the nir 
poor. Their share in rural credit issued durir 
the year has increased from 39 per cent i 
1978-79to51 per cent in 1989-90. And the 
share in loans outstanding has increase 
from 42 per cent in 1978-79 to 49 per ce 
in 1989-90. Y et, another gain of this approai 
is that it has developed much needi 
organisational forums like state, district'ai 
block level co-ordination committees of n 
only all RFIs but also the government at 
other auxiliary .service functionaries. Sw 
forums are highly essential for both a voidii 
duplication of services and better backwa 
and forward linkages so critical to fructi 
rural credit better. Lastly, India is not uniqi 
in multi ogency approach to RFIs. Almc 
all countries in both developed (such 
Japan. Italy, France and the US) ai 
developing world have this approach [I 
evidence on this sec Desai and Mellor 199! 

Two types of systemic and procedui 
innovations in multi-agency approach m 
be introduced. One, some flexibility indistr 
and service area credit plans may be desirat 
to provide real choice to the rural householi 
This is because under the.se plans there 
effectively only one institution at the gn 
root level to which farmers can turn for th 
credit needs. This flexibility is also desiral 
when any agency servicing a particular gro 
is unable to meet the credit needs due to hi 
overdoes, lack of funds, etc. And two, crec 
cum-deposit passbook recording ea 
transaction with each institution may 
given to the customer as well as other RF 
NCBs and RRBs may computerise si 
record to more efflcicntly manage th 
operations. This innovation would a 
eliminate duplication of loan to an indi vid 
for one and the same purpose. Thus, 
prefer all four RFIs to function scparal 
rather than the mergers like the oi 
suggested by ACRC, and Narasiml 
committee. 

Forms of organisation: Even the sU 
oriented forms of organisation is not unit 
to India [see, for example, Desai and Mel 
1993]. This may be because financial mar 
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being inherently imperfect no private entity 
would enter the rural sector. So the choice 
of state-oriented form of the organisation is 
inevitable especially initially when this 
market is being developed. 1'his choice in 
19S0s may be considered best on a hindsight 
to also capitali.se village co-operatives that 
emerged on their own in late and early 1900s 
as they had limited access to larger Tinancial 
market. Even the commercial banks did not 
enter rural financial market until they were 
nationalised. Now that demonstration of 
reasonably successful RFls has emerged if 
any private entity wants to enter this market 
it may be permitted. Terms and conditions 
on which this bank would undertake rural 
banking should be same as those of the 
existing RFls. Competition among these 
institutions should be on level-playing field. 

Three important restructuring may. how¬ 
ever, be recommended. One. capital base of 
co-operatives especially PACS and CLDBs, 
and RRBs like NCBs. may be raised and/ 
or replenished. Two. benetlciarics of all 
RFls may be required to regularly participate 
in their equity-capital. This may be as small 
as Rs to per beneficiary. But there should 
be steep ceiling on such holding for an 
individual to ward off domination from the 
powerful in agriculture and/or industry. This 
would make RFls not only accountable to 
the state but also to their customers. 
Moreover, it would facilitate peer prc.ssurc 
essential for sound rural banking. And three, 
CLDBs may di versify their sources ol funds. 
They may once again subscribe to ordinary 
debentures, rural debentures and attract 
funds from other financial institutions like 
Lie instead of merely depending on 
NABARD. 

Vertically integrated structure: This 
organisational structure is .shown in Figure 
I. Such structure is both necessary and 
desirable in building RFls. Following Desai 
and Mellor (199.?), we suggest there arc four 
major gains of this vertical structure. One 
of this is that it provides a decentralised 
institutional network to be close to the rural 
customers without which sound and service- 
oriented rural banking is impossible given 
the geographical dispersion andagro-climatic 
and other diversity of agriculture. Secondly, 
it cross-supports the field-units with varying 
loan, deposit and other business potentials. 
Thirdly, it integrates the huge rural financial 
market with the rest of the economy by. say. 
borrowing funds when in deficit from the 
apex levels and providing them when in 
excess. And, fourthly, it also enables pro¬ 
moting larger goals of agriculture and rural 
development. Some <if these are already 
retlccied in our earlier discussion. 

But the vertically mtcgrutcd organisational 
structure seems to have led to ovcr-burcuu- 
cratisation. top-down tendencies in manage¬ 
ment and neglect of harnessing local imiia- 
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lives for felt needs of the rural folks. We, 
theefore, recommend five innovations that 
would facilitate achieving the mission of 
decentralised rural banking. 

One, the field-level units may be given 
much more autonomy with accountability. 
This is especially needed for identifying 
credit-worthy borrowers, scale of finance 
for crop loan to more fully account for 
labour and new inputs, unit cost of investment 
for various farm as.set loans, combining 
working capital loan with a term loan for 
these assets (as under IRDP for dairy¬ 
farming), margin money, loan documentation 
and recovery schedule. Similarly, they may 
be allowed to formulate and implement loan 
and deposit schemes that suit the local needs. 
These are clearly now warranted as the human 
capital with requisite knowledge is now built, 
and also to account for local variations. Two, 
apex institutions including NCBs should 
make matching contribution to refinance 
and/or temporary credit accommodation from 
RBI/NABARD to their field level consti¬ 
tuents. This is required to promote a stake 
and accountability of the controlling units 
which seem to take rural credit casually. It 
is also needed because in 1980s rural deposits 
have flown out to other areas at the cost of 
rural credit needs (compare rows I. I and 1.2 
with rows 4.3 to 4.8 m Table 3). Three, 
PACS staff may be brought under suitable 
regular employment terms and conditions to 
provide incentives and encourage account¬ 
ability. Their apex-levels and NABARD/ 
RBI may constitute a fund with incrementally 
growing their contributions for this. Four, 
managing committees of the PACS may 
have sub-committees for loans and their 
recovery, input sales, consumer goods sales, 
and funds mobilisation to assist the secretary. 
And live, incentives of the staff may be 
made performance linked. Performance may 
be judged not only in terms of targets for 
loans and deposits but also loan recovery, 
examples of result-oriented belter co¬ 
ordination with other agencies, etc. 

Density of field-offices: All four RFls 
together have one office for every 1,000 
hectare of net sown area in late 1980s. This 
compares poorly with China's four such 
field-offices. Recent policy of closing loss¬ 
making branches of NCBs and RRBs would 
make this still more unfavourable. There is 
thus a clear need to improve the density of 
the field-level units. The basic rationale for 
this lies in four factors. These are (i) it 
improves accessibility for both rural house¬ 
holds and the 'ormal lenders which in turn 
generates more intimate understanding and 
situation specific identification of potential 
for rural banking, (ii) it enables intensifying 
and widening the .scope of this banking to 
reap scale and scope economies, (iii) it 
facilitates more competition with informal 
lenders to further reduce their hold, inc luding 


interest rates, and thereby improve coverage 
of rural households, and (iv) it reduces 
transaction costs of rural borrowers and 
depositors. 

Two important innovations arc recom¬ 
mended. One. the establishment of field- 
units may be implemented altogether 
differently. In the case of co-operatives, the 
local folks may be made to function as co¬ 
operatives with sound performance before 
federating them with the apex levels. And 
two, NCBs and RRBs branch managers and 
a staff or two may intensively interact with 
the people and area likely to be served to 
induce healthy and loyal relationship besides 
creating more informed judgment about 
business potential. 

Reach of rural households: Larger 
coverage of rural clients is an important 
source of reaping full scale and scope 
economics. This seems to have occurred 
because the coverage of rural households 
has increased from 20 per cent in 1961-62 
to about 30 per cent in late 1980s. There is 
still a large untapped potential. But RFls 
especially NCBs hesitate to fully exploit this 
potential because of some inconvenience 
and misconceived (rercepiion of high costs 
of serving small accounts Computerisation, 
rather than non-coverage, is more appropriate 
solution for this, besides recognising that the 
larger coverage facilitates reaping scale and 
scope economics. Yet another innovation 
could be making group loans to control 
costs. These groups should as far as possible 
be homogenous. But, this new approach 
need not be the only mechanism to enlarge 
the reach. In the case of PACS loan.s may 
not be restricted to past good borrowers. 
Wherever they cannot enrol non-land owners 
as members by-laws may be suitably 
amended. 

The coverage o f delinquent borrowers inav 
be organised .separately lor the nun-wilful 
and wilful. The fonner may be identified as 
those who have consistently paid part of 
their overdues forthrcc years. And the willul 
defaulters may be those with non-repayment 
of loans for three consecutive years. Fo' the 
former, their overdue loans may be re- 
.schcduled considering the existing policy in 
this regard. This is suggc.sted because some 
of the delinquencies have arisen Irom 
inadequate loan appraisal and monitoring by 
RFls. Names of wilful defaulters may be 
published and revenue cases against them 
may be filed, besides recovering their dues 
from their share capital and/or sale of assets 
charged. And finally. NCBs and RRBs should 
enlarge their coverage of not only rural 
households but also farm input dealers and 
agro-marketing and prucessingunits. Similar 
should be dune by DCCBs which serve 
PACS that are eminently suitable retailers 
of inputs, consumer goods, etc. We have 
more to say on this later. 
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Multiple and diversified fimctions: This 
'csuUs from various services RPls provide. 
Pour of these may specifically be discussed. 
Dne of these is the lending to farmers for 
production of v/idc variety of crops (i c, 
:rop-loans), and for purchase of different 
'arm assets (APS - agricultural production 
iub-system). It also includes term-loans to 
.he landless and others for farm capital and 
ion-farm rural economic activities (APS). 
Ml of these are termed in official language 
IS ‘direct’ rural credit. Another loan service 
includes an innovative portfolio of ’indirect' 
agricultural credit to private and institutional 
agri-business for farm inputs marketing (AIS 
•agricultural inputs distribution sub-system), 
:o-operati ve agricultural produce marketing 
and processing (AMPS) and even rural 
rlectrification (AIS). The second rural 
oanking operation includes deposits of wide 
variety and different maturity. The third one 
which is applicable only to the PACS is 
input saic.s. consumer goods sales and 
sometimes even farm produce procurement 
and marketing. Incidentally.cvcnother RFIs 
jndertake some farm input sales indirectly 
ny forging a link of their rural houschold- 
rKirrowcrs with those who supply the inputs. 
And last but not the least important function 
IS technical services (AIS). While non- 
;ooperaiive RFIs promote this by hiring 
relevantly qualified personnel, the co- 
jpcrativcs promote it not only by such staff 
3ut also by their managing committees which 
invanahly include farmers and others who 
hough not always formally educated in 
igriculture but have practical and opera- 
ionally more useful knowledge of agricul- 
ure. To conclude, these various functions 
nave a direct bearing on backward (BWL) 
and forward (FWL) linkages among the three 
iub-systems of AIS. APS and AMPS as 
Jiagrammatically shown below. APS loans 
mcourage demand for farm inputs and 
services, while AIS and AMPS loans induce 
their supplies. 


BWL 


FWL 



APS 


AMPS 

FWL* 1 

t 

‘bwl 



These linkages increase agricultural 
productivity, production, value added and 
incomes of farmers. Additionally, they 
facilitate reaping full scale and scope 
economies by RFIs. 

Some $ugge.stions to improve the multiple 
and diversified operations now follow. In 
the case 'of PACS three recommendations 
are made. One, PACS should be equipped 
with appropriate infrastructure for mobilising 
deposits and for storing inputs and consumer 
goods. Two. DCCBs should promote cash 
credit f«:ility to PACS to enable them to 
undertake non-credit operations like inputs 
and consumer goods sales. Such credit is 


beneficial to the PACS. their members and 
DCCBs alike [see Desai and Namboodiri 
l99Sb]. And three, DCCBs may give a part 
(say, one-third) of the ’kind’ component of 
crop loans to PACS as inputs distribution 
credit. This would enable the PACS not to 
borrow twice for one and the same purpose, 
i e, once to make the crop-loans in ‘kind’, 
and another for buying inputs to supply 
against this component. This in turn would 
save their interest costs, enlarge their 
borrowing capacity and improve viability, 
it would also lead to adequate and timely 
availability of inputs to their members. 
Moreover, it would be consistent with RBI's 
policy of transferring funds sanctioned for 
'kind' component to input suppliers. This 
financial innovation would require both 
PACS and DCCBs to maintain two books 
of accounts, namely, one for crop-loans in 
'kind' and 'cash', and another for inputs 
distribution credit. Since the former already 
exists only the latter is required. In the case 
of CLDBs, we recommend that they should 
also be permitted to make 'indirect' rural 
credit of medium to long-term duration for 
commercial infrastructure for farm input 
dealers and agro-marketing and processing 
enterprises. Our earlier suggestion on 
enhancing and diversifying their funds would 
enable them to undertake this type of loan 
business. 

As regards NCBs and RRBs wc make four 
recommendations. One, these banks may 
fully exploit the earlier mentioned innovative 
policy of 'indirect' rural credit. And for this 
they may be provided refinance and/or 


temporary credit accommodation as they 
seem to have liinds shortage at the time when 
demand for credit from APS, AIS and AMPS 
emerges. Two, theirbranch level loan targets 
should also include these types of rural credit 
as a part of district and service area credit 
plans. This would be consistent with ACRC’s 
recommendation to estimate credit demand 
for all the three .sub-systems mentioned 
earlier. Three, these banks may innovate in 
deposit schemes by considering credit linked 
deposits under which the depositors are 
assured of term loans once they accumulate 
required margin money in their deposit 
accounts. They may also organise fixed 
deposits for as short a duration as 7 or IS 
days with commensurate lower interest rates. 
China has .successfully implemented such 
schemes with as low an interest rate as I to 
2 per cent. Both these deposit .schemes arc 
highly suitable to short, .seasonal and small 
surpluses .so characteristic of agriculture. 
Even PACS may utilise such deposit 
schemes. And four, both NCBs and RRBs 
may innovateinorganisingtechnical services 
on a peripatetic basis for a groupof branches. 
Co.sts incurred for this may he viewed as 
investments which would have implicit 
returns in the form of better loan recoveries 
and customer relationship. 

CamCAI. PROBI.EMS OF RFIs 

Three highly serious problems of RFIs 
are: 

(1) High and persistent loan delinquency 
(see Table 5). 


Table 5 DF.UNOtJFEiCY Rates' ok RFIs Loan.s io AuKirirLTUKAi. Pbodiktion Sub-.svstim (APS) 

iPercetUage) 


RFIs 


Years 




1961-62 

1968-69 

1978-79 

1989-90 

PACS 

25.87 

31.95 

.39.88 

45.21 

(35.46)* 

CLDBs 

na 

13.24 

41..53 

. 56.31 
(36.00)* 

NCBs 

na 

na 

48.80 

42.80* 

(ditto)* 

RRBs 

na 

na 

48.00 

51 00* 
(48 00)* 


N<):es: na not applicable. 

1 This IS measured a.<> a per cent of loon overdue to demand, i e, loan due for recovery 

2 Lowest achieved during 1980-81 to 1985-86. 

* Refers to 1985-86. 

Source: NABARDand RBI. Various Issues and RBI (1989). 


Table 6. Regional Variation in AP.S Loan Deunquancy Rates of RFIs, 1985-86 

tPercrnIttge) 


RFIs 

Northern 

Southern 

North 

Eastern 

Eastern 

Central 

Western 

PACS 

30.3 

36.0 

84.0 

57 0 

5.3 0 

42.0 

CLDBs 

44.7 

41.4 

72.9 

32.7 

.33.7 

55.1 

NCBs 

38.7 

.39.3 

64.0 

57.0 

47.0 

49.6 

RRBs 

53.0 

42.0 

60.0 

60.0 

53.0 

52 0 


Soune: RBI (1989b) 
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(2) Politicisation and over-bureaucrati- 
sation, and 

(3) Low resource efficiency. 

These problem.s have led to low viability of 
RFIs. Indeed, the earlier findings on scale 
economies precisely suggest this. Even the 
first two problems imply that these 
institutions have low eftlciency. All the three 
problems are the symptoms of the causes 
underlying high loan delinquency. 

Loan delinquencies are associated with 
factors that are both internal and external to 
RRs. Recent loan waiver scheme of the GO! 
culminated into cumulative indiscipliiw of 
borrowers that giA induced from earlier such 
schemes of some of the state governments. 
This has even led to lenders indiscipline. But 
recently NABARD rightly discontinued its 
credit line to some of the state governments 
that announced loan and interest waivers. 
This probably emerged from a recent 
consensus on undesirability of such waivers 
for RFIs. Indeed, we recommend a 
moratorium on loan and interest waivers. 
This would be easier to achieve if RFIs 
overcome their deficiencies. 

Their deficiencies are of two types. One 
of these is that they rarely make u.se of well 
deEned policy of rescheduling loans when 
delinquency is associated with drought, 
floods and such other natural calamities. 
They also infrequently charge penal interest 
rate to delinquent borrowers. Another 
deficiency relates to their inadequacies in 
borrower selection, making adequate and 
timely loans including for working capital 
purpose and providing and/or organising 
technical .services and backward and forward 
linkages especially for complementary 
inputs. We contend that much of these 
inadequacies can be overcome by 
implementing the recommendations 
discussed in the preceding sections. Before 
we conclude we make three observations 
that are germane to the healthy growth of 
RRs. 

One, these institutions should continuously 
strive for credit dispensation that embodies 
new technology. This is because loan 
delinquencies are significantly lower for crop 
loans and in areas with rapid and broad 
based technological change as in northern 
and southern India (see Table 6). Two. 
recently RRBs which have been rightly 
permitted to make 60 per cent of their new 
loans to the non-poor would enable them to 
make loans at higher interest rates that was 
totally prohibited to them. This would 
, facilitate these banks to strike better balance 
between their commercial and social 
objectives. But this share of loan portfolio 
for the non-poor should be gradually and in 
phases be reduced to 40 per cent to retain 
their pro-pour orientation. Similarly, these 
banks should be completely autonomous 
frcmi their sponsor NCBs over a period of 


3 to 5 years to grow on their own and to 
be truly gramin banks. And three, once those 
FACS show consistently better performance 
in loan recovery, profitability and multi¬ 
purpose operations, IXXBsinay amalgamate 
their branches with these PACS to create 
their rural co-operative banks. These banks 
.should undertake financial operations and 
the PACS merged with them should function 
as their branches, input depots, and consumer 
goods stores serving the same villages they 
served before. Those depositors of the 
er^while branches of DCCBs who are not 
members and equity holders should be 
requested to become so on same terms and 
conditions which are applied to the members 
of the merged PACS. These types of banks 
may draw relevant lessons from the successful 
Farmers Service Co-operative Banks in 
Kerala [see Desai and Namboodiri 1993, 
199Sa]. Such banks may be even created 
from those PACS and branches of DCCBs 
which have already shown sound 
performance. 

CoNO-UDiNO Observations 

Rural financial institutions have been 
developed as an institutional change to wean 
away farmers from moneylenders and to 
spur unconvenbonal int^radon of huge rural 
financial market with the restofthc economy. 
This has bean done over decades through 
appropriate changes in price and non-price 
policies. These have resulted in some 
significant accom{dishments related to their 
both financial and developmental objectives. 
They must be capitalised fiiTtherto accelerate 
RRs achievements. 


j-^ 

Q 

Among the various reasons that may have 
prompted different restructuring proposals, 
the reason of improving financial viability 
of RFIs is most convincing. But these 
proposals seem to merely linker with their 
macro structure to create monolithic 
institutions and/or deal with problems by 
fragmenting them rather than synthesisation 
inherent in financial intermediation for 
agricultural development. Indeed, present 
concerns of non-viability are based on an 
inappropriate approach to understanding 
and assessing viability. They are also 
based on misconceived perception ot this 
viability. 

More appropriate approach of studying 
scale and scope economics in various costs 
reveals that all four RFIs can improve 
viability by accelerating their resource 
productivities. Appropnate macro and micro 
non-interest rate policies are the cornerstone 
of RFIs restructuring proposed by us. Tliey 
emphasise harmonious development of their 
flnancial resources, and human capital for 
generating high quality loan and non-loan 
assets for land'and labour augmenting new 
technologies for agricultural development. 
Neither the upward revision in lending rates 
nor their deregulation nor the restructuring 
of the type considered is warranted. 

What is proposed has underneath a past 
leadership role of RBl/NABARD in ckster- 
mining interest rates for rural credit. It has 
also underneath a mission of decentralised 
institutional development related financial 
and organisational innovations. Its vision is 
diversified, multiple and joint-products 
oriented rural banking, that is autonomous 
but accountable. And it has a potential to 
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make RHs more viable and agricultural and 
rural growth-oriented. 

Any policy analysis of RFls for their 
restructuring must be concerned but not 
panic-driven, constructively critical but not 
misperceived, ambitious Imt not euphoric, 
visionary but not utopian, and objective 
without being influenced by extraneous 
opinions. We submit this is what we have 
attempted. 

Annex 1: Definition of Scale Economies 
AND Its Graphical Presentation 

Scale economies is defined as propor¬ 
tionate change in one variable say cost (C) 
in response to proportionate change in 
another variable say output (Q). In other 
words, it is an elasticity of C with respect 
to Q, i e. 


— /— , in other words, it is 

dQ 0 

Marginal Cost (MC) / Average Cost (AC) 

When thiselasticityis less than 1 itsuggests 
prevalence of scale economies. But if this 
elasticity is I, it represents constant returns 
to scale, while if it is greater than I it 
suggests scale diseconomies. When this scale 
economy parameter (SP) is less than I, 
average cost is declining. And when it is 
greater than 1 average cost is increasing, 
while if it is equal to I average cost is 
constant. This is evident from Figure 2. 
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BALANCE SHEET OF INDIAN BRANCHES AS 
AT3IST MARCH 1996 


(Rs. in thousands) 


Schedule 

As on 
31.03.96 

As on 
31.03.95 

CAPITAL AIW LIABILITIES 



Capital 

1 

2,000 

2.000 

Reserves and Surplus 

2 

2,523.431 

1,671,535 

Deposits 

3 

13,428.205 

11,194.836 

Borrowings 

4 

108.433 

363.927 

Other Liabilities and 
Provisions 

5 

3.066.330 

2,275.007 

TOTAL 


19,128.399 

15.507,305 

ASSETS 




Cakhvjuid balances with 
Reserve Bank of India 

6 

1,456,160 

797,777 

Balances with banks and 
money at call and 
short notice 

7 

939,955 

140,447 

Investments 

8 

3.505,803 

3,753,589 

Advances 

9 

11,412,193 

9.329,033 

Fixed Assets 

10 

962.909 

797,903 

Other Assets 

11 

851,379 

688.556 

TOTAL 


19,128.399 

15,507,305 

Contingent Liabilities 

12 

i 

1 

134,666,904 

145,147.093 

Bills for Collections 


1,170,909 

1,762,826 


PROFIT AND LOSS ACCOUNT OF 
INDIAN BRANCHES FOR THE YEAR 
ENDED 3IST MARCH 1996 


(Rs. in thousands) 


Schedule 


I. INCOME 

Interest earned 13 

Other Income 14 

TOTAL 

II. EXPENDITURE 

Interest exjiended 15 

Operating expenses 16 

Provisions and 
contingencies 

lOTAL 

IIL PROFIT 

Net Profit for the year 
Profit brought forward 

TOTAL 

IV. APPROPRIATIONS 

Transfer to statutory 
reserves 

Transfer to Capital Reserve 
Transfer to Tax Reserve 
Transfer to Head Office 
Account 

Balance carried over to 
Balance Sheet 

Notes forming pi^rt of accounts 17 
TOTAL 


Year ended 
31.03.96 


227,238 

90,.58l 


45.458 

90,000 

90,581 

91.780 


Year ended 
31.03 95 


2,230.712 1.531,749 

742,145 325,967 

2.972,857 1,857,716 


1,290,612 818.962 

718,958 485,184 

736,049 437,307 

2,745.619 1,741,453 


116,263 

172,691 


317,819 288,9.54 


23.263 

2,419 


172,691 

90.581 


317.819 288,954 


As per report of even date 

For VAISH & A.SSOCIATES 
C^hartered Accountants 

Sd/- 

BOMIF. DARUWALA 

Partner 

For Deutsche Bank A.G. 

Indian Branches 

Sd/- 

Sd/- 

Sd/- 


H. SINGH 

V. DESAI 

R. PRABHU 

Mumbai: 18th July, 1996 

Chief Executive Officer—India 

Head-Tax and External Audit 

Controller-Mumbai Branch 
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(Rs in thousands) 


As on As on 

31 03 96 31 03 95 


Schedule 1—Capital 

(A) Face value of secunties 
deposited with the Reserve 
of India under sub¬ 
section (2) of Section 11 of the 


Banking Regulation Act, 1949 

132,000 

113,600 

Amount brought into India 



by way of start-up capital 

2,000 

2,000 

TOTAL 

2,000 

2,000 


Schedule 2—Reserves and Surplus 
I Statutory Reserves 
(Reserve under 
Sec lI(2KbKu)of 
Banking Regul^on 
Act. 1949) 

(i) Opening Balance 

(ii) Additions dunng the year 

li Capital Reserves 

(i) Opening Balance 

(ii) Additions dunng the year 

III Tax Reserves 

(i) Opening Balance 
(II) Additions dunng the year 

IV Revoiile and Other Reserves 
Head ofilice Reserve (See note 3) 
(i) Opening Balance 

(u) Additions dunng the year 


IV Balance of Profit 
TOTAL 

Schedule 3—Deposits 
A 1 Denund Deposits 
(i) Front Batdes 
(u) FromOtheis 
II Savings Bank Deposits * 
HI Term Deposits 

(i) From Banks 

(ii) From Others 

TOTAL 

B Deposits of bnnehes m India 


120,030 

45,458 


165,488 


96,767 

23,26 3 

120,030 


2,173,690 


91,780 


957,653 

500.798 


1,458,451 


90,581 


2,523,431 1.671,535 


77.657 214,193 

3.176,717 2,096,025 
509,444 380,350 

2.483.750 3,689,364 
7,180,637 4,814,902 


13,428,205 11,194,836 


11,194,836 





Schedule 4—Borrowings 

I Borrowings in India 

(i) Reserve Bank of India 

(ii) Other banks 

(ill) Other institutions and 
agencies 

II Borrowings outside India 

TOTAL 

III Secured borrowings 
incinded tdf and II 
above—Nil 

Schedule 5—Other Liabilities 
and Provisions 

I Bills Payable 

II Inter-office adjustments 

(a) in India (net) 

(b) outside India (net) 

III Interest accrued 

IV Others (including provisions) 

TOTAL 


(Rs in thousands) 


As on As on 

310396 310395 


8,500 295.100 

3,405 751 

76,675 

19,853 68,076 


108,433 363,927 


1,318.300 187,921 

3,464 

1,164,425 I.769!o38 

192,191 135.270 

391.414 179J14 


3,066330 2,275,007 



Schedule 6—Cash and 

Balances with Reserve 

Bank of India 

I Cash in hand 

12,033 

6,205 

II Balances with Reserve 

Bank of India 
- In Current Account 

1,444,127 

791372 

TOTAL 

1,456,160 

797,777 

Schedule 7—Balances with Banks 
and Money at Call and Short Notice 

I In India 

(i) Balances with banks in India 
In Current Accounts 

928320 

J17334 

(if) Money at call and short 
notice 

With banks 



TOTAL 

928320 

117.834 

11 Outside India 

In Currertt Accounts 

11,435 

22,613 


11.435 

t 22.613 

•IOTA4 

939,955 

140,447 
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Deutsche Bank AG 



(Incorporated in Germany with Limited l^iabilily) 


SCHEDUIJiS FORMING PART OF THE BAIANCE SHEET AS ON JIST MA RCH I9V6 


(Rs. in thousands) 



1 A.S on 

As on 


31 03.96 

31 03.95 

Schedule 8 —Investments 

1 Investments in India 



(i) Government Securities 

3^685 

3.251.099 

(ii) Other approved securities 

316 

9,870 


3,205,001 

3,260.969 

(Market value 

TRs. 3,238,992 
(31st March 1995 

TRs. 3,397,758)) 



(lii) Shares 

12.919 

361 

(iv) Debentures and Bonds 

(v) Investments rn associated 

284,883 

400.201 

company 

3.000 

3,000 

(vi) Others 

1 



Commercial paper 

- 

89,058 

TOTAL 

3.505.803 

3.753,589 

Schedule 9—A ivances 

A. (i) Bills purchased and 



di,scounted* 

2.035,821 

1.402,746 

(ii) Cash credits, overdrafts 



and loans repayable on 
demand 

7,098.270 

5,822,054 

(iii) Term lo^uis 

2.278,102 

2,104,233 

TOTAL 

11,412,193 

9,329,033 

B. (i) Secured by tangible assets* 

9.063,327 

6,424,581 

(ii) Covered by Bank/ 



Government guarantees 

623,632 

288,781 

(iii) Unsecured 

1,725.234 

2,615,67) 

*(lncludes loans 31st March 1996 

11,412,193 

9.329,033 



TRs. 819,291 (31st Match 1995 

TRs..390,499) in respect of which 

security is pending creations) 

C. I. Advances in India 



0) Phority Sectors 

3.149,500 

2.990.500 

(ii) Public Sector 

1 


(iii) Banks. 

- 


(iv) Others 

8,262,693 

6,338,533 


ri,4l2.l93 

9,329^33 



•■W — - • -M- 



iRs in thou.sands) 


A.S on 

As on 


.1103.96 

31 03 95 

Schedule 10—Fixed A.ssels 



1. Premises 



(i) At cost as at 31 St March* 

700,391 

215,617 

(ii) Additions during the year** 

146,622 

484.774 

(iii) Deductions during the year 

- 

- 

(iv) Depreciation to date 

(33.629) 

(14,519) 

*(Includes capital work in 

8I3,.384 

685,872 

progress TRs. 100,007 

- - 

-- 

(31st March 1995 TRs. 176.022)) 
**(lncludes capital work in 
progress TRs. 5.628 
(31st March 1995 TRs. 100,007)) 
11. Other Fixed As.scis 



(i) At cost as at 31 st March* 

313,040 

124,789 

Oi) Additions dunng the year** 

94,271 

100,240 

(iii) Deductions dunng the year 

(3,310) 

(22,041) 

(iv) Depreciation to date 

(154,476) 

(90,957) 

*(lncludes capital work in 

149,525 

—TTOT 

progress TRs. 5,395 

-- __ 

-- - 

(31st March 1995 TRs. 18,642)) 

962,909 

797,903 

**(lncludes capital work in 

progress) TRs. ^143 

(31st March 1995 TRs. 5.395)) 

Sdiedule 11—Other Assets 

.. .. 


I. Interest accrued 

158,508 

194,497 

11. Tax paid in advance/tax 



deducted at source 

233,473 

■208,195 

111. Stationery and stamps 

3,849 

594 

IV. Others 

438,018 

285.270 

V. Inter branch 



(a) in India (net) 

17,531 

_ 

(b) outside India (net) 

- 

- 

TOTAL 

851,379 

688,556 

Schedule 12—C^tingent Liabilities 



1. Liability on account of outstand- 



(ng forward exchange contracts 

98,977,579 

126,971,579 

II. Guarantees given on behalf 
of constituents 



(a) In India 

18,630,972 

4,42Z927 

(b) Outside India - 

2,932 807 

1.374.406 

III. Acceptances, endorsements 



and other obligations 

13.216,421 

11.805.602 

IV. (3ther items for which the 
bank is contingently liable 
(a) Capital commitment for 



contracts pending execution 

5,092 

14,980 

(b) Tax demands* 

484,299 

100.940 

(c) Others 

418.734 

45^659 

TOTAL 

134,666,904 

145.147,093 

* relates to Assessment year 1983-84 to 1993-94 against which the 

bank is in appeal and expects to succeed. A tax re.serve ol 

TRs. 90,000 has been created Idr this purpose 



atJttiL...*, 
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Deutsche Bank AG 

(Incorporated in Gemuny with Limited Liability) 


SCHEDULES FORMING PART OF THE PROFIT AND LOSS ACCOUNT FOR THE 

YEAR $NDED 31ST MARCH 1996 

(Rs. in thousands) 

(Rs. in thousands) 


Year Ended 

Year Ended 


Year Ended 

Year Ended 


31.03.% 

31.03.95 


31.03,% 

31.03.95 

Schedule 13—•Interest Earned 



b 

Schedule IS —Interest 






Expended 



1. Intercst/discount on 



1. Intetesi on deposits 

699,384 

461,97.3 

advances/bills 

1,641,473 

897,144 

II. Interest on Reserve Bank of 



II. Income on investments 

487,083 

624,005" 

India/inter-bank borrowings 

386,827 


III. Interest on balances 



III. Others 

204,401 


with Reserve Bank of 






India and other intcr-bank 



TOTAL 

1,290,612 

K 18.962 

funds 

99,040 

8,333 




IV. Others 

3.116 

2,267 

Schedule 16—Other Operating 




— 


Expenses 



TOTAL 

2,230,712 


1. Payments to and provisions 






for employees 

1169.555 





II. Rent, taxes and lighting 

33,590 





Ijl. Printing and stationery 

10,295 


Schedule 14 —Other Income 



IV. Advcitisement and publicity 

6,823 





V. Depreciation on bank’s prop^ 

82.711 

55.401 

I. Commission, exchange 



VI. Directors’ fees, allowances 



and brokerage 

396.196 

195,868 

and expenses 

774 

.371 

II. Net profit (net loss) on sale 



VII. Auditors’ fees and expenses 



of investments 

(33,552) 

(9.719) 

(including branch auditors' 



III. Net profit on sale of land. 



fees and expenses) 

328 

160 

buiWngs and other assets 

484 

48 

VIII. Law charges 

241 

126 

IV. Net proht on exchange 



IX. Postages, Telegrams, 



transactions 

3.76,204 

138,850 

Telephones, etc. 

20,889 

15,227 

V. Income earned by way of 



X. Repairs and maintenance 

37,529 

28,777 

dividends Me. from 



XI. Insurance 

9,803 

5.749 

subsidiaries, companies. 



XII. Other expenditure 

346,420 

227.405 

joint ventures .set-up 



(Includes 1995-% TRs. 291,142 



abroad/in India 


- 

(1994-95 TRs. 181,90]) being 



VI. Miscellaneous income 

2,814 

920 

Head Office expenses) 



TpTAL 

742,146 

325,967 

TOTAL 

718.958 

48.5,184 


^_ 





Schfdule 17: Notes Forming Part of die Accounts for die Year Ended 31st Mardh, 1996 


I. Ptindpal Accounting Policies: 






A. Accounting Conventions: 






These accounts have been prepared according to the histoiicid cost convention and in accordance with statutory requirements prescribed 

uhder the Banking Regulations. Act, 1949 and practices prevailing in theceuntry. 



B. Transactions involving Pdreign Exchange: 





1. Pbietgn currency assets and liabilities are translated on the Balance Sheet date at tlie rates notified by FEDAI, except Foreign Currency Non- 

Resident Account balances (A) scheme which are valued at the relevant rates specified by the Reserve Bank of India. 


2. Contingent liabilities on account of outstanding foreign exchange contracts translated have been repoiied at the contracted rates. 

3. Profit and Loss on revaluation of outstanding foreign exchange contracts translated on the Balance Sheet date at the rates nodfied by FEDAI 

have bden included in the Profit and Loss Account. 




C. Investments: 






In accordance with the guidelines issued by Reserve Bank of India, the investments of the Bank are classified into "Permanent investments” - 

which are intended to be held up to the date of maturity and “Citrieni invesiments’’ - which are not intended to be held up to the date of maturity 

and are generally intended tobe traded in. Permanent Investments are valued at cost unless it is more than the face value, in which ease the premium 

is amoitised over the period rematning for the maiuniy of the security. Profit (net of tax) on sale or redemption of Permanent Investments is 

transfened to Capital Reserve whereas los.s on sale or redemption of Pennaneni Investimm is charged to revenue. In respect of Current 
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Invesimcnis other than Timury BilU and Commercial Paper the some are valued at cost or market value which ever is lower, the 
depreciation if any on levaluation is charged to revenue In case of mter change ol investments from current to permanent, pnor 
authonsation of the I ocal Advisory Board is obtained and depreciation if any resulting from valuation based on lower of maiket value or 
cost IS fully provided for Treasury bills and commeicial papers have been valued at carrying cost 

The market value of Current Investments is worked out by means of appropnate capitalisation of yield method os recommended by the 
Reserve Bonk of India 
D Advances 

1 Provision for doubtful advances The Management reviews the advagees ponfolio each year in addition to periodic reviews and baaed on 
their judgement sets aside specific provision for doubtful advances The provisions made duly consider the piovisionnig nomis UMiucled by 
Reserve Bank of India The provi<uon for doubtful advances is made to the satisfactton of the auditon afitCT considenng present value irf 
realisable secunlv held by the Bank in respect of such advances 

2 Advances are stated net of bills of exchan^ rediscounted and specific provision in respect of doubtful debts 
E Premises, Puniitare and Fixtures, etc 

Premises Furniture and Fixtures including vehicles and equipment have been valued at cost less depreciation Depreciation has beenprovuted 
on straight Ime method at the rates specified by Head Office which are higher than the rates prescribed under Schedule XIV to the Companies 
Act, I9S6 Lease Premia is being amortised over the lease period expected to be extended Depicciation is provided from the year in which 
the asset IS put to Depreciationonbuildingis provided fromiheday it isputiouseandincascofoiberassets pro ratadeprecution on addition 
IS provided os per Head Office guidelmes in the year it is put to use No depreciaiton is provided m the year of sale 
F Income Recogniboq 

i) Interest Income is recognised on accrual basis and in the case of non performing ads ances the same isrecognued on recovery and settlement 

II) Commission and fees are treated on accrual basis except commission on Letters of Credit and Guarantees which is accounted as income 
on cosh basis 

C Staff Benefits 

Lwbilities in respect of retual benefits to employees are provided for by payment'! to duly recognised Gratuity Fund Pension Fund and Provident 
Fund and are determined on the basis ot octuanai valuation 
H Net Profit 

The net profit disclosed in the profit and loss at count is after 

i) Provision far taxes on uicome in aceordance with statutory requirements 

ii) Prevision for doubtful advances 

III) Ad)usiitients so as to value trade investments at lowei ol cost and market value 

IV) Other usual and necessary provisions 
Lease Premium Amorusation 

The Bank has two prenuscsfmcluding one acquired dunng the year 1994 93) on land leased from Bombay MumcipalCoiponbon Baaed onicgal 
opinion and correspondence with the State Government regarding the general policy of renewal of such leage. the Management is of the opuiioo 
that the kasr would normally be extended Hence thesumofRs 420033,Sfil paid to acquire the leare rights his been amortised on the bnsu of 
the lease period expected to be extended instead of residual contracted lease p«iod Consequently, a sum of Rs 11,S10,485 has been smoitiied 
duting the year If the amount had been amortised based on residual contracted lease penod the charge to the Profit and Loss Account forthe year 
would have been Rs (>4 935 640 and profit for the year lower by Rs 53 44S 133 
Head Office Reserve Account 

Head Office Reserve Account represents funds remitted by Head Office and a portion of approved remittaUe surplus for an earlier year retained 
by the Bank, to meet the cost of acquisition of residential and Bank premises at Mumbai and to meet capital adequacy norms as per the Reserve 
Bulk of India's guidelines 
Capital Adequacy Ratio 

The Capital AdequacyRatiooftheBankasal March 31 1996 as computed under guidelines of the Reserve Bankofindiavide Circular ref OBOD 
No BP BC I I7f2l 01 002 92 doted 22 04 92 and as amended sub>equently is 8 49% 

Regrouping 

The previous year « figures have been regrouped/rearranged wherever necessary 


Sd/ 

H SINGH 

Chref Executive Otficer-India 


Sd/ 

V DESAI 

Head-Tax and External Audit 


Sd/ 

R PRABHU 

Controlter-Mumbu Branch 


Per our attached report 
ForVAlSH & ASSOCIATES 
Chaiteied Accountants 

Sd/- 

BOMIF DARUWALA 
Partner 


Mumbu 18th July, 1996 


-Okjasr-sru, 
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Deutsche Bank AG 



(Incorporated in Germany mth Limited Liability) 


Auditors* Report on the Accounts of the Indian Branches of DeutM.he Bank AG 

We have audited the attached Balance Sheet of the Indian Branches of Deutsche Bank AG (Incorporated in Germany with 
limited liability), as at March 31, 1996 and the Profit and Loss Account ol the Indian Branches ot the Bank for the year 
ended March 31. 1996 annexed hereto 

In accordance with the provisions of Section 29 of the Banking Regulation Act, 1949, read with the provisions of sub¬ 
sections (1), (2) and (S) of Section 211 and sub-section (5) of Section 227 oi the Companies Act, 1956, the Balance Sheet 
and Profit and Loss Account together with the notes thereon are not required to be drawn up in accordance with Schedule 
VI of the Companies Act, 1956 The accounts are therefore drawn up m conformity with Fornts 'A' and 'B' ol the Third 
Schedule of the Banking Regulation Act, 1949 

We report that 

Profit and Loss on revaluation of outstanding foreign exchange contracts at the rates specified by PEDAI on the Balance 
Sheet dale have been included in the Profit and Loss Account, as per Accounting Policy I B of Schedule 17 This Policy 
IS in accordance with FEDAI guidelines approved by Reserve Bank ot India and reiterated vide its circular dated June 
S. 1996 However the same is not in accordance with the Accounting Standard 11 of the Institute of Chartered Accountants 
of India, impact of which is not ascertained 

Subject to the above 

1 We have obtained all the information and explanations which in our opinion and to the best of our knowledge and 
belief, were necessary for the purpose of audit and have found them to be satisfactory, 

2 the transactions which have come to our notice have been, in our opinion, within the powers of the Indian Branches 
of die Bank. 

3 in our opinion, proper books of accounts as required by law have been kept by the Indian Branches of the Bank so 
far as appears from our examination of those books 

4 in our opimon, and to the best of our infoi matron and according to the explanations given to us the accounts read togedier 
with the notes thereon, give the information required by the Companies Act, 1956 in the manner so icquired for the 
Banking Companies and on such basis, the Balance Sh^t give a ti c and fair view of the stale of attaiis of the Indian 
Branches of the Bank as on March 31, 1996 and the Profit and Loss Account of the profit ot the Indian Branches of 
the Bank for the year ended on that date 


Foi VAISH & ASSOCIATES 
Chartered Accountants 

Sd/- 

'’OMI F DARUWALA 

Mumbai I8th July. 1996 Partner 
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Social Security for Workers in Unorganised Sector 

Experience of Kerala 

S Mohanan PUlai 

In recent years the Kerala government has initiated several measures to provide social security to workers in a 
wide range of activities in the unorganised sector. Welfare funds have been created and are administered by tripartite 
statutory welfare boards. This article examines the functioning of one of the oldest fund schemes, the Kerala Headload 
Workers Welfare Scheme. 


I 

Introductiuii 

SOCIAL security schemes are tnlended to 
provide a minimum living to people unable 
to earn due to invalidity, unemployment and 
old age. These measures serve as effective 
tools to alleviate poverty and destitution. 
However, many social security .schemes 
whether in the advanced economics or in the 
third world countries, are mainly meant for 
employees in the formal (organised) sector. 
Workers in the informal (unnrgani.sed) sector, 
on the other hand, are deprived of such 
benefits. In the backward economies, the 
formal sector constitutes only a small segment 
of the working population while the majority 
belong to the unorganised sector. Workers 
in the unorgani.scd sector, more particularly 
the casual workers arc, however, more likely 
to be poor and destitute due to the irregular 
nature of employment and unsustainable 
income. In such a situation, protective social 
security to a minority in the formal .sector, 
would not only widen but also reinforce 
inequalities (Midgley 1984] Further, in the 
backward economics, the much trumpeted 
‘trickle down' argument seems to have 
limited relevance due to the existence of 
wide inequality in the distribution of income 
and wealth. Experience has also shown that 
growth alone is insufficient to eradicate 
poverty, and that it must be accompanied 
by equitable distribution of income and 
wealth through state intervention. This being 
the case, as widely advocated, the extension 
of formal social .security to the weaker section 
of the .society could .serve as a suitable 
alternative measure of poverty alleviation in 
the backward economics (sec Ahmad et al 
(ed). 1991). This study of social secuiity 
measures for the unorganised sector is .set 
against this backdrop. 

The ‘unorganised’ sector, in the context 
of a labour surplus developing country, 
refers to the traditional segments either in 
the rural or urban sectors ol the economy. 
In the rural sector, the unorganised .sector 
workforce mainly compri.scs landless 
labourers, small and marginal tarmers, share 
croppers, rural artisans, forest labourers 
and fishermen, while in the urban sector 
it consist of manual labourers like con¬ 
struction workers, head-load workers, wage 


labourers employed in manufacturing, trade, 
transport, communication, service and self- 
employed like street vendors, hawkers, etc. 
Definitional problems arising largely from 
the amorphous character of the activities of 
this sector and statistical inadequacy, 
however, make it difficult to capture a macro 
picture of the labour force. Nevertheless, the 
available statistics indicate that the 
unorganised sector contributes more than 64 
per cent to the national income in terms of 
value added jCSO 1992]. The major part of 
the labour force in the unorganised sector 
is engaged in the primary sector followed 
by services and secondary sectors.' 

The need for social security for the 
unorganised sector is justified essentially on 
grounds of equity and social justice. As 
research studies ha veshown. the unorganised 
sector is characterised by irregular 
employment, unstable income, prevalence 
of piece wage rates and absence of any legal 
protection in regard to income, employment 
and health and safety measures.' Asobserved 
in the Draft Seventh Plan, in the absence of 
any legal protection like Contract Labour 
(Regulation and Abolition) Act (1970); 
Minimum Wages Act (1948) and Inicr-Statc 
Migrant Workmen (Regulation of 
Employment and Conditions of Service) Act 
(1979), workers in ihe unorganised .sector 
suffer large scale exploitation in terms of 
hours of work as well as wages. A majority 
of the casual workers in this .sector receive 
wages below the legal minimum living 
always at a subsistence level,’ Further, since 
the casual workers in the unorganised sector 
are illiterate and relatively less skilled, there 
IS hardly any scope for them to achieve 
‘vertical mobility’ on the occupational ladder 
(Doeringcr and Poire 1980]. 

The introduction of formal social security 
lor the mas.ses in the unorganised sector is, 
however, constrained by many a factors like 
irregularity of employment and income, 
absence of a permanent employee-employer 
relationship cid above all, the poor resource 
ba.se of the backward economies. It is in 
this respect that the experience ot Kerala 
is wor'h studying. In recent years, the Kerala 
government has initiated some measures to 
provide social sccunty to workers in a wide 
range of activities in the unorganised sector. 
Tlie ta,sk is accomplished by constituting 


welfare funds which are administered by the 
tripartite statutory welfare boards. This study 
is an empirical verification of the 
effectiveness of these welfare fund schemes 
in providing .social security to the casual 
workers in the unorganised sector through 
a ca.se study of one of the oldest welfare fund 
schemes, namely, the Kerala Headload 
Workers Welfare Scheme. 

In Kerala the basic development issue is 
that although the state stands as a model to 
other developing regions in the matter ot 
social advancement, a sizeable population, 
particularly (hose in the unorganised .sector, 
lack access to the fruits of the development 
process, the typical developmental problem' 
faced by backward ccononncs. Because of 
their poor economic conditions, the real 
benefits of government expenditure on 
education and medical care inevitably bypass 
the very poor.'* However, in the Keral.i 
context, though these workers in the 
unorganised sector are economically quite 
weak, they are politically well organised 
and arc also aware of their rights. Their 
political consciou-sness amidst economic 
deprivation often leads to siH'ial tensions 
through an articulation of then demands. 
The economic and social protection to 
weaker .sections became inevitable not only 
from the point of equity and economic 
justice but aLso as a political compulsion. 
This may perhaps be the reason that 
successive governments in Kerala have for¬ 
mulated various schemes of social security 
and welfare measures for the unorganised 
workfoice. The welfare fund schemes 
introduced for the workers in the unorganised 
.sector are the latest addition to the list of 
social welfare measures in the state. 

II 

Headload Labour Market 

The headload labour market is a 
manifestation of the dual labour market set 
up of a backward economy. As defined by 
the Kerala Hcadload Workers Act (1978), 
a headload worker is a 

person engaged directly or through a 
contractor in or for an establishment, whether 
for wages or not. for loading or unloading 
or carrying on head or person or a trolley 
any article or articles into or from a vehicle 
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or any place in such esiablishinem and 
includes any person not employed by any 
employer or contractor but engaged in the 
loading or unloading or carrying on head 
or person or in a trolley any article or articles 
foi wages 

Nevertheless, a large number of the workers 
are self-employed either in rural or in the 
urban market centres Because of the casual 
nature ot employment, these workers very 
often do not have a permanent employer 
The growth ot headload workers in Kerala 
was very rapid Though there is no clear 
statistical evidence, earlier studies indicate 
that the 1960s and 1970s witnessed a 
phenomenal increase in that numbers [Vijay 
Sankar 1984 and Vijay Kumar 1984] The 
secular stagnation in the agricultural sector 
and the resultant large-scale displacement ot 
rural labour and chronic unemployment and 
underemployment have triggered the growth 
ol headload labour force in the state Added 
to this the rapid growth ol tertiary sector 
especially trade and commercial activities 
and the fast spread ol urbanisation piovided 
moie avenues toi this sort of unskilled 
employment According to an estimate by 
the Hcadload Workers Welfare Board, the 
loial number ot headload workers in the state 
I or ICS to over two lakhs T hey aie classified 
into attached, ‘unattached and scattered 
workers The attached workers ate those 
who are regularly and picrmanently engaged 
by an employer exclusively tor his 
establishment The workeis who arc 
employed by more than one employer aie 
classified as unattached woikers The 
scattered groups are those who arc primarily 
self employed at bus stations, village centres 
and in the forest areas Among these groups, 
majonty ot the workers belong to the sc altered 
category (70 percent) followed by unattached 
(7‘i percent) and the attached are insignitic ant 
(5 pei cent) 

SOCIM AND&ONOMlcCHARArrLRISniS 

1 iterature on the socio-economic profile 
ot headload labour workers is scanty except 
a lew micro level studies As part ol our 
empirical study, we conducted a sample 
survey on a selected number of hcadload 
workers who come under the welt arc scheme 
The sample selected was the Ernakulam 
urban centre which is the second centre to 
introduce the headload workers welfare 
scheme in the stale as tar b<ick as 1984 At 
the time ot the study, about 782 workers 
were covered under the scheme in this centre 
which IS about 17 per cent ot the total 
workers covered under the scheme 
throughout the stale Fot our study, 10 per 
cent (78 workers) of the workers were 
selected The socio-economic profile 
captured by the survey is summarised in the 
tollowing paragraphs 


At the outset, it may be noted that before 
the I ntroduction of the scheme, these work ers 
were clustered into different groups in and 
around the market centre depending upon 
the nature and type ot commodities handled 
Even after the formation ot the scheme the 
segmentation ol labour market continues 
although in a formalised way Now these 
segments aie called pools Among the 
workers, the most dominant is the attimari 
group who are doing only loading and 
unloading goods from and into motor 
vehicles The other categories arc those 
handling stationery goods, haidwares Iruits, 
vegetables, and workers engaged at godowns 
and railway goods sheds We have selected 
workers from each pool so as to gi ve adequate 
representation to diftcicnt categories of 
workers 

The survey revealed that headload workers 
are basically a migrant labour force The 
migration ol these workers is pnmanly from 
rural to urban centres influenced by pull 
as well as push' factors n'i'>clcl and Alauddin 
1992] A good number of workers had left 
their places of birth long back in their 
childhood and came to the present place ot 
residence in search ot employment Before 
venturing into hcadload work they worked 
as cleaners and tea boys in hotels lor a 
meagre income Some ol the workcis 
admitted that they had lelt then homes after 
attempting small lime thefts in their native 
places This explains the socio economic 
background from which they entered the 
labour market Although a worker enters the 
labour market at an early age (the avci ige 
age of entry into the labour market is 15 
years as revealed in the survey) he cannot 
continue in the held lor a long period on 
health ground 

Like any othei casual labourer hcadload 
woi kers are also educationally backward Ot 
the workers surveyed, about 68 per cent had 
studied cithci u|) lo primary level or below 
primary Most ot them reported dropping 
out ot primary level school at the because 
ot poverty Howei'er, a striking trend is that 
of late, there is an inflow of slightly more 
educated people into this kind of activity ' 
Though the inflow of educated people into 
the headload labour force is largely a 
manifestation of the level ot unemployment 
prevailing in the state, the relatively betlei 
wage lates enjoyed by this segment ol the 
workers among the casual labourer t could 
also be an attraction 

The absence of a permanent employer- 
employee relationship is anothci 
characteristic feature ot the unorganised 
sector The dual labour market theories 
postulate that casual labourers in the 
sec ondary market arc susceptible to frequent 
change of their employers because of the 
casual nature ol employment Nor does the 
nature ol the work induce the employers to 


employ the same workers peimancntly In 
the process it is difficult lo identity a 
permanent employer lor these woikers 'The 
behaviour ot the headioad labour market 
was found to be an extreme case ol this 
These woiLcrs specifically the unattached 
segments not merely cliange employers 
trequcntly, but m I act, woik toi more than 
one cmployci even on a single day In our 
sample, 75 per cent of the workers rc|)ortcd 
that they work lot two to eight employers 
per day 1 he remaining 25 pei i ent mainly 
engaged in loading and unloading of 
vegetables and fiuils stated that on an 
average they were working loi about 10 
employers a day 

It IS a known fact that among the casual 
wage 1 abourers headioad workers earn better 
wages (Fable I) The stiong baigaining 
strength backed by powerful trade union 
support appeal s to be the major conti ibuting 
factor loi such wage diflcrenccs relative to 
other unskilled workers Tlic introduction ol 
the Headioad Workers Act, which provides 
for minimum wages is also another 
contributing factoi Apart fiom theke 
institutional (actors the ability of the 
employer lo pay higher wages seems to be 
quite relevant in the c asc of hcadload workers, 
loi the employers (mostly merchants and 
tradeis) can pass on their burden to the 
ultimate consumers 

I he sui vey also rev ealed some disquieting 
dimension^ ol income incl wage cainings 
charactcnslicsofheac'lo id workcis Despite 
the lact that these workers earn a relatively 
larger wages among casual weirkers they are 
equally vulnerable to licquent fluctuations 
in employment and income Tlicie exists 
mat keel spatial and inter pool differences in 
the wage earnings as also wide niiclu ilions 
111 their daily wages The variation m the 
daily wages ranged between 29 pci < ent and 
68 per cent while the poolwisc wage 
differences were found to be about 49 per 

Tabu I Daii v Waoi s oi tluBSN tiNSKiiifo 
WoKMKS (hUNAKI lAM DiSrRK 1) 


Veir 

Average D iily Wages iRsi 
Unskilled Workcis 1 le iclload 


t( onslruclioii) 

Worlds 

I9XS 86 

25 8) 

T/~ 

1986 87 

29 II 

19 17 

1987 88 

11 42 

17 98 

1988 89 

1) 90 

40 81 

Non 

Daily waget ol hcadload 

woikers arc 


worked uui Ouin ihc iiionllily wage data 
nblained from Ihc wdran boaid Ihc 
average monthly wage of i worker is 
divided by thr averagi nuinliei ot days 
ot employ meni in a month which comes 
lo ibuui2()da)s 

Sow/cei (I) Hanil Himk of hihimi Si«iic/o i </ 
Kirata 11 >89) Ihrccloi ili ol 1 co 
noniics and StilKtics Ciovimmcnt ol 
Kerala (2) Hi idload \\ oiki i' Wcllart 
Boaid 
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cent (see (jraphs I and 2) The number of 
workers in a pool number of days of 
employment and the type ot goods handled 
are found to be some of the principal factors 
influencing frequent fluctuation in the wages 
Apart from such distortions in employment 
and income, these workers cannot continue 
tor a long time in the field because ot health 
nsks Thus, the workers lead an insecure life 
and aiesusceptibletodepnvation and poverty 
once they are out of the workforce This 
justifies the need tor a minimum level of 
social security for these woikers 

III 

Kerala Headload Workers 
Welfare Scheme 

The first Welfare Fund Schemeinlroduced 
in Keiala was lor toddy workers in 1969 
Thereafter in 1975 a general welfare fund 
scheme was constituted in the stale, namely 
the Kerala Labour Welfare Fund Scheme 
fKLWF) The low paid government 
cmplovecs sell employed woikers like 
artisans skilled and unskilled rural workers 
etc are the members ot the scheme However, 
dunng the 1980s and in the beginning ot the 
1990s a number ot welfare lund schemes 
were set up in the slate exclusively lor the 
unuiganisi^ workers like toddy workers 
he idload workers motor transport workers, 
coir workers cashew workers handloom 
workers khsdi workeis construction 
workers abkan workers and agricultural 
workers (see Tables 2 and 5) The sample 
wellaic lund scheme considered tor our 
study \\t the Kerala Headload Workers 
Welfare Scheme was launched in 1984 

The legislative basis lor the introduction 
ol social security tor head load workers in 
Keiala is the Kerala Headload Workers Act 
1978 (hereafter the ait) The twin objectives 
ot the act aic regulation ot employment of 
hcadload workers and making provision for 
social security for the workers Section 15 
ot the let ,,mpowers the government to 
formulate suitable schemes lor the welfare 
ot the workers and constitution ot fund(s) 
iniluding provident fund Accordingly (he 
government formulated the Kerala Hcadload 
Workers (Regulation ot Employment and 
Welfare) Scheme 1983 (hereafterthc scheme) 
with the intention ot regulating the 
employment and providing wellare to those 
unattached hcadload workers who do not 
work under any permanent employer fhe 
scheme is applicable to all establishments 
specified in the schedules appended to the 
act but exclude those establishments owned 
or controlled by the central government 

Presently, the coverage of the scheme is 
limited to those workers attending to shops 
and establishments in major market centres, 
godowns, and railway goods sheds At the 
same time, the workers engaged m loading 
and unloading of goods in bus stations. 


railway stations and self-employed headload 
workers in rural areas do not come under 
the purview ot either the regulatory 
mechanism or the welfare measures ot the 
scheme At the time of the study, the scheme 
was implemented in 12 centres with a 
coverage ot 7852 headload workers 
constituting nearly 4 per cent ot the total 
registered headload workers (1 83 lakh) in 
the state 

The state level institutional agency to 
implement the scheme is the Kerala Hcadload 
Workers Welfare Board (hereafterthc Board) 
constituted in 1984 under Section 14 of the 
Act The Board is a IS member tripartite 
corporate body with equal representation ot 
five members each from the government 
employers and headload workers The 
workers arc represented by their respective 
trade unions The implementation ot the 
scheme is quite decentralised The 
institutional set up to implement the scheme 
m a particulai area is the local committee 
(LC), i onsiitutcd under section 18 ol the act 
Like the welfare board a local committee 
IS also a corporate body consisting ol fifteen 
members, five each from the government 


employers and the workers The committee 
however, comes under the overall control 
and supervision of the Board The local 
committee is the primary funcuonary in the 
implementation ot various provisions 
stipulated in the scheme such as registration 
ot headload workers and cmployeis 
execution of various provisions intended to 
regulate the employment ot the workers and 
implementation ot labour wcitarc and social 
security schemes 

Working of Semavu 

(A) Regulation of Employment 

The mechanism by whic h the Board enters 
the labour market is through regulation of 
employment ot the workeis This task 
assumes paramount impoitame because it 
helps in improving the working conditions 
ot the workers as well as facilitates the 
execution ol work and settlement ot labour 
disputes moieettcctively Inthisrcgirl the 
act has various provisions si/ hours of 
work limitation ol employment daily 
intervals tor rest provisions lor fixing anil 
notifying minimum wage rates toi ditterent 


Tabi e 2 Rates Of CoNTRiBtnios/Lfevs uNDr» Dihcrcni Whfari hi nd S< iifsias in Klrsu 


Name of the Board 


Rates ot Contnbution/Livies 



Government 

Employer 

Worker 

(t) 

(2) 

ft) 

(4) 

Kerala Toddy Workers 


11 per tent of wnrkir s w ige 

8 per cent of Ihe 

Wellare Fund Board 



W4fe 

Kerala Handloom 

- 

2^ per lent of the worker s wage 

10 per (cm ol the 

Workers Weifart hund 
Board 



Wlgl 

Kerala Motoi Transport 


11 pci cent of the worker s wage 

8 pel eini ot the 

Workers WclIaaTund 



wage 

Board 


(a) producer/deilei Rs 2 per 

eoir workir/sell 



month 

empInyidKi 1 pei 

Kerala Coir Woiktrs 

Rs 2 per worker per 

(b) C oir society Re 1 p« r month 

monlh 

Welfare Fund Board 

month 

(e) eoirexporter 1 percent of the 




annual lumoser 


Kerala Cashew Workei s 

Re 1 per Aorkerper 

Re 1 per workei per working 

paise ^0 |x r 

Welfare Fund Board 

working day 

day 

worker 

Kerala Handloom 

Rs 2 pel handloom 

irnouniequiv ilenllocmt iwillth 

Re 1 pci worker 

Workers Welfait Fund 

worker and Rs 4 per 

ot the amouni payable lo the 

pci month and 

Board 

self employed per 

worker innually 

Rs 2 per sell 


month 


emplovtd ,iei 

Kerala Khadi 

8 per cent of the 

8 per cent ot the yearly w iges 

monlh 8 pet lenl 

Workers Welfare 1 und 

yearlv wanes of the 

1 1 ihe worker 

ol the yt irly 

Board 

worker 


w igcs ol Ihe 
woiker 

Kerala Constniclion 

- 

(di 1 percent ot the eonsiruetion cost 


Workers Welfare 


(b) Yearly eontnbution by eon 

monthly eontri 

Fund Board 


tractors intheiangi ofRs l(X) 

bulion fiuiii the 



10 Rs KXX) 

slab ol Rs It 

Kerala Abkan Worken 

- 

15 per cent of the wages of the 

Rs l5and2S 

Welfare Fund Board 


worker 

10 per cent ot Ihe 
wagi 

Kerala Agncultural 

- 

(a) landowners holding more than 


Workers Welfare 


0 S ha and less than 1 0 ha Rs 

Rs 2 per mi nth 

Fund Board 


10 a year 



(b) f 0 ha and above Ks fSayiar 


Soane Rcspcctise Welfare Fund Acts/Schemes 
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Graph I a- Intm-Pool Waok DiPFERtNres 


Graph Is: I^lwise Average of Empu>yment 




Name of (he Pools 
—Average Daily Wage 


Name of (he Pools 
—Days of Employment 


establishments and kinds of work, 
enforcement of wages and amount of levy 
both by workers and employers towards the 
welfare fund. etc. 

The first step in the direction of regulation 
of employment is the registration of workers 
and employers.'' Once an area is notified for 
implementation of the scheme, the primary 
function of a local committee is to register 
and enroll workers and employers. For the 
worker, getting his name enrolled with the 
local committee becomes nece.ssary because 
once an area is brought under the scheme, 
no unregistered worker is allowed to work 
in that particuiai area. Similarly, an employer 
who regularly requires the services of 
hcadload workers has to get his name 
registered with the committee. The workers 
enrolled with a local committee arc divided 
into various groups and are deployed at 
different places as decided by the committee. 
The grouping of workers into different 
categories in accordance with the nature of 
their work and/or area of operation is called 
pooling of workers. Although the pooling 
and deployment of workers are essentially 
the functions ol local committees, in actual 
practice, ihc trade union (especially the 
powerful in the centre) seems to play a major 
role in these matters Once a worker is placed 
in a particular pool, he is prohibited from 
moving to another pool. 

The regulation of employment works in 
the following manner. The registered 
employer regularly rcifuiring the services ot 
headload workers from time to time has to 
mfoim the local committee regarding the 
number of workers needed by him The 
employer is also required to deposit with the 
committee an advance amount approximately 
equivalent to the wages payable by him to 
the headload workers for a week .This amount 
is credited to the employer’s account 
mai ntained by the committee. The commi ttee 
allots the workers required by the employer 
for a day. As soon as the work for the day 


is over, the employer has to furnish to the 
committee a statement, namely, work-card, 
containing details such as pool name, number 
of workers who attended, quantum of work 
done and amount of wages. On receipt of 
the work card, the committee assesses the 
amount of wages and the employer’s le^y 
to be adjusted against the amount already 
deposited by the employer. The balance is 
adjusted for the subsequent days. Sirralarly, 
the committee also works out the worker's 
wages and levy amount. The method of 
wage calculation is that the total wages earned 
by the workers of a particular pool in a day 
IS equally divided among the number of 
workers present on that particular day and 
each worker gets an average amount of wages. 
The daily wages so collected are credited to 
the account of the worker maintained by the 
committee and the same will be paid to him 


within seven days of every month, after 
deducting 10 per cent levy as worker’s 
contribution. The worker is also being paid 
advance wages on a fortnightly basis which 
will be adjusted against the monthly wages 
earned by him. 

The significant outcome ot the process of. 
regulation of employment is the creation ot 
a permanent employer for the unattached 
headload workers. In an area where the 
scheme is introduced, the local committee 
acts as the de jure cmployci although the 
merchants and traders who actually make 
use of the service of the workers aie the de 
facto employers. In othei words, once the 
workers arc brought undei the scheme, m 
all practical purposes, the local committee 
(and ultimately the Board) is their employer 
The local committee allocates the work, 
pays wages and looks after worker’s wcl lai e 


Tabi.e 3 SrxMAi, .Sfcubov .Schemes Formulated under Dieterent Wi i iarl Fund .Si himes in Kerala 


Name of the Scheme 


Eligibility/Lcvel of Assistance 


Pension 60 years and above, 

Three years service and membership to the Fund 
Gratuity 50 per cent ul the average wage for a maximum penud of 2U months 

Provident Fund Net credit to the account of the worker und paid on superannuation, incapacity 
10 work, migration to other .stale and termmalion. 

Medical Nun-refundabic advance from the Fund for the treatment of the woiker and 

Assi.siance family members. Three months membership to the Fund 

Educational As.sistanoe Non-refundahle advance from the Fund for (he children6s education. 

Marriage Assistance Non-refundable advance from the Fund for the marriage of daughters 


Ex-gratia 
Housing Adva ce 


Disability or death of the worker. 


For construction or purchase of house or land meant for building purposes 
Advance is given to the worker from the Fund not exceeding 1 2 months wages 
and minimum of three months membership to the Fund 

Unemployment Worker is eligible for non-rcfundable advance from the Fund for continuous 
benefits unemployment for 30 days 

Retirai benefits other Wherever there is no provision of PF or gratuity, the net balance in the credit of 
than PF, gratuity the worker in the Fund together with a share by the Board is given to the worker 
and Pension at the time of superannuation. 

Source Compiled from the various Welfare Fund Acts/Schemes 
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This employer-worker relationship thus 
creates the necessary condition for the 
implementation of suitable welfare and social 
security schemes for the headload workers 
who, like any other constituents of the 
unorganised sector labour force, remained 
virtually out of any sort of labour welfare 
schemes till the formation of the scheme. 

(B) Labour Welfare and Social Security 
Schemes 

The welfare measures introduced under 
the scheme can be broadly divided into non¬ 
wage financial assistance and social security 
measures. The non-wage benefits include 
bonus, holiday wages, and advances like 
festival advance, school advance and 
marriage loan. The amount of assistance, 
however, varies from time to time. For our 
empirical study, we have taken 1990-91 as 
the reference period. During this period, the 
Board fixed the bonus at 11 per cent of the 
annual wages of a worker and seven days 
holiday wages at the rate of Rs 30 per day. 
The eligibility criterion is that the worker 
should have worked at least 30 days during 
a continuous period of three months for 
availing these facilities. The workers 
normally get festival advance and school 
advances which they arc required to repay 
in equal instalments. These advance 
payments provide the worker with some 
liquidity dunng the time of necessity and 
in the absence of which he used to meet by 
borrowing from money lenders before the 
scheme came into being. 

The .social security measures formulated 
under the scheme include retiral benefits, 
invalidity pension, ex-gratia payments, 
medical benefits, educational allowance and 
marriage allowance. Table 4 sets out various 
.social security and labour welfare measures 
currently implemented by the Board. For the 
purpose of providing these social security 
measures, two types of welfare funds have 
been created, namely, the Terminal Benefit 
Fund (TBF) and the General Welfare Fund 
(GWF). The TBF created with the levy 
contnbution from workers at the rate of 10 
per cent of their daily wages, will be paid 
back to the workers as a lump sum amount 
as retiral bcnellt at the time of retirement 
or termination from the work. The GWF. on 
the other hand, is constituted out of the 
contribution from workers, committees and 
the Board at equal rate of Rs 10 per month. 
The principal welfare schemes financed from 
GWF are; (a) family welfare scheme; 

(b) scholarship scheme for the children, 

(c) hospitalisation insurance scheme; and 

(d) group insurance scheme. Under the 
existing medical scheme, namely. 
Hospitalisation Insurance Scheme (HIS), the 
worker is eligible for reimbursement of 
medical bills up to Rs 2,000 a year. The 
worker, his spouse, children below the age 


of 18 and aged parents are eligible under the 
scheme. The worker is eligible for 
hospitalisation assistance only for in-patient 
treatment beyond two days in a registered/ 
recognised hospital. The Board gives 
educational allowances and scholarships to 
eligible children of the workers and the 
amount is restricted to Rs I (X) for an academic 
year, irrespective of the number of children 
he has. The educational scholarship is given 
to those children above fifth standard and 
the amounts vary from Rs 1(X) to Rs 2,0(X). 

(C) Financing of the Scheme 

The source of funds for financing various 
provisions under the scheme is the levies 
imposed on the workers (10 per cent of the 
wages) and on the employers (25 per cent 
of the worker’s wage). There is, however, 
no contribution from the stale government 
for meeting the expenses. Since the 10 per 
cent levy collected from the worker goes 
directly to the Terminal Benefit Fund, the 
employers' levy constitutes the major portion 
of the resources for financing the scheme. 
There is however, a devolution of resources 
between the local committees and the Board 
(sec Chart). Of the 25 per cent levy on 
employers collected by the local committee, 
a portion goc.« to the welfare board as the 
latter's income for meeting administrative 
and other establishment expenses. The 


quantum of resource flow from the committee 
to the Board are; (a) 2 per cent of the annual 
wages of the workers; (b) Re 1 per worker 
per month, and (c) the committee's 
contribution towards the General Welfare 
Fund at the rate of Rs 10 per worker per 
month. The net income is the resources 
available with the committee to meet the 
welfare as well asadminisiraiiveexpcnditures 
at the committee’s level. The Board’s income 
consists of the amount transferred from the 
committees plus workers' contribution 
towards General Welfare Fund at the rate 
of Rs 10 per month. 


lABr, 5.' ScHEMswisr Wi-LrARr. Expcnditurf.. 
1987-88 T(i 1990-91 


Schemes 

Percentage share 

Bonus 

74 1 

Holiday wages 

10 8 

Educational aid 

54 

Scholarship 

0.2 

Group insurance 

28 

Hospitalisation insurance 

2.2 

Medical assistance 

1.7- 

Terminal benefit 

2.i 

Death ex-gralia 

0..1 

Family welfare scheme 

0 1 

Superannuation assistance 

0.1 

Total 100.0 


Source KHWWB 


TAai,E 4- Wl-LFARF SCHIiMfe.S iMFLEMENIkl) BY THE HFAHLOAD WORKIRS’ WU.'ARE BOARI) 


Welfare Fund 

Schemes 

Nature and AiiKiunl of 



Assistance 

1 Terminal Benefit 

Terminal Benefits on 

The amount outstanding m the TBF 

Fund (TBF) 

Retirement. Superannuation 

account of the worker, at the rate 


death, disability, etc 

of 18 per cent ot the the wages 

II General Welfare 

1 Medical Insurance 

Reimbursement of medical bill 

Fund (GWF) 

2 Educational Assistance 

fur hospitalisation up to Rs 2.(XX) 
a year This is linked with the 
insurance scheme of linited India 
Insurance Company. 

(a) Educational Allowance @> Rs 100 
per worker per year for children's 
study (b) Scholarship of Rs 100 to 
2,000 for children studying above 

5th std including professional 



courses. 


5 Marriage Grant 

<a>Rs 1,000 pci worker 
fur daughter's mamage 


4 Death Ex-gcntia 

<a' Rs 1,000 per worker 


5 Distress Relief 

@ Rs 2,(XK) per worker for his |x:nod 
of incapacity to work due to sickness 
or accident 


6 Invalidity Pension 

(S' Rs 100 per month for pennancni 
invalidity and paid till death 


7 Group Insurance 

Insurance coverage of Ks lO.tXX) per 
worker in ca.se of natural ticalh aiid 

Rs 20,000 for accidental death. 


8 Special Superannuation 

The worker is assured of a minimum 


Benefit Scheme 

amount of Rs lO.tXX) undei TBF 


9 Family Welfare .Scheme 

The worker is paid on amount of 

Rs l(),(X)0 in the event of permanent 
disability due to accident In the 
event of accident death, the same is 
given to his family 


Soune: HWWB. 
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Graph 2; Fluctuation in the Daily Wages 



Days of the Month 
Pool X -■fc.Pool Y -^Pool Z 

Siite- Poolnames assigned by the hoard are numbers. We have used letters 
of the alphabet for clarity. 


Chart- Resources Flow 



TB F- Terminal Benefit Fund; GWF - General Welfare Fund; W - Workers' 
contribution; C - Committee‘.s contribution; and B - Board's contribution. 


The funds arc used for (a) welfare and (b) 
administration. In this regard, the act 
.stipulate.s that a portion of levy collection 
can be utilised for meeting the administrative 
and e.stablishmcnt expenditures of both the 
Board and local committees. There is, 
however, a steady rise m the administrative 
expenditure of the scheme. The annual 
growth in levy collection on an average was 
from Rs 1.43 crore in 1987-88 to Rs 2.03 
crore in 1990-91. Simultaneously, the 
adminisitrativc expenditure as a proportion 
of levy collection moved up from 15 per cent 
to 33 per cent during the same period. The 
rising trend in administrative expenditure is 
attributed to the peculiar nature of the scheme 
functioning in the state, the Headload 
Workers Board, besides engaging in many 
welfare measures, has to play a major role 
in the regulation of employment. This 
requires an elaborate administrative machi¬ 
nery. Tlie Board is, therefore, constrained 
to divert a sizeable portion of levy collection 
to meet the growing administrative 
expenditure which otherwise could have been 
utilised foi more welfare measures. 

The pattern of welfare expenditure revealed 
that bonus and holiday wages account for 
almost 8.“? per cent of the aggregate welfare 
expenditure, while the share of other welfare 
schemes, most of which arc administered 
directly by the Board, is very low (Table .S). 
The benefits from bonus and holiday wages 
are basically linked to the workers' days of 
employment and wages. As a result, the 
workers who get more days of employment 
and earn higlier wages arc likely to be the 
major beneficiaries. 

Our field study revealed that the majority 
of the workers are benefited from the welfare 
measurescxieiidcd under the scheme despite 
the fact that the non-wage benciits especial ly 
bonus and holiday wages arc found to be 
inequitable as they are linked to the current 


earning as well as number of days of employ¬ 
ment of the workers. Nevertheless, the 
benefits under other welfare measures like 
medical, educational, family welfare, 
invalidity benefits are found to he scale 
neutral. In other words, the workers with lower 
wages are also equally benefited unlike in 
the case of bonus, festival allowance, etc, 
where the level of benefits are directly pro¬ 
portional to the wagesearned by the workers. 

IV 

Economic Impact of Scheme 

The increasing cost of social security and 
its adverse impact on budgetary position 
have, of late, led to a rethinking on the need 
for a structural reorientation of social security 
measures in the Western advanced economies 
where a significant portion of the national 
income is devoted to social .security. This 
has also drawn the attention of social 


scientists who have ventured into theoretical 
as well as empirical work on the economic 
impact of social security schemes. The factor 
supply and redistributive effects of income 
transfer programmes have been the major 
areas of intense empirical research' The 
theoretical framework within which many 
of the studies have been attempted is the 
standard life-cycle model. Vanousempincal 
works within the life-cycle frameworf 
subscribe to the argument that .social security, 
bccau.se of its specific characteristics, has 
contributed to poor economic performance 
by reducing both labour supply and saving 
[see Aaron 19821. These theoretical works, 
essentially pertain to organised sector labour 
force, and have limited relevance m the 
context of the unorganised sector, 
Nevertheless, they provide us with a 
framework to study ihc economic impact of 
the Headload Workers Welfare .Scheme In 


Table 6 Redistribution and AoDmoNAL Income Benefit 


Pool 

No of 

Annual 


Actual Benefits Received by Workers 


Benefit a.s 


Workers 

Wages 

Bonus 

HW 

Mcdi 

Edu 

Total 

Per Cent 


(Sample) 

1990-91 

No 

Amt 

No 

Amt 

No 

Amt 

No Amt 


ot Wi-ges 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) (11) 

(12) 

(13) 

A 

5 

.30894 

5 

2560 

5 

210 

5 

144 

4 

100 

4014 

13 

B 

1 

1811 

- 

- 

- 


1 

1300 

- 

- 

13(8) 

72 

C 


4920 

5 

550 

3 

210 

3 

983 

1 

100 

1843 

3T 

D 

4 

15000 

4 

1415 

4 

210 

3 

878 

2 

100 

2603 

17 

F. 

1 

2933 

1 

32.3 

1 

210 

1 

1200 

- 

- 

1733 

59 

F 

4 

8856 

4 

976 

4 

210 

2 

500 

- 

- 

1686 

(9 

G 

5 

17.375 

5 

1911 

5 

210 

5 

493 

- 


2614 

15 

H 

1 

18182 

1 

2000 

I 

210 

- 

- 

- 

- 

2210 

12 

1 

10 

5648 

10 

657 

10 

210 

6 

488 

5 

100 

14.55 

26 

J 

4 

25222 

4 

2194 

4 

210 

2 

813 

1 

100 

.3317 

13 

K 

1 

19474 

1 

2142 

1 

210 

1 

200 

- 

- 

2552 

13 

L 

4 

9402 

4 

1034 

4 

210 

1 

2000 

4 

100 

.3344 

36 

M 

2 

12082 

2 

1.329 

2 

210 

1 

800 

2 

100 

2439 

20 

N 

4 

15742 

4 

1623 

4 

210 

1 

1518 

2 

100 

3451 

22 

Average 

.. 

13798 


1517 


210 


813 

- 

100 

2741 

30 

CV 

- 

0.61 


0.61 


0 


0 47 


0 

0.39 

' 


Snurrf Local Comniitlee (EKM> for wage and bonus data, and others, survey data BON - bonus, 
HW - Holiday wages, MED - Medical; EO - Educational. 
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the case of headload workers before the 
introduction of the scheme, they remained 
totally unprotected against the uncertainties 
of employment and income. One could, 
therefore, expect an entirely different 
behavioural response from this category of 
casual workers once they have been brought 
under .social security. The scheme ensures 
some sort of job security and income 
redistribution. The enquiry into the economic 
impact of the scheme attempted in this study 
IS mainly centred around the employment 
effects, income and redistributive effects 
and saving effects of the scheme against the 
setting of the labour market behaviour of 
casual workers. 

EMn-OYMFNT EfTETTS 

Studies which have gone into the 
employment effect of job security measures 
revealed that, in the event of the 
implementation of job security legislation, 
an employer is bound to incur additional 
'adjustment CQ.st' (Fallon and Lucas 1991). 
A higher adjustment cost may, in turn, induce 
an employer to shift from labour-intensive 
to moic capital-intensive production 
technique. Another possibility is that job 
legisi ation would raise the cost per employee 
whi.'.'h may lead to the expansion of working 
hours of the existing employees and fewer 
new recruitments. The ultimate impact is 
reduced demand for labour. 

The regulation of employment of headload 
workers envisaged in the scheme, inter alia. 
renders some sort of job guarantee to the 
worker. The obligations on the part of the 
employer, such as compulsory use of regis¬ 
tered workers, strict adherence to payment 
ot wages as .stipulated under the scheme and 
payment of levy would place additional 
adjustment cost and. therefore, are likely to 
affect the demand for labour. Our field study 
attempted to capture .such possible employ¬ 
ment effects. Ofthe 78 workers surveyed, 32 
percent replied that there was not any marked 
change in employment after the introduction 
of the scheme, while 40 per cent replied 
decrease in employment and another 28 per 
cent reported increase in employment. Those 
who reported falling employment attributed 
it to the following rea.sons. Firstly, in some 
areas more workers have been deployed dur¬ 
ing the formation of different pools resulting 
in a fall in the per capita availability of work. 
Secondly, consequent upon the introduction 
ofthe scheme, the employers began to reduce 
their dependency on unattached workers and 
more on attached workers who are on the regu¬ 
lar pay rolls of the establishments. Thirdly, 
some employers have shifted their operations 
from scheme areas to non-scheme areas in 
order to evade the payment of levy.* Among 
these, the third factor may have the larger 
impact on employment for the workers under 
the scheme. However, the shifting of loading 


and unloading activities from scheme areas 
to non-scheme areas has another inter«iting 
dimension. It may he noted that the headload 
work in and around trade and commercial 
centres has all along been the monopoly of 
a group of workers in the urban centres and 
there is total restriction of entry to workers 
from other centres. In this context, the shi fting 
of their activities by the employers to distant 
places outside the scheme areas especially 
to suburban centres provides opportunities 
to the workers in such areas to share a 
portion of the work previously monopolised 
by the urban headload workers. In effect, the 
scheme has, to a small extent, contributed 
to a kind of ‘diffusion of employment’ from 
the earlier concentration in the urban centres. 
Thus, while the situation in which employers 
depend more on attached workers and shifting 
of activities to non-scheme areas cause some 
real location of work between workers within 
and outside the scheme, its possible effect 
on the overall demand for workers in the 
labour market is not very conspicuous. 
Regarding labour supply aspect, the 
standard labour-leisure model states that 
income transfer programmes would tend to 
reduce labour supply both from the side of 
the beneficiaries and the contributors given 
the budget constraints. These assumptions 
have limited validity as far the headload 
workers are concerned for the following 
reasons. Firstly, at the existing levels of 
wage earnings and employment, workers’ 
choice would not be governed by any simple 
trade-ofl between income and the 


irksomeness of work.'* Secondly, all welfare 
benefits under the .scheme are linked to the 
contribution by the workers and employers 
which are determined by the workers 
participation and level of wages earned by 
them. Hence, one may not find a backward 
sloping supply curve in the case of this 
segment of unorgani.scd sector labour force 
following the introduction of the welfare 
scheme. At the same time, it was observed 
that the workers handling heavy materials 
entailing hard work frequently remained 
absent on account of health hazard. However, 
now the .scheme benefits these workers. Once 
a worker comes under the scheme, even if 
he remains absent for a few days, his 
entitlement to employment is unaffected as 
he has become a regular worker in a pool. 
The situation was entirely different before 
the introduction the .scheme when if a worker 
had remained ah.sent for a few days, there 
was no guarantee that he would get 
employment once he came back for work. 
The scheme thus provides the worker with 
some security in terms of employment. 

Income and REDisramunvE Eefects 

Apart from job security, the scheme also 
ensures some stability m income to the 
workers. The system of monthly payment 
of wages by the local committees provides 
regularity of income and the tortnightly 
advance wage payments ensure short period 
liquidity. TIjc workers say that initially they 
faced difficulties in adjusting to the new 
environment. Earlier, workers used to spend 


Tabi e 7: PooLwisK Monthly Coniribuiion and SAviNriS by WoKiim.s 


Pool 

Average Monthly 

Out-go from Wages 

Saving in 

(fm.ss 

Saving As 


Wages 





Savings 

Per Cent of 


(R.-!) 

Levy 

GWF 

Total 

Lie 

(4+5) 

Wagc.s 



10 Percent 

Rs 10 



(iros.>! 

(6/2) 

(1) 

(2) 

f3) 

(4) 

(5) 

(6) 

(7) 

(8) 

A 

28‘).t 

289 

10 

299 

187 

486 

17 

B 

531 

53 

10 

63 

60 

123 

23 

C 

2318 

232 

10 

242 

109 

.351 

15 

D 

548 

55 

10 

65 

108 

173 

32 

E 

548 

55 

10 

65 

89 

154 

28 

F 

1910 

191 

10 

201 

113 

314 

16 

G 

2025 

203 

10 

213 

18.3 

396 

20 

H 

471 

47 

10 

57 

57 

114 

24 

1 

2027 

203 

10 

21.3 

188 

401 

2.1 

J 

1720 

172 

10 

182 

180 

362 

21 

K 

853 

85 

10 

95 

25 

120 

14 

L 

1340 

134 

10 

144 

194 

338 

25 

M 

978 

98 

to 

108 

170 

278 

28 

N 

853 

85 

10 

95 

60 

155 

18 

O 

1876 

188 

10 

198 

146 

.344 

18 

P 

1355 

136 

10 

146 

130 

276 

20 

Q 

2196 

220 

10 

230 

207 

437 

2(1 

R 

10.34 

103 

10 

113 

179 

292 

28 

S 

1811 

181 

10 

191 

224 

415 

23 

T 

1270 

127 

10 

137 

49 

186 

15 

U 

1177 

118 

10 

126 

98 

224 

19 

Average 

1.377 

140 

10 

1.50 

118 

268 

21 

CV 

0.68 

0.51 

0.0 

0.47 

0 44 

0.42 

- 


Source: (I) Local Committee (EKM) and (2) Survey data. 
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whatever they got on working days and 
remained in virtual poverty on non-working 
days. Now with the regularity in income, the 
workers’ household consumption pattern is 
adjusted to a 'permanent' income. The 
regularity of employment and stability of 
income also confers .social recognition on 
these workers, who were always pushed 
down in the social hierarchy not only because 
of the menial nature of employment but also 
because of their chequered lifestyle. 

The redistribution of income under social 
security takes place as the incomes of the 
beneficiaries go up through income transfers 
by means of social insurance or social 
assistance. This is attained through 
‘horizontal redistribution’ and ‘vertical 
redi.stribution' process.'" In the case of 
Headload Workers Welfare Scheme, there 
is enough scope for redistribution of income. 
The Board (local committees) collects levy 
from the employers and the same is 
distributed to workers in the form of non- 
wage financial assistance as well as social 
security measures. We have made an attempt 
to measure the incremental income received 
by the workers through redistribution. The 
method adopted is by comparing pre-transfer 
and post-transfer income gains. The pre¬ 
transfer income is basically the wages 
whereas the post-transfer income consists of 
wages and other monetary benefits out of 
social security schemes. In our estimates, we 
have found that, on an average, the additional 
income received per worker comes to about 
30 per cent of the annual wages, though there 
exists wide variation among the workers 
(Table 6). However, the variation in the 
receipt of additional income is much less (39 
per cent) than the variation in the wage 
earnings (61 per cent). 

The redistribution of income through the 
scheme is found to be more equitable. The 
egalitarian implication is, however, mure 
visible in the case of welfare measures like 
medical assistance, and educational assis¬ 
tance, while it is relatively less in respect of 
non-wage payments like bonus since these 
arc linked to workers current earnings. The 
redistnbution also achieves some measure 
of ‘Pareto Optimality’, while the workers gain 
in the form of additional income and social 
security, the employers may be offsetting 
their economic loss against the gains in 
industrial peace. Furthermore, once the emp¬ 
loyer has paid 25 per cent levy, he is not 
bound by any other obligation like payment 
of bonus and advances excepting to meet the 
stipulation ot a 1S per cent revision of wages 
once in two years, lor, such things are now 
within the purview of the Board. 

Saving Er-vct 

Theones formulated within the life-cycle 
framework postulate that income transfer 
programmes in general tend to cause a fall 


in saving. This is because the expected 
retirement transfers may be perceived as 
increment to net wealth resulting in increased 
consumption [Ando and Modigliani 1963]. 
We have found an entirely different feature 
in the case of headload workers following 
the introduction of the scheme. In our 
analysis, we could notice that there are two 
types of outgo fromthewagesofthe workers, 
lliese are; (a) monthly levy contribution to 
the Board at the rate of 10 per cent of the 
wages towards terminal benefit fund and (b) 
monthly contribution towards general 
welfare fund at the rate of R$ 10 per month. 
Since these two types of outgo are not meant 
for the direct consumption of workers, they 
can be considered as savings by the workers. 
Besides these compulsory savings, the 
workers have LIC' policy and 'Chits’docal 
’system of saving with private panes). The 
survey results showed that a significant 
ponion of the wages earned by the workers 
are saved either compulsonly in the form 
of levy or voluntarily like the LIC premium 
or chits. 

On an average, savings which include 
monthly contributions and LIC premiums 
come to about 14 per cent of the monthly 
wages, although there exists marked variation 
in monthly savings among workers (Table 7). 

I'he study found that since the wages are 
paid through the banks, the workers have 
developed a banking habit which is quite 
incredible as far as casual labourers arc 
concerned. 

V 

Concluding Observations 

Experience the world over is that 
occupation-linked social security measures 
remain elusive to the majority of workers 
in the unorganised sector despite the fact that 
they arc among the most deserving in society. 
This is ail the more conspicuous in the case 
of casual workers who in the absence of any 
formal social security fall into destitution 
once they arc out of the workforce. This 
perpetuates poverty among working classes. 
In the Indian context, some of the state 
governments have introduced social 
a.ssistance measures like old age and destitute 
pensions. But universalisatioii of social 
assistance .schemes to cover the entire 
workforce in the unorganised sector is not 
a feasible propo.sition due to the poor resource 
base in the backward economies. This apart, 
introduction of formal social security for 
casual worke > is also constrained by the 
peculiar problems of the unorganised sector 
such as irregularity of employment and 
income and above all the absence of a per¬ 
manent employer-employee relationship. 

The experience of Kerala in the 
introduction of social security lor the casual 
workers in the informal sector is, however. 


qpite unique. During the latter half of the 
1980s and early 1990s, the state has 
introduced a number of social security 
schemes for different categories of workers 
in the unorganised sectors by constituting 
welfare funds through contribution from 
workers, employers and the government and 
these funds are administered by tripartite 
statutory welfare fund boards. 

Our enquiry revealed, first of all, that the 
welfare funds scheme has brought about 
drastic changes in the living conditions of 
the workers both socially and economically. 
As regards headload workers werlfare 
scheme, despite some inherent drawback of 
limited coverage (at present the scheme 
covers only around 4 per cent of the total 
headload workers engaged in major market 
centres), it ensures some regularity of 
employment and income for the workers. 

Although some of the welfare measures 
under the scheme are linked to days of 
employment and wages earned by workers, 
the benefits in general arc found to be scale 
neutral. Moreover, the workers also gain 
incremental income through redistribution. 
The steady and regular income has also 
changed the lifestyle of the workers which 
elevates their status in society. 

The regulation of employment of hcadload 
workers under the scheme ensures di.sripline 
among them as also facilitates a peace! ul 
atmosphere in the workplaces which in the 
past used to witness sporadic clashes between 
workers and employers in (he loading and 
unloading of goods and wage settlements 
leading to severe law and order problems. 
The scheme wanants a renewed role of trade 
unions more in the form of welfare activities 
by supporting the weltare board authorities 
in the implementation of the scheme. 

On the employment front, the scheme has 
not made any profound negative impact, 
ratlier it seems to have resulted in some son 
of reallocation of employment between 
workers within the scheme and outside. This 
is in the wake of employers preferring 
attached workers who are on their regular 
payrolls as also shifting of activities to non¬ 
scheme areas to avoid payment of levies. 

To sum up, the welfare fund scheme is 
found to be a new experiment nut only in 
providing social security to the under¬ 
privileged segments of the workforce but 
also in the financing of social security for 
unorganised sector in a resource constrained 
economy. In the operation of the scheme, 
the government acts as a catalyst, while the 
welfare measures are financed with the levies 
collected from the employers and workers. 
As far as workers are concerned, the 
contribution not only gives them a .sense of 
participation but also enables them to wrest 
a legitimate claim from their employers. 
Likewise, contribution from employers 
facilitates private sector participation in 
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government'sponsoted social security. 
Above ail, the welfare fund scheme of 
financing of social security to the weaker 
section is relatively superior to other social 
assistance measures provided by the 
government because the former is essentially 
a self-financing mechanism, while the latter 
draw upon budgetary resources which a 
rc.source constrained government cannot 
afford for long. On this line, welfare fund 
schemes can also be considered as an 
alternative social safety net to protect the 
workers in the unorganised sector. 
Considering these positive aspects, the Kerala 
experiments can be a model for other states 
in their attempt at alleviation of poverty 
among weaker sections. 

Notes 

(This article forms pan of the author's thesis for 
an M Phil Degree awarded by Jawaharlal Nehru 
University The author is thankful to S Nanda 
Kumar and Mridul Eapen of the Centre for 
Development Studies, Trivandrum who guided 
him in the thesis work. Gratitude is also expressed 
to the officials in the Kerala tleadluad Workers 
Welfare Board, state labour department and 
hcadload workers at Ernakulam (Kerala) without 
whose co-operation this study would not have 
assumed the present form.] 

1 Planning Commission report (draft Seventh 
Five- Year Plan, 1978-83) estimated that 91.2 
per cent of the all India employment in 1971 
was in the unorganised sector. Ba.sed on the 
CSG definitibn of unorganised sector, 
Hanerjee (1988) estimated the workforce in 
the unorgunrsed .sector at about 90 per cent 
of the total 

2 Some of major studies which went into the 
major issues of urban unorganised sector in 
the Indian context are. Vijay Joshi and Heather 
Joshi (1976), T S Papola (1981) and Harold 
Lubel (1974). N Chandra Mohan (1978 and 
1981). 

3 Going by the calorie criterion as well as per 
capita expenditure criterion, the casual workers 
households both in the rural and urban areas 
constitute the largest part of the pour. Though 
the literature as well as studies on Indian 
poverty showed that over the period, the 
incidence of poverty is on the decline, the 
latest e.stimatcs by Planning Commission for 
1987-88 also reveal a more or less equal 
distribution of poverty between rural (37.6 
per cent) and urban (38.9 per cent) areas (see 
Economic and Political Weekly Research 
Foundation, EPW, August 21. 1993). 

4 Public provision of social welfare and social 
infrastructure facilities entail large subsidies. 
Most of these subsidies benefit the better off 
groups who ore able to 'capture' these subsidies 
[Economic Reforms. Two Years After andThe 
Task Ahead, Discussion Paper, Government 
of India, Ministry of Finance, Department of 
Fconomic Affairs, 1993, p 22). 

5 Among the workers in the age group of 22 
to 30 years. 32 per cent had studied up to 
primary or below primary, 63 per cent 
completed middle level (3rd to 9th standard) 
and S per cent even passed the school leaving 
certificate (i e, SSLC). 


6 The primary condition that die board insists 
on before admitting a worker to the scheme 
is that he should be a 'genuine' headload 
worker as defined in the act. The second 
criterion is that he should be a 'registered' 
worker as stipulated under Rule 26A of the 
Kerala Headload Workers Rules, 1981. 

7 For a detailed review of literature on social 
security and its economic impact, sec 
Danziger, Haveman and PIbtnick (1981). 

8 The instances quoted by the workers are that 
some of the employers dealing in cigars and 
electrical goods have already shifted their 
gorlowns from Ernakulam market centres to 
suburban areas like Kalamas.sery, Alwaye. 
etc .Similarly, the workers said diat the 
wholesale trading of vegetables and plantain, 
earlier largely concentrated in Ernakulam 
market centre, is now diverted directly to 
retail outlets from place of origin by the 
wholesale traders 

9 This is ilifferent from the textbook treatment 
of the labour market, see Solow (1990). 

10 ‘Horizontal redistribution' is said to occur if 
social security schemes redistribute resources 
between different age, gender, regional or 
other groups. It also includes the transfer of 
resources from those who are in full employ¬ 
ment to those who are unemployed or have 
already retired, from those who are healthy 
to those who are ill. and from lho.se who have 

<." no children to those who do. A resource flow 
between different income groups, whether 
progressive or regressi ve, is usually described 
as 'vertical redistribution' (Midgley 1984). 
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DISCUSSION _ 

More Politics of Business than Business 

P M Mathew 


SMALL-SCALE industries sector in India 
has been very little examined against the 
background of economic reforms. This is 
probably for the rea.son that very few people 
are really concerned about having a .scientiric 
understanding of the problems of this sector 
from a policy angle. 'Fhe little literature that 
has emerged is cither purely academic with 
very little of practical utility or initiated by 
some retired civil .servants. Naturally, the 
quality of studies in this area is poor and 
they have very little practical utility from 
the point of view of developing this sector. 

S Nanjundan {EPW. January 27), with his 
significant background in the area of small 
industry development, makes an excursion 
into the current issues of this sector in India 
in the context of economic reforms. Based 
on a review of policies and their 
implementation from 1950s through to the 
present day, he argues that there has been 
a significant large sector bias in small-scale 
industries policies in the country. He 
substantiates this with specific focus on the 
structure and composition of the recently 
appointed expert committee to review 
policies and programmes fur the small-scale 
industries sector. Nanjundan points out that 
harping on the age-old thrusts like finance, 
technology, entrepreneurship, regulations, 
etc, is not likely to be helpful in generating 
employmentopportuniticsinthissector.The 
lofty ideals on which the programmes for 
small industries development started in the 
mid-1950s degenerated from the mid-1970s. 
The thrust of promoting viable products and 
viable output-scales based on intermediate/ 
appropnate technology got blunted into a 
scramble by a lobby to share with the licensed 
monopoly large-scale sector in the allocation 
of scarce and imported raw materials, 
equipment and financial resources. 

Nanjundan finds the stranglehold of the 
bureaucracy to be the core of the problem 
and argues for organisation for greater 
decentralisation of power at various levels. 
It is very interesting that the role of SSI 
as.s(Kiations has been highlighted. Nanjundan 
also quotes the .study conducted by the Swiss 
Development Co-operation (SDC) through 
NABARD in 1994, wherein the need for 
.strengthening SSI associations has been 
brought out. This study includes a national 
report and eight state-level reports. Con¬ 
sidering the widecoverage and the field data 
collected, the NABARD study is a pioneering 
one, though it has not received the attention 
it deseves. The study has brought forward 


a number of potential areas which should 
be taken up by policy i mplementing agencies. 
This study went into the wilderness, probably 
for the reason that the amount of foreign 
funds it could bring into the country was 
limited. We are living in a phase of history 
where small industry promotion has been 
initiated with a missionary zeal by a number 
of official agencies. However, the zeal of the 
missionary dries up as lubrication through 
foreign funds remains doubtful. Probably 
our university professors may like to depute 
half-a-dozen students to try their PhD on this 
.subject. Nanjundan points out that the 
heterogeneity of the small industry sector 
and the steady erosion of its own 
representative organisations have willy-nilly 
aided the government’s natural inclination 
to adjust the policy to suit the requirements 
of established large-scale industnes. How 
far the causation is correct is doubtful. SSI 
associations were never powerful and, even 
when organisations like FASSl were unified, 
they have not raised many relevant issues 
regarding policy formulation. For the layman 
the picture of an SSI association is of an 
‘eveningclub’ where the membersdnnk and 
revel. Calculation of cost and benefit is the 
very rudiment of business. A micro 
entrepreneur who cannot afford such merry¬ 
making is naturally scared away from this 
big ‘tamasha’. It is natural that a number 
of SSI associations, large and small, 
degenerated over time. It is also not a secret 
that some of the so-called ‘membership 
associations’ are finding it quite hard even 
to maintain a reasonable membership. But 
even with all these problems, such 
associations get substantial official patronage 
in the form of representation in official 
committees and foreign teams and support 
for maintaining an infrastructure, etc, even 
without any significant backing of members. 

The question is not only one of centra¬ 
lisation; an equally important issue is that 
tendencies and policies towards centralisation 
are facilitated. 

Following the NABARD study, another 
all-India study on the role of small industry 
associations was conducted last year. This 
author who c. > ordinated the study on behalf 
of SDC in several states could get an 
opportunity to identify the reasons why SSI 
associations are remaining dormant and why 
they have been forced to dance to the tune 
of the bureaucracy. Our finding is that in 
regions of the country where there are some 
reasonably dynamic associations, they have 




been able to provide a variety of services 
to the member entrepreneurs. The concept 
and hegemony of SSI associations in India 
are still largely in their priniitive stage. 
Lobbying has been pursued as the 
overwhelming function of an association. 
This culture, obviously, has to change. Unless 
many clusters of small enterprises emerge 
and demand-driven services are demanded 
and offered, the bureaucracy is nut likely to 
give way to the business community. An 
average lAS-man is not better than a small 
entrepreneur of matric standard for many 
practical purposes. But for the latter to assert 
his experience is not so easy; herein lies the 
importance of the culture and strength of an 
association. 

The experience however is far from 
satisfactory. Our study has shown that the 
activities of small producers’ associations 
are strictly confined to the hettcr-off among 
small-scale industries; even here their 
.strength and role are nominal. In the micro 
enterprises sector, where the socially 
vulnerable arc a significant group, there is • 
absolutely no concept of a producers’ 
association. Their patronage has been wholly 
taken over by the NGOs and the co¬ 
operatives. How do they perforin? How 
beneficial is their role as regards the interest., 
of small producers? Such things need not 
be discussed at length becau.se structurally 
the co-operatives and NGOs do not cater to 
theinterestofmicroentrepreneiirs as business 
entities. 

To talk about employment generation 
is noble and good. However, to have a 
productive system which generates 
employment on a sustainable basis is so 
difficult. The question of generation of 
sustainable employment is crucial; sus¬ 
tainable employment emerges only as a fall¬ 
out of sustainable income generation. 
Panchayati raj is nice to talk and hear about. 
Probably the powers of the managers and 
clerks in the district industnes centre! may 
be brought down to the level of a gram 
panchayat. However, bureaucracy is 
bureaucracy; they have been directed to 
depend upon political will and competencies. 
What is really lacking is that rare breed of 
politicians who have a clear vision and 
competencies. 

The business of small industry 
development in many countries is itself a 
large business. 'The Prince of Wales runs his 
Prince’s Business Trust for employment 
generation among the poor educated 
unemployed; the counterparts in India have 
also contributed their mite toevol ve a number 
of yojanas which have ended up in nothing 
but chaos. Being motivated is bad; having 
no motivation is worse. 
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The good earth. 

Or leadership that 
provides the oppertunHy 
for new roots in the seH. 



The vagaries of nature have for long 
been the bane of Indian agriculture 



A Dad monsoon a failed crop and it's a 
steep descent into dotal 

New India, on its part, has always stood 
by the farmer By provid^ng security through 
wide ranging and need-hased insurance 
covers 

These have enahled farmers to face the 


uncertainties of nature witfi courage and 
fortitude 

Perhaps New India's signal conlnbutior' 
has treon in ei'icuui'aging farmers to switet' to 
lucrative subsidiary activil.e,'. Witfr policy 
covers fni pouirry pisciculture and horticuliu'O 
(sugarcane giapes, (rhikoos etc) 

Planting tfie seeds of self-sufticiericy 
Helping farm.ers find new roots in the soil 
That's what makes New India the 
leading general insurance crumpany in 
India 
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Dear Money 

The heavy burden imposed by high 
real rates of interest both on the 
government budget and on productive 
activity in the economy is coming to 
the surface ever more sharply and there 
are ominous signs already of a 
slow-down of industr ial growth. 2119 

Politics of Cogentrix 

Curiously enough, the main actors in 
the agitation against the Cogentnx 
power project in Karnataka are local 
capitalists and commercial interests, 
while environmentalists have 
provided the needed legitimacy to 
the campaign^_ 2129 

Back to Old Politics 

Just when the dalits in UP appeared 
close to reaching out to power, the 
BSP has, through its alliance with the 
Congress, revived the very alignment 
which the dalits had all along 
struggled to shed. On the other hand, 
after their failure to put together an 
anti-BJP front including the Congress, 
the Samajwadi Party and the Janata 
Dal are reverting to the old political 
grouping of the backward castes 
with thakurs and jats. 2127 


Name Game 

The Shiv Sena in Maharashtra is 
seeking to rouse communal sentiment 
and disrupt cross-communal syncretic 
traditions through a campaign to 
rename a popular shrine of a Sufi 
saint in Mumbai. 2131 

Privatised State 

In Suharto’s Indonesia the privaii.sed 
state has been a tool in the hands 
of a small elite who want to 
perpetuate their power In expand 
their illegally-gained wealth The 
iron hand with which the legimc 
maintains itself is the rea.son why 
Megawati and her PDI can count on 
tar more support from divcr.se 
quarters than can be explained 
by nostalgia for Sukarno and 
the past. __ 2135 

Atlanta’s Gold 

What the Atlanta Olympics 
highlighted was the war of capital at 
the highest levels within the corporate 
gulag. The billions of dollars invested 
in TV time and the billboards 
emphasised how the Olympics were 
the object of massive corptiratc 
colonisation. 2133 











LETTERS TO EDITOR 


T 


Tn Praise of RSS’ 

IT is indeed sad that vciy slanderous articles 
like *ln Praise ol'RSS’ arc published in your 
scholarly journal (July 27). If God.se was in 
the RSS and later dnited away from it and 
then shot the Mahatma, could we .say that 
It was RSS which inspired him to assassinate 
(i.indhiji? Hvciy naxalite (and there arc 
different sects among them) started off with 
either the CPI or CPI(M). All of them arc 
indulging in extortion and arc killing one 
another, but can we, by the logic ol PR Ram, 
say that it is the C'P1(M)/CPI who arc the 
real orgiinisalions behind the mindless 
murders? 

Ram's statement that “many enquiry 
commissions have implic.ntcd the RSS, even 
directly in many communal riots” is a blatant 
he, studiously propagated by those who arc 
self-professed “left democratic, secular, 
mielleciuals”. Firstly, hardly any report of 
the enquiry commissions into comiminal 
riots has ever been published and not one 
ot any published has held that the R.SS 
initiated the riots. Once riots begin, not only 
will the attackers he repulsed but certainly 
numbers prevail in the end. 

Another untruth propagated is about the 
R.SS’s Iront oig.uiisations. The fact is that 
they aie no more luiinerous than tho.se ol 
the Marxi.si parties Would the communist 
parties own up all the acts of theii fronts, 
the trade unions, the civil liberties outlils, 
the youth, student, science, etc. organs'' The 
author accuses the RS,S of the piopagalion 
ol an ‘authoritarian' model of society What 
a canard' The Indian Marxists and 
communists ot all sects uic the ones that are 
preaching concepts like ‘dictatorship of the 
proletariat', ‘vanguard role ot the only one 
parly (i e, the communists’), one parly 
democracy, onc-caiiilidaie elections, only 
one 'right' thought to be propagated, all 
history to be periodically rewritten to 
glority the ciiireiH Icadet/hclinsniaii of the 
only parly allowed and so on. And it is 
indeed odd that they accuse the RS.S of 
these very practices which are their slock in 
trade in every country they once ruled and 
luiiied 

Ram holds the RSS to lx; "at the root of 
communalisation ol society'' Docs he know 
which was lounded fii st - the .Muslim laiaguc 
or the R.SS; the Khilafal iriovcmeiii or the 
RSS; separate electorates and weightage for 
Muslims or the RSS; Aligarh Muslim 
llniversity or the RSS'* 

Finally, arc not the JNU historians, intel¬ 
lectuals, CPDR.>, PUC'l.s, people's science 
societies, etc, the extended aims of the 


Marxist/communist/naxalitc outfits which 
themselves claim to belong to the political 
multinational world communism (former 
Comintem/Cominform)? 

T Mani Chowdary 

Secunderabad 

Family Planning and 
the Poor 

CH'XJSING a permanent contraceptive is 
not as simple and easy as reported by Rajan, 
Mtshra and Viinia (July 20). Son preference 
matters in all the states, more in rural areas 
than in urban. It has been observed that the 
middle class is more inllueneed by the small 
family norms. The prwrare largely unaffected 
by the ex|iensivc and wasteful campaign by 
the champions of smallfamily norms, despite 
the many incentives ottered by official and 
non-oltlcial agencies and financed by the 
ministry of health and family welfare of the 
government of India. With new laws coming 
m, the lower and backward castes want more 
children 

Since funds from national and international 
agencies are easily available for studies on 
population control, cooked up data arc being 
presented to show successful completion ol 
projects. The ministry of health and lamily 
welfare is no exception as the |obs and 
promotion of officials depend on showing 
progressive data. Fiverybody knows that the 
country's population is increasing. 


In.stead of the present wasteful efforts, t 
effective and permancntcontracepUve wo 
be tn .spend this huge amount of money 
improving the economic conditions of thi 
who are indifferent to population conb 
Large states arc generally poor states. I 
Bihar, Orissa and MP, for example, prov 
enough food for thought to all those worr 
about population growth. I am not con vine 
with the data issued by the ministry gi> 
in the authors’ Table 9. This space 
insufficient to go into details. 

One interesting development is that, uni 
in the past, it is easier now to marry 
daughters without a brother provided ' 
father has some assets. In large towns work' 
girls are being preferred as life partners i 
sons-in-law and daughters are render 
equal if not better service than .sons i 
daughtcrs-in-law. This social change 
apparent in large towns and with famil 
having little or no roots in villages. 

The desire tn have a male child is ba. 
on a social and to a great extent a religii 
necessity. It is also an economic requirem 
for ugro-based lamilics. As abortion : 
detection of sex bclorc birth have beco 
quite common in cities, sterilisation 
generally avoided. It has a psychologi 
impact us it takes away the capacity to prodi 
a child The lime has also come to think h 
our large population could be made an as 
rather than a liability. Let us beware ol 
concern being shown by the rich nalic 

.S K Sil.\H 

Delhi 
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Ragging Industrial Growth 


I NDICATIONS are that the impressive industrial gtowih ol 
the past two years will not be sustained in the current year 
After touching an annual rale ol 8 4 per cent in the fi\e yeais 
before the initiation of the so-called economic leforins 
industrial giowth had suifered a setback in the following three 
years from 1991-92 to 1991-94 when the index ot industrial 
production (base 1980-81=100) rose by 0 6 pet cent 2 1 pci 
cent and 6 per cent icspcctivelv In the next two ycais 
however, there was a smart recoveiy to 9 4 per cent in 
1994 95 and 12 1 pei cent in 1995 96 Though the growth ol 
industrial production in these two years was fairly bioad 
based, the scctorwise pcrfotmancc was mixed I he iiilia 
structure sec tor c omprising mining and quanying and cicctri 
city registered lelalivcly moderate incicascs ot 7 pci cent and 
8 per cent whereas manulactuiing achieved a growth ol 9 S 
per cent m 1994 95 and 11 7 per cent in 1995 96 As pci the 
use based ciassilication, the outstanding perfoimcis wcic 
capital goods (24 8 and 19 4 pci cent) and consuinci duiablcs 
(10 2 and 18 5 pei cent) though m both cases the giowth in 
these two years to a large extent only made up for the pooi 
pcrtoimancc in the fust two oi three scars of the reloims In 
1995-96 the index lor capital goods industries was II 1 pci 
cent higher than five ycais ago in 1990 91, whcicas in the 
preceding five years the use had been by as much as 107 pc i 
cent Similarly, the growth of consumci duiablcs in the last 
five yeais wot ks out to 56 8pet ccntcompated to 77 1 percent 
in the preceding five years The general index too show s a rise 
of only 11 6 jici cent in the last live years coiiipaicd with 49 6 
pci cent in the picvious five yeais Ihc goscinmcni s claims 
that the leforms have given a decisive boost to industrial 
growth aic thus clearly unwarianted, especially consideimg 
the signs already visible of a deceleiation of industrial 
production this yeai 

The first ominous portent is the persistent sluggishness of 
the infrastructure industries FIcctricils coal steel cement 
crude oil and petroleum products with a combined weight ol 
28 8 per cent in the gcncial index, grew by 7 8 pci cent in 
1994-95 and 7 7 pei cent in 1995 96 pointing to a growing 
gap between demand tor and supply of infrastructural faciliiies 
In the first two months of this year the growth ol these 
industries has slowed down fuithcr Their growth during 
Api il May this year was 6 6 per cent against 11 6 per cent in 
the corresponding period of 1995-96 And the pictuie would 
have been much worse but for the relatively good perf oi mance 
of cement and coal within this group Cause tor tne most 
concern is the sharp drop in the growth of power generation to 
an annual rate of just 1 per cent in the first quarter of 1996 97 
compared to 12 I per cent in the coriesponding period last 
year As it is, the deficit in power availability is estimated to 


have gone up from 7 ) pci cent in 1991 94 to 9 2 per cent in 
1995-96 

Accoiding to the industry ministry, during Apiil May this 
year the giowth of 24 selected industiics which have a 
combined weight of 50 )7 per cent in the index of industrial 
production had slowed down to 5 1 per cent Apart fiom the 
SIX infrasliuctute industiics mentioned above 18 other 
industiics with a combined weight ol 21 6 pei cent gicw by 
only 2 9 per cent in contrast to a growth ol 17 4pcrccnlduimg 
April May 1995 This has happened despite some industiics 
in the group, such as sugar and automobiles continuing to 
icgisterimpiessive though lovvei giowihiales Sugar output 
lose by 88 pei cent in April June this jear production ol 
commcicial \clucks was higher b\ '>2 1 [icr ic nl and that ol 
passcngei cais hs 28 per cent 

A ma)or indicaioi of the slackening t>l industiial giowth is 
the slowing down ol expansion ot commeicial bank credit 
Between March 15and July I9thisvcar schcdulcdconimcicial 
banks non food ciedit expanded by Rs ^ 527 ciore (1 5 per 
cent) against Rs 6 758 croic <1 6 pci cent) m the comparable 
period last ycai Ol c ourse high intc rest rales aic an impoi tant 
cause ot this In ic gard to long term funds the pictuie is mixed 
and how thinss will finallv turn out will depend on the 
c<ipahility and readiness of companies to mobilise funds fiom 
the capital maikct through bonds and equity and Irorn abroad 
through GDRs and bCBs apart fiom borrowing from the 
term financing institutions While tin dishuisements of these 
institutions incicased by 40 per cent fiom Rs 1 484 crore m 
Apiil May 1995 to Rs4 877 cioic in Apiil Mav 1996 then 
sanctions were actually lowci by )4 4pci cent from Rs 7 120 
crore to Rs 4,804 c rore reflecting manulacturing companies 
hesitation to commit themselves to long tciin loans at the 
prevailing high rales ol interest Iheic arc indic.itions that 
(JDRs and f CBs as well as bond issues if not equity issues 
in the domestic market may be somewhat hiehc r this y car 'han 
last year TDl inflow is also officially cxpcctc d to be $ 4 bn this 
year compared to 11 I 98 bn last year Actual HJf inflow in the 
fust two months ol 1996 97 was $ 175 mn against S 152 mn 
in the same months last y cai It is di 11 icult to gauge at this stage 
how the availability of long-term lunds for private sector 
investment would laie this >«mi and to what extent the y would 
make up foi the possible decline in public sector investment 

Trends in cxpoits and imports too point to a slowing clown 
of industrial activity this year hxporls in the first quarter at 
$ 8,2 II mn rose by 14 6 per cent against a rise ol as much as 
27 7 per cent in the first quarter of 1995 96 and 21 4 [ler cent 
in the whole ol that year Even more significant is the 
deceleration in the giowth of imports In the first quartci of 
this year, imports at $ 9 146 mn lose by 14 4 per cent against 
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a rise of 37.5 per cent during Aprii-June 
1995. Even this level of import growth this 
year has been because of lar^r petroleum 
impons which rose by 44.2 per cent from 
$ 1,585 mn in April-Junc 1995 to $ 2,284 
mn in April-June this year. The growth of 
non-POL imports has teen just 7.1 per cent 
this year against 41 per cent last year. 

The sluggish behaviour of saving and 
investment constitutes a broader macro- 
eeonomic basis for the misgivings about the 
sustainability of the high industrial growth 
of the last two years. To make possible the 
absorption of $ 4 bn (Rs 14.500 crore) of 
PD! and generally to finance a higher level of 
domestic investment the rate of domestic 
saving has to be significantly stepped up, 
whereas indications are that the domestic 
saving rate has stagnated at around 23 per 
cent of GDP for three years from 1993-94 to 
1995-96(with in fact a slight fall in 1995-96) 
and domestic investment at around 23.5 
to 24 per cent. Making a rough and ready 
assumption that the current account deficit 
this year will be limited to 2 per cent of GDP, 
any substantial step up in investment to 27 to 
28 per cent will require a domestic saving 
rate of 25 to 26 per cent in 1996-97 - an 
increase of two percentage points or more 
which IS simply not in sight. The RBI has 
released CRR accumulations to augment 
liquidity. There has also teen an attempt to 
attract larger portfolio investment by Flls. 
But experience shows that such injection of 
external liquidity gets absorbed largely in 
stock market, real estate and inventory assets 
and there is really no substitute for domestic 
saving for giving an enduring push to 
investment. 

BHIWANDI FRAGEDY 

Infk'astructural Breakdown 

THE comnwn perception of a disaster is that 
it is a rare occurrence, the outcome of an 
exceptional set of circumstances when all 
fail-safe mechanisms have given way. Thus, 
people should not be dying of gas leakages 
because in the first place such a leakage 
should not have occurred; secondly, even if 
it did there are in place structures which 
would prevent death and mitigate the 
suffering of the people affected and limit the 
damage; and third, even if this were not 
possible, there are efficient mechanisms to 
compensate those affected, by whatever 
means, for the damage caused by the 
negligence of the state and its agencies. But 
people do die and suffer from causes they 
have no control over and ci rcumstanccs which 
have occurred bccau.se of the failure of the 
welfare state to make provisions to ensure a 
safe and sufficient livelihood fur its citizens 
This is the story of Bhiwandi in Maha¬ 
rashtra. Over two lakh workers are employed 
here in one of the oldest established modern 
industries in India, textiles, most of them 


migrants pushed out of their native wlla^ , 
and towns to look for jobs, living on a 
pittance because the concept of minimum 
wage does not exist, eating at canteens and 
messes which have hardly ever seen a visit 
by a food inspector. Earlier this week 
hundreds were taken ill after eating at their 
regular mess or 'bissi'. At the hospitals, 
some private some public, they were treated 
with the ‘usual’ remedies for an ‘ordinary’ 
bout of food poisoning. It was only when 
some of them, malnourished and with little 
immunity to any pathogen, took a turn forthc 
worst that the medical community got its act 
together and decided that it must be a ca.se of 
botulism, caused by micro-organisms in stale 
food and that the victims needed an anti¬ 
toxin forthc lethal neurotoxin. This of course 
was a first approximation, an educated guess 
- the diagnosis has yet to be confirmed by a 
battery of tests which the Food and Drugs 
Authority in the state as well as several other 
institutions arc ill-equipped to handle. As of 
now there is no report of any of the hi-tech 
private hospitals with their ultra-modem 
l.'iboratories volunteering to do the work to 
facilitate speedy diagnosis. 

And then there was another problem - in 
none of the sophisticated, long-established 
or modern institutions of medical science 
anywhere in the country was the antidote 
available. So it hadto be flown from Poland 
and, reports say, will arrive only by the end 
of the week, by which time it may be too late 
to save the patients. And what is even more 
surprising is that nobody is certain that the 
antidote will even work because botulism 
has not been confirmed. One authority has 
teen quoted as saying that ‘if the antidote 
does not work, we’ll knowit is not botulism". 

In which ca.se why was it not possible to 
acquire a few trial do.ses immediately, rather 
than a huge consignment which may be of no 
use'/This underlines another aspect of health 
disaster management: there appears to be no 
scientific logic or design in the search for the 
causative agent - whether it is plague or 
botulism the entire exercise is a combination 
of hits and misses. Admittedly, the situation 
is not the same as a deliberately planned 
research programme. However, what is 
increasingly obvious is that little thought is 
given to equipping the medical institutions 
and their staff to deal with emergencies 
which require a minimum acquaintance with 
scientific search. 

There arc a host of questions which ari.se; 
what has the labourauthoritydoneloimprove 
conditions in the thousands of powerloom 
establ' .hments which carry on in abysmal 
conditions of work and pay for those 
employed’/ When the entire powerloom 
industry in the area is manned by migrant 
workers, surely, the state’s labour welfare 
board should take cognisance of this fact and 
provide for or facilitate the provision of safe 
and adequate food and shelter and appropriate 
medicare? Given that Mumbai and its 


environs with its dmtse popdiation, {Me 
housing, unsafe food and water supplies at 
so vulnerable to hazards such as foo 
poisoning and myriad other infections an 
illnesses, some commonly known others ran 
should there not be efficient coping system 
in public hospitals and medical institutions 
It is indeed surprising that Maharashtra’; 
particularly the Mumbai-Pune belt's, moder 
medico-research institutions could not pic 
ducc expertise to deal with the disaster an 
the experts had to be flown in from New Delh 
Hyderabad and, of course, Atlanta in the US 
Disasters often lead to some thinking o 
disaster management and infrastructure 
changes are made to cope with them. Bi 
these remain local innovations and input! 
After the Bhopal disaster, several infra 
structural changes were made and disaste 
management exercises were instituted, bu 
they have remained localised, in Bhopal am 
in other areas where such di.saster.s hav 
occurred. After the plague. Surat has see 
considerable change with better plannin 
and city administration, but again there ar 
hundreds of cities like Surat which are waitin 
for medical disasters to occur. What is neede 
is a coherent policy for minimising th 
chances of such tragedies occurring and the 
mobilising the infrastructure, includin 
supplies, literature and education for copin 
with the disaster. At this point of time, wit 
a state preoccupied with globalisatioi 
infrastructure development means quit 
something else and certainly the problems t 
the masses arc minor irritants in the lacc i 
expand India’s economic horizons. 

GUJARAT 

BJP in a Spot 

SH ANKER.SIN H W AGHFil,A’s decision I 
go ahead with his rally of BJP dissidents c 
August 20, in spite of being issued a sho 
cause nonce, not only precipitated h 
expulsion from the BJP, but has also pave 
way for a formal split of the party in Gujars 
The BJP is mobilising all its organisation 
strength to isolate Waghcla and countei h 
threat to its government in the state. 

By engineering the defeat of Waghela 
the Lok Sabha polls and by removir 
Kashiram Rana from the presidentship of tl 
state party unit, the BJP’s national leadersh 
decided at the national executive meeting 
Bhopal to toe the line of the R.SS-Vb 
combine in Gujarat. Waghela’s revolt, backt 
by 48 MLAs in September last year, again 
the actions of Keshubhai Patel had caug 
the RSS-VHP lobby napping. As a resu 
Keshubhai Patel had to relinquish his chi 
ministership while Narendra Modi, an R.' 
man, had to be removed from the post 
general secretary of the state unit. 'The Pati 
Modi faction got its own back when 
succeeded in defeating a large number 
pro-Waghela candidates in the Lok Sab 
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cMetiDiiB. Convinced ni the relative strength 
of the Patel-Modi faction, the party high 
command decided toadopt ahard line against 
the dissidents in Gujarat The leadership 
now feels that Waghela no more commands 
support of the MLAs who stayed put with 
him in Khajuraho It had to take a soft stand 
towards him then, for notonly wouldarevolt 
by him have threatened the Keshubhai Patel 
government but it could have adversely 
affected the patry’s prospects in the parlia¬ 
mentary elections 

The BJP’s partisanship towards the RSS 
VHP lobby in the state is evident The party 
high command has taken no action against 
those belonging to the Modi (action who 
were involved in hooliganism against 
Atmaram Patel, a senior cabinet minister and 
aWaghela suppoiter.alterthccivic reception 
given to the then prime minister Alai Behan 
Vajpayee in Ahniedabad Instead the axe 
tell on Kashiram Rana The RSS-VHP 
combine which was not successful in 
defeating Rana in Surat in the Lok Sabha 
polls thus avenged Its disgrace Ontheother 
hand Keshubhai Patel was put in charge ol 
Gujarat and his supporter Vajubhai Vala 
leplaced Rana as the president of the state 
unit Ihe ascendance of the Patel Modi 
faction in Cuiarat became clear when most 
of the 12 state party observers appointed to 
selei t candidates lor the posts ol mayors in 
the SIX BJP controlled municipal loipoia 
tions were seen to belong to the Patel lobby 

Recent developments in the Ciujar,il BJP 
arc a clear signal to Suicsh Mehta and 
Kashiram Rana to distance themselves from 
the Waghcla taction Mehta has been assui cd 
that there is no threat to his ministry and 
supporters ot both Mehta and Rana were 
included among the obscivers for scleciion 
of mayoral candidates I ormation ol a new 
party by Waghela will altcct the social bisc 
ot the BJP in the state Though the BIP 
leadership has taken the piecaution ot 
substituting an OBC Rana with an OBC 
Vala the i \it of Waghela may if duce the 
parly s support among the kshairiya 
community Waghela is also shrewdly 
exploiting the discord between the BIP and 
the Shiv Sena m Mahaiashtra by making 
overtures to Bal Thackeray to support his 
cause in Gujarat It Thackeray who has 
scores to settle with the BJP tor embarrassing 
his party over Chhagan Bhujbhai and the 
Kini murder case decides to betricnd 
Waghela the political equation foi the BJP is 
going to gel disturbed in Manarashtra too 

NARMADA PROJECT 

Evading Issues 

AT the pnme minister’s intervention the 
dissonance over the height ot the Narmada 
dam among the riparian states has been 
resolved tor the time being The dam height 
will on paper remain at 455 feet (139 metres) 


but the current constniction schedule is to 
allow the Gujarat government to complete 
the constnicbon up to436 feet (133 metres) 
This was the decision reachedat ameetmgof 
the three state governments which had come 
together on a directive from the Supreme 
Court The apex court processing a petition 
by the Narmada Bachao Andolan to review 
the cost-benefit issues pertaining to the project 
had directed the state governments to look 
into the matter and arrive at an agreement on 
the height ot the dam Ii may be recalled that 
the Madhya Pradesh government had 
suggested that the dam height should not go 
beyond 436 feet although Ihe state chief 
minister at a recent press conference had 
suggested that the height ot the dam could he 
reduccdto384tee((ll7metres) Its argument 
has been, firstly that the volume of water in 
the Narmada was mui li less than when the 
piojeci was conceived and, secondly, that 
there would be fewer tamiltes displaced with 
the reduced height The three states now 
appear to have dec idtd to concede the Gujarat 
government’s demind for keeping the 
projected height at 455 lect with the proviso 
that after reaching 436 feet there would be a 
icview ot hydrologii al data on the volumeof 
water over the next live years 

I he Narmada B.ti hao Andolan has rightly 
pointed out that the entire process ot at n ving 
at a decision docs not appear to have 
considered the ciucial question ol 
displacement and lehibilitalion Reducing 
the height ol the d im means a reduction in 
the area submerged and the number ot 
taiiiilic uprooted Fven if one were to 
concede that the project was a necessity tor 
Gujarat the imperative was to arrive at the 
optimum height t ikmg into consideration all 
these taclors Clearly the decision rcllccts 
the clout ot the Gujai it government in the 
delibciations and is indicative ot the Deve 
Gowda government s limited fcrspeclivc 
and prioiittes with regard to infrastructuic 
development projects 
What IS noteworthy here is also the tael 
that carliei this month the Narmada Bachao 
Andolan had categorically staled that the 
Gujarat government s announiemcnl that 
the Sardai Sarov ir Construction Advisory 
Committee had approved the raising ot the 
spillwav portion ot the dam tiom its present 
height ol 8(13 mciKs to 110 metres was 
incoirect The Andol m had alleged that no 
suchdccisiein hael been reachedat the meeting 
which had not been able to resolve the 
contentious issues ol environment'll impact 
hydrological data and rehabiIil.ition It is 
surpnsing thcrelorc that the prime minister s 
intervention has smoothed things to such an 
extent that there appears to be a moraionum 
on discussing technical issues concerning 
the dam It has now been suggested mure or 
less that discussion of these issues be pul oft 
for another five jears - a highly risky 
proposition If indeed the hydrological data 
point to a reduction in the volume of water in 


the Narmada making it unnecessary for flu 
dam height to be what was propos^ when 
the plans were first drawn up, the present 
decision is technically and financially 
unsound and raises new questions with regard 
to the cost-benefit analysis of the project 
And it newand more comprehensive data are 
available on tlie environmental impact ot the 
dam Ignoring the issue lor five years may 
well lead to irreparable ecological damage 
As lor the rehabilitation issue which appears 
to be a marginal concern ot the three 
governments, it is surely significant that a 
section ot the Gujarat ouslces who had 
accepted the lehabilitatlon package are now 
returning to their old sites because of the 
inadequate fac ilities in the new areas 

SLXUAlHARASSMENT 

In the Public Gaze 

TWO decades ago rape, whatever the class 
ol the victim was rarely reporttsd, unless it 
was an extraordi nani y gruesome mass event 
Few rapes were reported to the police, 
especially when the victim involved belonged 
to respectable’ society that is the middle 
and upper classes and was not a destitute it 
IS not that the situation has alteicd 
diamatically today but while there is always 
.in clement ot shame that attaches to the 
victim m society there is mure awareness 
among the \ ictims and their families that the 
occurrence is not necessarily a consequence 
of the victim s behaviour and so there is need 
to seek redrcssal Rape is an offence in Ihe 
public ga/c It IS visible as an act ol violence 
peipeirated on women, among the more 
extreme gestuies of abuse and indignity 
And yet, while it is punishable in law. pain 
archal society still debates about the under 
lying causes and whether indeed the victim 
was m fact the one who prompted the act 
The Bajaj-Gill case in Punjab and the 
judgment whatever the immediate circum¬ 
stances locates sexual harassment as an 
ottence in the public sphere The tact that 
Gill IS a celebrity is in a sense immaterial to 
this As also the fact ot IPS IAS tensions 
Any case whu h has been so diligently put sued 
by the victim in an effort to obtain redre <^al 
m.iy well have achieved the same purpo e 
Only It would nut have received the same 
sortol media coverage which is what makes 
sexual harassment not only a punishable 
otionce but visibly so 
1 he Gill verdict will undoubtedly have the 
effect eventually of women becoming more 
aware ot the tact that codes ot behaviour so 
long accepted which incorporated gestures 
or actions demeaning to women may in fact 
be objected to It may also contnbulc to a 
sitakc-up ot accepted torms of social inter 
course What consbtutes sexual harassment 
IS under much debate and there will be many 
detimtions ot what is objectionable and what 
IS not However, it is also true that none ol 
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this will affect the lives of working class 
women who toil tneke out a I'ving, where the 
daily grind includes having to put up with the 
lewd remarks and gestures of contractors 
and supervisors, ot being physically pulled 
and pushed 'in the course of work’ and of 
putting up with the innuendoes of mule 
colleagues on the factory floor. There i.sneed 
therefore to disseminate information about 
thecase and the judgment to working women 
everywhere. Only then can the coiistiuction 
of adifferent social persjicclive where dignity 
IS accorded to all women move forward. This 
IS important, lor the changing of social 
perceptions ol women has to go together 
with the transformation of the material 
conditions which make for the subjugation 
of women. 

MADHYA PRADRSH 

Evenly Balanced 

FACED with determined el'forts to dislodge 
him from the state chief ministership, 
Digvijay Singh is holding on to his position 
skilfully. His lale.st move demanding the 
resignations of all the ministers in hiseahinct 
has won him a respUe bcl'otc tlie tug-of-wai 
between the pio-and anii-Rao factions in the 
state resumes 

The demand for the removal ol Digvi)ay 
Singh gathered momentum after (he dismal 
performance ol the CongiesstH in ihe l.ok 


Sabha elections. As a result of the infighting 
in the Congress, the BJP which had won 12 
seats in the 1991 Lok Sabha elections was 
able to capture 27 seats this time. Digvijay 
Singh who throughout the campaigning had 
followcddirections from the centre, attributed 
the electoral defeat to the departure of ‘tall 
leaders' like Arjiin Singh and Madhavrao 
Scindia from the party. Immediately, slate 
leaders owing allegiance to Narasimha Rao 
- who iiieludc Manak Agarwal, Pradesh 
Congress Committee .spokesman, Parasaram 
Bharadwaj, the Madhya Pradesh Congress 
Committee piesident. Subash Yadav, the 
deputy chiel minister, Dilip Singh Bhuria, 
the tribal MP, and Shyam Charan Shukla. 
cx-chicf mmi.sier - ganged up and hurled a 
harrageoi charges against the functioning of 
Digvijay Singh. Besidesrcvivmgihedemand 
for u tribal to be made chief minister and 
accusing the administration of bureaucratic 
inertia, the ilissidonl leaders held Digvijay 
Siiigh responsible for not initiating action 
against tho.se MLAs and ministers who 
openly canvassed against the official 
Congress caiididaics in the pnrliatncniary 
elections. It was the latter charge that was 
taken up seriously hy the AlCC when it 
asked Digvijay Singh to axe seven ministers 
allegedly close to Scindia and Arjun Singh 
and lo shift six other mini.stcrs to minor 
poilfolios 

Digviiay Singh whose prime objective has 
been to ensure the survival ot his government 


tio matter what the upheavals at the centre, 
has seen to it that a reshuffle of his cabinet 
does not hurt any of the major factions in his 
ministry. Thus by asking for mass resig¬ 
nation of ministers and allowing the minis¬ 
ters charged with anti-party activities lo 
place their case before the party high 
command, he has cleared the way for a 
reshuffle without antagonising any faction. 
Moreover, Digvijay Singh knows that 
neither the pro-Rao lobby nor the pro-Arjun 
Singh and Scindia lobby are in a position to 
control Madhya Pradesh on its own. The 
defeat of Arjun Singh in the Lok Sabha 
elections and the overall pathetic perfor¬ 
mance of Congress(T) in the state have 
dampened the spirits of Arjun Singh's 
supporters. In ease the Arjun Singh and 
Scindia faction contemplates any drastic 
action, the chances arc that the BJP and the 
BSP will stand to gain. Narasimha Rao who 
is already lacing a stiff challenge to his 
position at theecntre, cannot alienate Digvijay 
Singh and risk endangering the Congress 
government in the stale. In fact the water- 
thin majority that the Congress has in the 
state assembly is ironically preventing the 
two major factions within the slate from 
jiullmg the carpet Ironi under the Digvijay 
Singh government. The two factions can 
sustain their evenly-matched iclationship 
only if Digvijay Singh icinains at ihe hcimol 
aftairs. That, for the moment at least, is 
Digvijay Singh's .strength. 


Announcement 


The Economic Research Unit of the Indian Statistical Institute, Calcutta 
will host a two-day conference during the period 6-7 Jannuaiy 1997 on 
‘Economic Reforms in India’. Analytical papers of both theoretical and 
empirical nature related to the above theme are solicited. j\ll papers will be 
refereed and some travel grants are available for authors from outside 
Calcutta whose papers are accepted for presentation at the conference. 

Papers are to be submitted in duplicate to : 

Professor Sugata Maxjit / Professor Abhirup Sarkar 

Economic Research Unit 

Indian Statistical Institute 

203, B.T. Road, Calcutta - 700 035, India 

Fax 33-556-6680 

e-mail: maxjit@isical.emet.in or abhirup@isical.emet.in 

by 15th November 1996 
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CURRENT STATISTICS _ EPW Research Foundation 


Maimuning lu ruing innd for the Ihiid loniccutive week Ihe iniiiul mnation raiL uniLhed S 2 pri lkm on July 20 rs^enli iU> dur tu ihe ptimleum pit c hiki im| u i ih WPI tm the 
fuel group row from 295 1 10 522 I in four weeks The me in CPI IW in the fnsiquanei of |9<I6 97 was R 8 pel lenl The government s leiouiw lu ad hois reniunul high at Rs '(1705 
crorewof July IZandRs 16 025 crons as of July 19 An increase of Rs 5 218 iroie in non food advances in the past one month i> siill lor behind Ihc riseinhankv invrstnirntv(Rv4 414 
crorejandforms59percenlnfincieinenuldepaiiu rullerdatator 1995 96n»ealthedoininanct ufthemanulaitunngsichir pariiculiilyti invpoitu)uipnirot elituicalmachiiieiv machine 
tools metal produeis beverages and tobacco (all legistenng over 16 pei cent growth) tuelling the ovei 12 pei cent growth in the gcncial indcs ot industrial piudnclioii ton li pi 1 9 4 |iei 


Weights July 20_ Vjnali i n (Hci Cenli Poi nt i 

Index Numbers of Wholesale 1996 Over Over 1 2 Months I iscul \ car So f jr 1995 

Prices (1981 82- 100) Month Latest Previous 1996 97 1995 96 

All Commu<ltUi.s Ttioo 510 0 12 T 2 51 5'6 T? 

Pnmary AftiUes 52 5 525 7 0 6 6 7 7 0 5(1 ’6 

Pood Annies 17 4 565 9 0 4 9 7 4 1 6 5 4 4 

Non Food ArtiUes 10 I 5515 II 2 5 12 6 5 9 0 8 

Fuel Power I ighl and Lubricants 10 7 522 5 9 2 154 18 127 (II 

Manulaciured Produeis 57 0 5(K)0 0 5 tO 10 4 12 5 5 

Food Products 10 1 286 0 1 2 M) 5 7 5 0 2 7 

Food Index (compukd) 27 5 556 6 0 6 J'> 5 9 5 9 5H 

All Commodities (Avengt Basts) 

(April I July 20 1996) 100 0 505 4 6 1 10 1 4 8 61) 


_ Vanali i n (Pci Cenli Poi nt 10 Point_ _ _ _ 

Ovei 12 Months I iscal \ car So 1 ar 1995 96 1994 95 1995 94 1992 95 
Latest Previous 1996 97 1995 96 


tools meud products beverages and lobaccu (all legistenng over 16 pei cent growth) tuelling the ovei 12 pei cem growth in Ihe gcncial Hides 
cenlin 1994 95) The 58 5 per cent growth in consumer durables and 194 pei cent nvc in capil il goods in 1995 96 in panic ulicly nntabk 

Macroeconomic Indicators 


( o5t of I iving Indices 


Industrial Workers (1982-1(X)) 


1(X)0 

510 0 

1 2 

5 2 

8 5 

56 

27 

49 

10 4 

108 

/I) 

52 5 

525 7 

0 6 

67 

7 0 

5 0 

■>6 

57 

127 

II 5 

5 0 

17 4 

565 9 

0 4 

97 

4 1 

6 5 

44 

9 7 

II 9 

44 

5 1 

10 1 

551 5 

1 1 

2 5 

126 

59 

08 

1 1 

158 

24 9 

1 4 

107 

522 5 

9 2 

15 4 

1 8 

127 

51 1 

0 1 

24 

15 1 

152 

57 0 

5(X)0 

0 5 

50 

10 4 

1 2 

5 5 

5 4 

10 7 

9 9 

7 9 

10 1 

286 0 

1 2 

■>() 

57 

50 

27 

0 5 

8 1 

12 5 

68 

27 5 

556 6 

0 6 

7 ’ 

5 9 

^ V 

5 8 

6 6 

10 6 

7 0 

58 

100 0 

505 4 


6 1 

10 1 

4 8 

61) 

77 

109 

8 5 

10 1 


I atest 



Vanation (Pet Lent) Point to Point 





Month 

Ovei 

Over i ’ 

Months 

fiscal Year So I ir : 

1998 96 1994 95 1995 94 

1992 95 



Month 

Lait St 

Previous 

1996 97 1 

1995 96 






555 0 

1 8 

8 8 

10 5 

44 

4 4 

8 9 

97 

9 9 

6 1 

X))» 

261 0" 

0 4 


97 

7 0 

72 


9 9 

8 5 

68 

(O 

1451 V 

1 5 

S8 

12 0 

25 

1 2 

7 1 1 

10 6 

n 6 

0 7 


Co) Denved biscdon linking lactoi between old and new seiics (1986 87=100) 


* For 1995 96 







V iiiUion 



Money and Hanking (Rs eiine)'* 

July 5 
1996 

Ovei Month 

Fis ilYeirSoTar 
i9)(i 97 1995 96 

1995 s)6 

1994 95 

1995 94 

M< ne) supply (M ) 

6'’65)/6 

6146(1 0) 

25110(4 2) 

8616(1 6) 

69696(15 1) 

78617 (17 4) 

75507(19 5) 

C urn ncy with Public 

126579 

54'>t)l ’(i 

8 15 (7 0) 

9966 (9')) 

17464(17 5) 

18806(22 9) 

t 4170(20 9) 

Deposits with 15 inks 

492576 

6985 (1 4) 

P24I (•’ 5) 

5716 ( 1 5) 

5>1/6(122) 

58956(16 0) 

57925(18 7) 

Net 15 ink (. ledit to Gov 1 

280724 

7185 (2 6) 

255)4 (4 1) 

21505 (9 7) 

40252(18 1) 

165’5 (7 9) 

’8855(16 5) 

B ink Credit to CummI Sector 

54077'' 

5018(0 9) 

150 (0 0) 

5546(1 8) 

48984(16 9) 

44991 (18 4) 

I7I6I (7 5) 

Net Fonign Exchange Assiis 

8l)S58 

2758 (5 5) 

5681 ( 4 8) 

508 ( 0 7) 

514 ( 0 7) 

252V8 (44 5) 

27674(110 9) 

Reserve Momy (July 12 I9*)6) 

191920 

4558 ( 2 2) 

2415 ( 1 ’) 

14929(8 8) 

25056 (14 8) 

50608(22 1) 

27892 (25 2) 

Net RBI C ledil to Centre 

1 57686 

2761 (»()) 

18917(159) 

20925 (21 2) 

19855 (20 1) 

21 50 (’2) 

2(i0(0 1) 

Ad hoe Tie isury Bills 

50180 

2585 

20/05 

l6(Xi5 

5965 

1750 

6 5(K) 

Scheduled ( omiiurei d B mks (July 1^ 
Deposits 

1>)5)6) 

414877 

5481 (1 '>) 

1250 p 9) 

6257 ( 1 6) 

45486(11 8) 

55650(16 1) 

5’144(l86y 

Adv mces 

■>51804 

’879 (1 0) 

’J6( 0 1) 

18(0 0) 

10540(19 1) 

40658(25 8) 

1 1566 (7 5) 

Non Food Ads am c s 

'>40422 

5218(1 4) 

I887i 1)8) 

2988 ( 1 5) 

4 5024 (2 1 6) 

57/97 (25 4) 

8875 (5 8) 

Invesinu tils 

172557 

4454 (2 6) 

8196(50) 

29’1 t’O) 

1 1887 (to0) 

14172(105) 

28(i41 (269) 


■* Based on M ireh 51 liguies tiler closure ol iosernmtiil leeounts exit pi lor 1995 96 (lull ycai) tnd 1996 97 where Ihe hankiiip dal i rel tie 10 
Much 29 1996 


Index Numbers of induslnal 

Weights 

M ireh 







T tse il 

& 

>1 

il 

B5i 






Production (1980 81 IIH)) 


1996 

1995 96 

1994 95 

1995 

94 

1992 

95 

1991 

^>2 

1990 91 

1989 

90 

1988 

89 

General Index 

100 0 

552 9 

284 5(12 1) 

255 

7(9 

I) 

’51 1(5 

ft) 

218 9(2 

5) 

215 9(0 

ft) 

2P(i(8 ’) 

196 4(8 

6) 

180 9(8 

7) 

Mining md 0 nrrying 

II 5 

540 4 

265 7(6 9) 

248 

5(7 

5) 

>51 2(5 

4| 

225 7(0 

ft) 

2’2 5(4 

5) 

221 2(ft 5) 

211 (1(7 

•» 

19/ 1(5 

7) 

Manulaeturmg 

77 1 

527 1 

278 9( 1 5 7) 

245 

4(9 

8) 

222 5(5 

5) 

210 7(2 

2)2(X)2( 0 

8) 

20/ 8(8 9) 

190 7(8 

6) 

175 6(8 

7) 

1 leelneilv 

11 4 

564 2 

540 0(8 1) 

514 

6(8 

5) 

290 0(7 

4) 

2ft9 9(5 

0) 

25 7 0(8 

5) 

25ft 8(7 8). 

!I9 7(10 

9) 

198 2(9 

5) 


Capital Market 


August I 
1996 


1)% 97 So Fir 1995 96_ 

Tiough Peak Trough Peik 


1995 96 1994 95 


15)95 94 


BSr Scnsilive Index (1978 79=100) 5559(4 4) 

National Index (1985 84-l(X)) 1620(5 0) 

BSE 200 (1989 90 l(K)) 560(0 4) 

NSE(Nov 5 1995 KIO) 1047 

SkinditODR Index (Apnl 15 1994-10())75( 16 1) 

Foreign Trade M ty Cu mulati ve ftir 

1996 1996 97 

Exports Rscrore 94" 5 19080(26 1) 

US$mn 2705 <510(14 4) 

Impoits Rseiore 11546 21751(56 0) 

US Slim 5501 6282(25 4) 

Non POl US $ ttm 2541 4751 (17 2) 

Bilaneeol Trade Rscrore 2070 2671 


5754 5591( 

’0 7) 

5 567 

4069 

2826 

5584 

55(v7(5 5) 

5261 ( 

15 7) 

5779(65 7) 

1722 1S75( 

2> 1) 

1549 

1855 

1504 

I(i9l 

|5 49( 5 5) 

IW)fi( 

P ’) 

185(879 ’) 

587 558( 

28 8) 

545 

415 

289 

585 

545 ( 6 5) 

568( 

18 ’) 

45(89 > 5) 

1109 

81 87( 

19 1) 

1107 

79 

1196 

90 

61 

91 

79(1 5) 


78 


Fiscal Ye ir So 1 at 
1995 96 

19)5 96 


1994 95 


1995 94 

1992 

95 

1991 92 


15128(27 1) 106465(29 5) 
4815(27 0) 5IS5I(214) 
159)4(51 5) 121(47(57 1) 
5091 (511) 56570(28 7) 


59S2 (55 4) 
8()6 


2921 1(29 6) 
1518’ 


82550(184) 69547(50 4) 5 I6S8 (21 9) 4 W (55 5) 

26255 (18 5) 22175 (20 4) 18557 (5 8) 17866(15) 

88705(’18) 7'>806(|5 7) ( 5575 (52 4) 4/851(10 8) 

28251 (21 7) 252I2(()8) 21882 (1 ’ /) I94i I ( 19 1) 

22558(29 1) 17456(106) I5T82 1 12 5 I 404/( ■>■■’) 

6 578 5259 9(i8/ 5809 


US $ mn 

596 

772 

204 

4559 2018 1059 


5 54s 

1545 


July 2b 

July 28 

Mai 29 



V in ilion Over 




Foreign Fxchange Reserves 

1996 

1995 

1996 

Month 

Yetr 

Fiscal Year So 1 ir 1095 96 

1J94 95 

j995 94~ 

1992 95 

(excluding gold) 




Ago 

Ago 

T55(7 97 f95T9?v 




Rx eiuie 

US$mn 

"^86 ~ 
17995 

62678 

19795 

6(M)5| 

17128 

2568 

558 

1708 

1800 

4555 5550 s9/7 

865 1025 5688 

~”lh402 

5640 

'274 5(1 
8724 

~5585 

751 
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. " I . . ...I...-..I .1 . ■■ ■ ■ I . I,.,I— # , 

Industrial Production 


Index Nunberf of Indwtriid Weight 199^-96 1994-95 1991 94 1992 93 1991-92 1990-91 1989 90 1988-89 1987-88 1986-87 198S-86 

Production: Mitiof Oroupwiee 

ti98U81s:|OOi 


General index 

l(X)00 

284 1 

255 7 

252 0 

2189 

2159 

2126 

196 4 

1809 

1664 

155 1 

142 1 



(12 1) 

(9 4) 

(6 0) 

(2 5) 

(06) 

(8 2) 

(8 6) 

(87) 

(7 3) 

(9 1) 


Mining and quarrying 

1146 

265 7 

248 5 

211 5 

223 7 

222 5 

221 2 

211 6 

199 I 

1846 

177 9 

167 5 


(6 9) 

(7 5) 

(5 5) 

(0 5) 

(06) 

(4 5) 

(6 3) 

(79) 

(3 8) 

(6 2) 


Manufacturing 

77 II 

278 9 

245 4 

225 5 

210 7 

206 2 

207 8 

190 7 

175 6 

1615 

149 7 

1569 


(15 7) 

(9 8) 

(6 1) 

(2 2) 

(-0 8) 

(90) 

(8 6) 

(8 7) 

(7 9) 

(9 5) 


Electricity 

II 45 

540 0 

514 6 

290 0 

269 9 

257 0 

236 8 

219 7 

198 2 

1810 

168 1 

152 4 


(8 1) 

(8 5) 

(7 4) 

(5 0) 

(8 5) 

(7 8) 

(10 8) 

(9 5) 

(7 7) 

(105) 


Index Numbers of 

Industrul Production 

Use-Based f'lassiRcalion 

Basic goods industries 

59 42 

2‘J2 0 

26h9 

254 9 

212 9 

226 9 

215 1 

199 4 

189 2 

172 2 

163 0 

149 2 


(8 6) 

(5 5) 

(9 4) 

(2 6) 

(6 5) 

(69) 

(5 4) 

(9 9) 

(5 6) 

(9 2) 


Capital goods industnes 

16 45 

580 8 

5188 

255 4 

266 1 

266 8 

291 6 

251 5 

206 4 

192 8 

166 5 

140 7 


(19 4) 

(24 8) 

( 4 0) 

(-0 5) 

(-8 5) 

(159) 

(219) 

(7 1) 

(159) 

(18 2) 


Intermediate goods 

20 51 

254 5 

211 4 

205 9 

182 6 

175 2 

176 8 

168 9 

161 9 

148 3 

141 5 

155 5 

industries 


(10 8) 

(5 7) 

(117) 

(54) 

( 20) 

(4 7) 

(4 3) 

(9 2) 

(4 8) 

(44) 


Consumer goods industnes 

25 65 

247 8 

219 6 

202 0 

194 2 

190 8 

189 0 

177 0 

166 2 

156 6 

147 1 

137 5 


(128) 

(8 7) 

(4 0) 

(1 8) 

(10) 

(6 8) 

(6 5) 

(6 1) 

(6 5) 

(7 1) 


a Consumer durables 

2 55 

564 0 

407 2 

569 1 

515 1 

520 5 

559 6 

524 9 

5175 

260 1 

241 2 

202 8 



(58 5) 

(10 2) 

(18 0) 

(-2 5) 

( 10 9) 

(10 7) 

(2 4) 

(22 0) 

(7 8) 

(189) 


b Consumer non durables 

21 10 

209 6 

196 9 

181 7 

179 5 

175 5 

168 4 

159 2 

148 0 

144 1 

155 7 

129 4 



(64) 

(8 4) 

(1 5) 

(2 5) 

(4 0) 

(5 8) 

(7 6) 

(2 7) 

(6 2) 

(4 9) 


Index Numbers of Industrial 













Production Uroiipwise 

Cotk No 













20 21 Food products 

~ 5 55~ 

208 1 

’ rsuT 

~I60 5” 

"TisT 

178 0 

169 8 

"150 9 

148 5 

119 0 

Isl2 

~I25‘6 


(14 6) 

(154) 

(-8 6) 

(-1 5) 

(4 8) 

(12 5) 

(16) 

(6 8) 

(4 4) 

(6 1) 


22 Beverages tobacco and 

1 5; 

157 4 

151 2 

157 S 

1137 

107 5 

1048 

1010 

92 1 

849 

98 5 

lU 1 

tobacco pioducis 


(20 0) 

( 4 b) 

(21 2) 

(6 0) 

(2 4) 

(17) 

(118) 

(8 5) 

( 13 8) 

( 12 1) 


21 Cotton It stilt 

12 11 

159 5 

155 8 

160 5 

ISO 1 

159 0 

126 6 

n’3 

107 8 

1112 

1125 

1104 



(7 4) 

( 2 9) 

(6 9) 

(8 0) 

(9 8) 

(127) 

(4 2) 

( 5 1) 

( 12) 

(1 9) 


25 Jute liemp ind mesta 

200 

77 h 

92 4 

105 2 

87 0 

90 8 

101 6 

97 4 

101 9 

91 0 

101 1 

97 2 

textiles 


t 15 8) 

( 10 5) 

(18 6) 

(-4 2) 

t 10 6) 

(4 5) 

(-4 5) 

(120) 

( 100) 

(4 0) 


26 Othci icslilcs rmcl wcann 

0 82 

87 8 

78 4 

714 

75 8 

97 2 

105 2 

151 7 

154 ’ 

91 8 

87 1 

1128 

apparel other Itbin footwear) 

(120) 

(6 8) 

(-5 2) 

(-22 0) 

( 5 8) 

(-52 0) 

(130) 

(46 2) 

(5 4) 

( 22 8) 


27 U ood and wood products 

0 45 

229 5 

201 5 

199 5 

1905 

185 0 

197 2 

176 0 

171 7 

161 7 

'»46 1 

225 2 

liiriiitures and fixtures 


(127) 

(2 1) 

(4 6) 

(5 0) 

( 62) 

(120) 

(2 5) 

(6 2) 

( 14 3) 

(105) 


28 Paper md paper products 










166 3 

165 2 

148 5 

and printing publishing 

5 25 

285 5 

256 7 

224 9 

2109 

205 0 

198 0 

181 5 

171 5 

and allied industnes 


tl0 4) 

(14 1) 

(6 6) 

(5 9) 

(2 5) 

(9 1) 

(6 0) 

(5 0) 

(1 9) 

(9 9) 


29 Leather and fur products 

0 49 

226 7 

210 4 

205 0 

187 7 

181 5 

194 5 

188 5 

177 4 

185 5 

177 7 

169 2 


(77) 

(5 6) 

(8 2) 

(15) 

(-6 7) 

(5 2) 

(6 1 

< 4 4) 

(4 4) 

(5 0) 


to Kuhhci plastic petroleum 

4 IK) 

195 6 

182 1 

176 4 

174 6 

172 0 

174 0 

175 5 

168 5 

155 1 

149 6 

155 0 

and (Oil piodutls 


(7 4> 

(5 2) 

(10) 

(1 5) 

( 1 1) 

(0 5) 

ill) 

(8 5) 

(3 7) 

(-2 2) 


11 C he inicals and c hemic il 













pioducts except prndutls 

1251 

556 8 

127 4 

297 6 

276 9 

261 2 

254 1 

247 6 

255 4 

200 9 

17>5 

154 5 

ot pciri Icum anti coal 


(9 0) 

(100) 

(7 5) 

(60) 

(2 8) 

(26) 

(6 1) 

(16 2) 

(14 5) 

(157) 

157 5 

12 Nun iiKtallie mineral 

1 (X) 

2(y2 7 

255 / 

218 5 

209 0 

•’05 2 

195 1 

189 9 

184 6 

158 1 

160 5 

prudiit Is 


(124) 

(7 0) 

(4 5) 

(19) 

(6 5) 

(171 

(29) 

(16 8) 

(-14) 

(19) 

117 0 

It Basic nclal and alloys 

9 80 

222 7 

195 6 

219 0 

168 5 

167 8 

158 8 

145 7 

144 9 

155 6 

126 8 

products 


(159) 

( 10 7) 

(50 0) 

(04) 

(5 71 

(10 5) 

(-0 8) 

(69) 

(6 9) 

(8 4) 


t4 Metal product’' and parts 












114 7 

csccpt machinery and 

2 29 

I?' 1 

150 9 

126 6 

124 6 

155 1 

145 J 

142 6 

155 5 

129 6 

124 5 

transport equipment 


(160) 

(19 2) 

(1 6) 

(-64) 

( 7 0) 

(04) 

(6 8) 

(30) 

(4 1) 

(8 5) 


15 Machimrv inichine tools 













and ports except 

6 24 

242 5 

206 7 

188 4 

181 1 

185 5 

186 9 

171 9 

161 1 

159 2 

141 8 

15(12 

< Ircli leal machinery 


(17 5) 

.27) 

(4 0) 

( 12) 

(-1 9) 

(8 7) 

(67) 

(157) 

(-1 8) 

(8 9) 


■16 Fit ctrieal macbinery 













appaialus appliances 

5 ?8 

727 0 

605 1 

455 5 

485 6 

495 7 

565 6 

459 2 

348 2 

355 2 

254 7 

2006 

and supplies and p irts 


(201) 

(55 4) 

fl 

(-2 0) 

(-12 4) 

(227) 

(519) 

(3 9) 

(517) 

(270) 


F* r 1 ansptm equipment and 

6 59 

288 0 

259 1 

211 2 

200 6 

191 1 

192 5 

181 1 

172 5 

151 9 

144 9 

155 8 

parts 


(20 5) 

(15 21 

(5 5) 

(5 0) 

( 07) 

(6 5) 

(5 0) 

(13 6) 

(4 8) 

(6 7) 


18 Other inanufaetunng 

0 90 

502 8 

267 9 

266 5 

281 5 

269 9 

521 8 

553 2 

305 6 

272 1 

255 4 

152 7 

industnes 


(150) 

(0 5) 

(-5 5) 

(4 2) 

(-16 1) 

(-44) 

(9 0) 

(123) 

(13 6) 

(342) 



Sotr^ (I) Superscript numeral denotes month to which figuie relates c g superscript 4 stands for Apnl (it) Figures in brackets are percentag 

X flritifi/knt. th#* n* rirtrl cn/»r i\r sii/Ar lh«» / Amn.trnKI^ n(*rinfl A# th^ nr^viAiic v^nr 
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COMPANIES 


EFW Research Foundatioii 


INDIAN RAYON AND INDUSTRIES 

Ifi^ier Sales 

INDIAN RAYON AND INDUSTRIES, a 
Kumaramangalam Birta group company, 
closed the year ended March 1996 with a 
sales turnover of Rs 1,211 crore, up by 30 
per cent from Rs 929 crore recorded in the 
previous year Other income moved up by 
46 per cent Interest costs were up by 38 per 
cent Provision tor depreciation and tax 
moved up by 47 per cent and I per cent, 
respectively The company ended with a net 
profit ofRs 18S crore, up by 41 per cent from 
Rs 131 crore recorded m the previous year 
The company has hiked dividend payment 
firom S7 50 per cent to 62 SO per cent for the 
year under review 

Indian Rayon and Industries has interests 
in grey and white cement, viscose filament 
yamfVFY) textiles, carbon black, sea water 
magnesia, caustic soda and fibre glass The 
cement division, the single largest contributor 
to the company’s business, produced 2 36 
million tonnes (int) against I 68 mt recorded 
in the previous year Like in the previous 
year production was constrained by poor 
quality of coal and poor availability of wagons 
coupled with erratic power supplies 

Indian Rayon tsoneof the most economical 
producers ot carbon black as it uses waste 
gases to generate power thereby cutting down 
on power costs The division which has a 
market share of 24 per cent, produced 51 056 
tonnes of carbon black against 43,140tonnes 
produced last year Entering the inter 
national market with an export of lOOtonnes 
in the previous year, the division exported 
1,050 tcUincs lor the year under review 

Production at the textile division was 
affected due to an illegal strike at the 
company' s plants at Rishra The stake which 
started in mid>Pebruary this year lasted till 
May Severe competition in the intcmational 
markets notwithstanding, the exports ot the 
division strxid at Rs 29 crore, about 34 per 
cent of Its total turnover 

The company’s white cement division 
produced 2 36 mt of cement as compared to 
I 68 mt in the previous year, a nsc ot 40 per 
cent The white cement division recorded 
capacity utilisation of over 100 per cent and 
received for the second year in succession 
an export award from the government of 
Rajasthan for its outstanding export 
performance, in spite of the fact that the 
company had curtailed exports to meet higher 
domestic demand 

Indian Rayon has installed an additional 
capacity of 1 2 mt for cement and 20 mw 
for thermal power generation The cement 
division now has a capacity of 3 mt for 


clinkensation, 4 2 mt for cement gnnding 
and 38 5 mw for captive power generation 
The company is installing a second line for 
while cement which will take the capacity 
to 3 30 lakh tpa from the existing 1 50 lakh 
tpa 

The company spent Rs 119 crore in the 
last two years on capacity additions, backward 
imegration and modernisation of its three 
textile units The company is also expanding 
the capacity ot the insulator division from 
6,000 tpa to 10.000 tpa AAer the expansion 
the combined production of the insulator 
units will be in the range of 10,000 tonnes 

The company is currently implementing 
Its sea water magnesia project at a cost of 
Rs 272 crore, which is expected to be com 
missioned by September this year 

The company is also setting up a caustic 
srxla plant at Verawal at a cost of Rs 104 
crore About 25 per cent of the production 
of the plant is intended for captive con* 
sumption by the company's rayon division 
A 165 mw co-gcncraiion thermal power plant 
IS being set up at the rayon division at Verawal 
at an estimated cost ot Rs 74 crorc and is 
expected to be commissioned by mid 1996 
An additional 12 mw captive power plant, 
an extension of this plant, is also planned 
at an estimated cost of Rs 40 crore 

SANDOZ 

Fall-Out of GlolMd Metier 

Making an entry into India with trading and 
formulations Sando/ (India) moved on to 
dyestutls, seeds industrial chemicals and 
agrochemicals Dunng the year under re¬ 
view, the companv hived off its chemicals 
business into a new company called Clanant 
India The company has plants in Gujarat 
and Maharashtra 

Sando7 closed the year ended March 1996 
with a sales turnover of Rs 224 crorc a tall 
ot 23 per cent from Rs 293 crorc recorded 
in the previou; year Other income was up 
by 63 per cent Interest costs were down by 
42 per cent Provision for depreciation and 
tax was down by 57 per cent and 20 per cent 
respectively Net profit fell by 18 per cent 
to Rs 15 crore for the year under review A 
dividend ot 40 per cent has been rccom 
mended by the company Sandor announced 
a voluntary retirement scheme in July 1995 
which was opted for by 137 employees The 
company incurred a cost of Rs 5 crore on 
the scheme 

Domestic sales of the pharmaceuticals 
division rose by 14 per cent over the previous 
year The exemption of import duty on life 
savingdrugs, viz, Leucomax and Sandostatin, 
was fully passed on to the consumers The 


company has come out with Leponex for 
schi/ophrcnia, Parlodel tor infertility, 
Sirdalud for spasticity and Lamisil for fungal 
infections 

In Its seeds division, Sandoz has developed 
seeds that ensure improved yield have higher 
nutntional content and are highly disease 
resistant The company introduced a virus 
resistant tomato vancty which was well 
received In July 1995, the company shifted 
Its base ot operations to Pune and plans to 
set up a research station there for evolving 
new hybnd vaneties Sales of the division 
grew by 35 per cent over the previous year 

In the agrochemicals sector the company 
maintained Us sales in spite ot a vanable 
monsoon and competitive pressures The 
company successfully placed Ekalux in the 
markets ail over India Ekalux is the first 
emulsion in water formulation (aqua flow) 
Sales of non-quinalphos products weie higher 
than in the previous year 

The company’s exports doubled to Rs 4? 
crore for the year under review Major exports 
came from the pharmaceutic ais di vision 'l^e 
company achieved record levels of calcium 
salts production and was able to lully utilise 
Its pharmaceuticals plant in the Kandia Free 
Trade Zone 

The phaim u cuiicals division is to launch 
an anti lungal diug called 1 aniisil which ts 
highly cttcctivc in treating a wide range of 
skin and nail inleitions fhe drug is to be 
sourced trom lando/ Pharma, Switzerland 

Sandoz IS considenng banging its nutn 
tional products in the Indian market This 
will involve setting up a new nutation 
dn ision Internationally the company caters 
to tour important segments of nutational 
needs viz, clinical nutation sports nutation, 
special null itton orreform products and health 
food dnnks The company is undertaking a 
research of the Indian market to assess the 
demand tor nutritional products tastes and 
habits ot the Indian consumers as also the 
economic viability of the project The 
company is introducing a new synthetic pep 
tide drug lor treating c ancerous tumi rs 

The global merger of Ciba Gcigy and 
Sandoz has resulted in the formation of anew 
entity called Novaitis The integration process 
to form Nosaiiis India has begun and ts 
expected to be completed by the end of the 
cuaent financial year 

BASF INDIA 

Expansion Plans 

Beginning operations as a monopoly pro 
duccr of thcrmocolc technically known as 
styropore BASF India has over the years 
diversified into leather chemicals expand 
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Tlir Week’s Cenpanies • 

(Rslakh) 



Indiaailayea 

Sandox 

BASFfadia 

Financial Indicators 

Muck 

1996 

March 

1995 

March 

1996 

March 

1995 

March 

1996 

March 

1995 

IncamWappropriatloM 

1 Net soles 

121069 

92836 

22416 

29281 

20087 

17200 

2 Value of production 

120475 

94084 

22611 

29160 

20506 

17325 

3 Other Income 

9288 

6377 

1215 

746 

1233 

1049 

4 TomI iiK-ome 

129761 

100461 

23826 

29906 

21739 

18373 

S Raw materials/stoivs and 
spares consumed 

41326 

32061 

4691 

7872 

10379 

9078 

6 Other manufacturing expenses 

21145 

16465 

8598 

10099 

2424 

1535 

7 ReinunenUion to employees 

8927 

6541 

2176 

2127 

1542 

1371 

8 Other expenses 

21761 

18364 

.5645 

5730 

3569 

2941 

9 Operatutf! profil 

36602 

27030 

2716 

4078 

.3825 

3448 

10 Interest 

9709 

7042 

203 

351 

106.3 

798 

II Crass profit 

27623 

20338 

2708 

3672 

2768 

2657 

12 Depreciation 

.5842 

SOS') 

282 

651 

527 

425 

13 Profit before lax 

21775 

18353 

2426 

3021 

2239 

2232 

14 Tax provision 

3300 

3255 

960 

1200 

230 

%5 

IS Profit after lax 

18475 

13098 

1466 

1821 

2009 

1267 

16 Dividends 

2809 

2215 

318 

.398 

.345 

292 

17 Retained tHoflt 

15666 

10883 

1148 

1423 

1664 

975 

UablUtla/ancIs 

18 Paid-up capital 

4495 

4467 

795 

795 

1150 

1150 

19 Reserves and surplus 

120193 

104169 

4172 

53.55 

8317 

6656 

20 Long-term loons 

76051 

55892 

372 

1214 

9100 

2299 

21 Shotl-rerm loans 

13871 

15347 

1142 

678 

3132 

3112 

22 Of which bank borrowings 

13871 

15347 

1042 

678 

2455 

2587 

23 Cross fixed assets 

173203 

1303.55 

1784 

7566 

18185 

10519 

24 Accumulated depreciation 

44455 

39147 

280 

5389 

3756 

3245 

2S Inveniones 

21634 

19799 

47.38 

6441 

47.32 

4162 

26 Total assets/liabiliiies 

235612 

202238 

11597 

14668 

26039 

17561 

MbeeUaneous Mems 

27 Excise duty 

0 

14971 

1010 

25.57 

3074 

298.1 

28 Gross value added 

39035 

28653 

4988 

6010 

.5434 

4870 

29 Total foreign exchange income 

17044 

14019 

4228 

5402 

2921 

2899 

.30 Total foreign exchange outgo 

24871 

16939 

7288 

4897 

4877 

37.35 

Key flnandal and pciformancc ntiM 

3| Turnover ratio 

(sales to total assets) (%} 

51.4 

45.8 

193.3 

199.6 

77.1 

97.9 

.32 Sales to total nei assets (%) 

56.4 

51 6 

.345 9 

3641 

92.6 

1301 

33 Gross value added to 
gross fixed assets (%) 

22.5 

22 0 

279 6 

79.4 

29.9 

46J 

34 Return on investment 

(gross profit to total assels) (9(-) 

11.7 

10.0 

23 4 

25.0 

10.6 

IS 1 

35 Gross profit to sales 
(gross margin) (%) 

22 8 

21.9 

12 1 

12 5 

138 

15.4 

36 Operaung profit to soles (%) 

302 

29.1 

12 1 

139 

190 

20.0 

37 Pratil before lax to sales (%) 

18.0 

176 

10 8 

10 3 

II 1 

l.t.O 

38 Tax provision to 
prol'ii before lax (%) 

15 2 

19.9 

39 6 

39.7 

10.3 

43.2 

39 Profil after lax to nei worth 
(return on erpiily) (%) 

14.8 

12 1 

29.5 

29.6 

21.2 

162 

40 Dividend (%) 

62..50 

.57.50 

40 00 

50.00 

30.00 

30.00 

41 Earning per share (Rs) 

41.10 

29.32 

18 44 

22.91 

17 47 

1102 

42 Book value per share (Rs) 

277.4 

243 2 

62 5 

77.4 

82.3 

67.9 

43 P/E ratio (based on latest and 
corresponding last year's price) 

9.8 

t5.7 

19.4 

I7.C 

14.7 

.32 7 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 

610 

514 

7.5 

19.7 

%.l 

293 

45 Short term bank borrowings 
to inveniones (%) 

64.1 

77.5 

220 

105 

519 

62.2 

46 Sundry creditors to 
sundry debtors (%) 

53.5 

80.5 

147 2 

156.4 

685 

TtA 

47 Total remuneration to employees 
to gloss value added (%) 

22.9 

22 8 

43.6 

3.5.4 

284 

28.2 

48 Total reinuneralion to employees 
to value of production (%) 

74 

7.0 

9.6 

7.3 

7.5 

78 

49 Gross fixed assels 
foroiaiion (%) 

329 


-76.4 


72.9 

_ 

50 Growth in inveiuoncs ('4) 

9 27 

- 

-26 44 

- 

13.70 

- 


able polystyftiK. agrodiemicab and piest 
ddes, tanning agcnu and dyestuffs. Leatbi 
chemicals account for more than SOpercei 
of the company’s turnover and thecompan 
is in an advantageous position as it faces litti 
or no competition as far as leather chemical 
are concerned. BASF India has plants t 
’Thane and Bokaro. In Match 1996 it coir 
missioned a plant in Mangalore. 

The company closed the year ende 
March 1996 with a sales turnover of Rs 21 
crore. up by 17 per cent from Rs 172 crot 
recorded in the previous year. Other incom 
moved up by 18 per cent. Interest cost 
rose by 33 per cent. Provision for deptecis 
tion moved up by 24 percent, while that fo 
tax was down by 76 per cent. Aided by 
rise in technical advisory services th 
company recorded a rise of 59 per cem i 
its net profits which moved up to Rs 20cror 
for the year under review. A dividend of 1 
per cent has been recommended by th 
directors. 

Volume of sales from the leather chemi 
cals division increased by 4 per cent con 
pared to the previous year. The colours an 
dispersions division performed satis 
factorily with exports from the divisio 
increasing from Rs 4 crore to Rs S crore. I 
keeping with the growing demand in th 
dyestuff and construction industry, th 
company plans to expand capacity of th 
dispersions business. Operations from th 
chemicals division was satisfactory in spil 
of losing business in some important pit 
ducts to Oiina. Sustained demand for th 
company's products from the consumin 
industries saw the division through. Tlw .liil 
of crop protection products during the yes 
increased by 19 per cent compared to th 
previous year. High fluctuations in th 
international prices for styrene, the maje 
raw material, aflected the pcrtormance of th 
plastics division. 

The Mangalore project which has bee 
completed in 22 months at a cost ol Rs 10 
crore has an installed capacity of 1,700tonne 
annually for speciality dyes zni anothcr8,S0 
tonnes for dispersions. 

BASF has earmarked an investment t 
Rs60 crore in various expansion plar 
undertaken at 'Thane and Mangalore to t 
completed over a period of two years. 

A doubling of the dispersion capacity i 
Mangalore at an investment of Rs 3 croi 
is on the anvil as is an investmmit of Rs I. 
orore in the manufacture of Helizuin pi| 
ments used in the printing industry. BAS 
is also setting up facilities forTamol liqui 
used in theconstniction industry at Mangalo 
at a cost of Rs 3 crore. 

Tofinanceitsexpansion plans thecompar 
is planning a rigiKs issue of Rs 58 crore. 
part of the proceeds will go tovraids auj 
menting the long-term working capit 
requirements. 
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MMEY MARKET REVIEW 


EPWResearch Foundatioii 


Cost of Funds Forces Industrial 
Slow-Down 

The heavy burden imposed by the high real rates of interest both on the 
government budget and on productive activity in the public and private 
sectors is coming to the surface more sharply than ever before. There 
are in fact ominous signs of an incipient slow-down of industrial growth. 


1 

Oppressive Real Rates of Interest 

THE currem financial sector developments 
seem to portend incipient signs of slowing 
downof industrial activity, for which the high 
cost of institutional credit for inventory and 
investment financing appears a major 
contributory factor. The oppressive character 
of the high real rate of interest in the economy 
imposing a heavy burden on both the 
government budget and productive activities 
has come to the surface more sharply than 
ever before. And this has been spawned 
curiously in an environment of abundant 
liquidity available in the system. 

Apart from the sizeable release of cash 
reserves, high level of delicit spending by 
the government as reflected in the phenomenal 
expansion in ad hoes and net RBI credit to 
the government has contributed to the 
acceleration in monetary expansion. But the 
demaiuf for credit has slackened. Between 
March l5andJuly I9ihisyeai,theinctemcntal 
credit-deposit ratio has dipped to 16 per cent 
against 64 per cent in the corresponding 
period last year. Even in absolute terms, non¬ 
food bank credit has expanded by only Rs 
3,527 crore (1.5 percent) this year compared 
with a substantial growth of Rs 6,758 crore 
(3.6 percent) during the comparable period 
last year. Instead, despite there being 
substantial excess holdings, .scheduled 
commerc lal banks have further added to their 
investments in government securities this 
year (by Rs 10.258 crore) compared with last 
year (Rs 3.003 crore). 

The emphasis on the bottomlinc for banks 
and public financial institutions (FIs), 
premature imposition of credit adequacy 
norms, dilution of their societal goals and 
unrestrained high interest rates offered on 


funds mobilised by them have made the loan 
rates in the system generally usurious and 
sticky. As banks continue to charge lending 
rates of 20 per cent or over for the generality 
of their loans and the FIs in the region of 
19-22 per cent, corporates have reportedly 
begun to slow down the availing of cash 
cr^it and term loans, (^ly a few of them 
can access the alternative commercial paper 
(CP) market where the rates have come down 
to 12-14 per cent. No doubt, in deference to 
the authorities' preference for lower interest 
rates, banks and FIs have made some gestures 
of reducing their prime lending rates (PLRs). 
For banks, the lowering of the effective cash 
reserve ratio (CRR) to 11.5 per cent and the 
downward revision of the one-year deposit 
rate from 12 per cent to 11 per cent would 
have brought down the cost of funds but for 
the intense competition among banks to 
mobilise deposits at free rates of interest for 
maturities beyond one year; these competitive 
rates at the margin may be further influenced 
now by the freedom given to big-size non¬ 
banking financial companies (NBFCs) to fix 
their own deposit rates. 

The report^ reductions in PLRs by banks 
and FIs have been only symbolic and unequal 
to the needs of the real sector situation. Whi le 
some major nationalised banks (SBl, PNB 
and Union Bank) have rolled back their 
earlier hike in PLR by one-half of one 
percentage point to 16 per cent, important 
foreign banks reduced it from 19.5 per cent 
to a range of 18 to 18.75 per cent. The IDBl 
and the ICICI also rcduc^ their PLRs to 16 
per cent - by one percentage point which was 
added barely a fortnight earlier in June. But. 
first, many other banks have refused to 
reduce their PLR. Secondly, almost all banks 
and FIs have their modal rates far higher - 
at 20 to 22 per cent - than their PLRs. In 


fact. FIs have again breached their agreement 
to restrict the upper end of the lending rate 
structure within four percentage points of 
their put and, instead, begun tolend generally 
at around 22 per cent. Above all, these rates 
have remained sticky at a lime when the 
general inflation rate has come dowiv and 
more imporiantly, business expectations in 
regard to output and investment activities 
have suffered a setback. 

High C!Iost of Promotinc Government 
Securities Market 

Besides the persistence of high cost of 
commercial credit, the RBI’s well-intentioned 
policy of promoting the business of primary 
dealers (PDs) so that the secondary market 
for government paper could be deepened and 
strengthened has bran exploited by the banks 
and PDs in concert in such a way that the 
cost of borrowing for the government has 
turned out to be much more than even last 
year. Effective July 10, 1996, RBI started 
paying commissions to PDs on the purchase 
of TBs and securities in the auction market 
to the extent of 25 paise for 91 -day TBs, 50 
paise for 364-day TBs and Re I for 
government securities on every purchase 
worth Rs 100 so as to provide incentives to 
PDs to develop the secondary market. As a 
supporting measure. RBI also reduced the 
refinance rate by one percentage point each 
to 11.5 per cent for TBs and 13 per cent fur 
government securities. Howevcr.all four PDs, 
who have been sponsored by (or associated 
with) bigger banks, have prompted their 
parent banks to route their bids through PDs 
themselves with the obvious bait of sharing 
the commission offered by the RBI directly 
or indirectly through an adjustment in the 
resale price of government paper. 
Consequently, instead of competing with 
each other which would have imparted greater 
depth to the market and certainly lowered 
coupon rates in an environment of a surfeit 
of liquidity, the banks and PDs started 
colluding with each other to force the RBI 
to fix a higher yield rate as evidenced in the 
two government securities auctions in July 
where the cut-off coupon rates were higher 
than last year's for corresponding maturities 
and also higher than even the market expecta¬ 
tions; likewise, the expected downward trend 
in the 364-day TB rate pari passu with the 
precipitate fall in the yield rate on91 -day TB 


Tails I: Cali. Money Rates 


(Per cent per annum) 


July 1996 _ _ June 1996 


Items 

26 

I9(RF) 

12 

5(RF) 

28 

2I(RF) 

14 

7(RF) 

Weekly range 

3.00-lOiO 

0.10-1.25 

0.75-500 

0.05-10.85 

1050-11.00 

0.25-11.05 

10.70-11..50 

0.I0-II.00 


(8.50-11.00) 

(0.25-12.00) (1010-14.00) 

(1.00-17.00) 

(14.00-19.00) 

(0.25-2150) 

(13.50-17.25) 

(2.00-12.00) 

Week-end (Friday) 

5.75-7.00 

0.25-0.10 

1.00-1.25 

0.05-0.10 

10.50-10.95 

0.25-050 

10.85-11.05 

0.10-0.50 

Weekly weighted overage * 

5M 

1.27 

1.66 

5.14 

10.94 

10.89 

10.10 

10.75 

DFHl lending rates (range) 

1.15-9.10 

0.10-2.25 

0.75-5.60 

OJO-10.95 

10.90-11.10 

11.054).10 

10.90-11 15 

0.40-II.I5 


Weighted average of borrowing rates repotted to the RBI by selected banks and DFHl, weights being proportional to amounts borrowed. 
Figures in the parentheses represent weekly range during similar period last year. 
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did no( occur (sec a subsequent section). 

The above concerted action on the pan of 
the PDs and banks was particularly 
conspicuous in the secondary market trans¬ 
actions in the freshly-issued dated securities 
and 364-day TBs during the second half of 
the month. Ilius, immediately after the auction 
of the 13.62 per cent two-year paper on July 
30, the succeeding two days saw huge outright 
SGL transactions in this paper: Rs 817 crure 
on July 31 and Rs 424 crorc on August I ; 
there was a transaction of Rs 90 crorc on the 
third day, thus absorbing Rs 1,301 crorc out 
of theRs2.000crore issued in these immediate 
sales. However, significantly, of these, only 
Rs 366 crorc were at prices below par or at 
yield rates above the cut-off yield of 13.62 
per cent. Thus, over 70 per cent of the 
secondary sales on immediate consecutive 
days were at above par value prices ranging 
from Rs 100.02 to Rs 100.55 or yield rates 
ranging from 13.6082 to 13.2978 percent. 
It is a moot point as to which were those 
banks or other parties that failed to procure 
the paper at the primary auction on the 
previous day and bought it at a higher price 
the next day and what has prompted them 
to do so? It is quite likely that the PDs arc 
arbitrarily sharing a part of the RBI 
commission with banks rather than selling 
the scrips at a discount. If so, it may appear 
an unhealthy practice. The same phenomenon 
was noticed in the July 17 issue of 364-day 
TBs issued at a cut-off yield price of Rs 
88.80 and a yield of 12.61 per cent. Of the 
secondary transaction worth Rs 142 crorc in 
this paper the next day, as much as Rs 132 
crore were at higher prices and lower yields 
than the issue price or YTM. In this case, 
the secondary market transactions, however, 
constituted a small proportion out of the total 
issue of Rs 1,063.50 crore. 

Bethatasit may.thepaymentofcommission 
has had the unintended effect of further 


pushing up the coupon rate on government 
paper. The commission was a special and 
unusual,device to facilitate the PDs to take¬ 
off the ground as it were, but it would have 
served its objective if the PDs used the 
system to offer competitive rates and thus 
conferred some benefits of compel ition to the 
government in the tbrm of getting funds at 
a better price. As opposed to this. PDs and 
parent banks acted in unision and many 
banks were reported to have either bid only 
through PDs or bid in the auction but 
deliberately quoted a higher rate so that their 
bids would get rejected and they could buy 
the paper at a discount Irom the secondary 
market through a PD. This way. the coupon 
rate got pushed up as the central bank had 
limited manoeuvrability in containing the 
cou{K>n rate in a situation of sizeable deficit 
spending by the government. 

'I'here are many other dimensions to the 
unintended eftects arising from the RBI 
commission. Fir.si. in absolute amounts, the 
discounts would mean a large sum, and arc 
proportionately even higher in such papers 
as zero-coupon bonds (ZCBs). As part of its 
own promotional role, the RBI has chosen 
to bear the cost itself and not pass it on to 
the government as the cost of debt 
management. Even so, with coupon rates 


being pushed up, the commission has 
imposed an additional burden on'the 
exchequer even if partly indirectly. Poratwo- 
y car 13.62 per cent security. the extra burden 
may have been as much as 1.50 peremtage 
points. Secondly, the resultant distortion in 
the yield curve is sure to be reflected in a 
further firming up of the rates for future 
issues of government paper, which is con¬ 
trary to the objective of creating the institution 
of PDs. While the premise is valid that the 
PDs are in a nascent stage and hence the 
sumptuous support from the authorities, the 
unhealthy tendencies that the arrangemen' 


Taels 3: Nominal and Real YieluonSoms 
Goveenmcnt PA«ais Issued dueino June-Julv 1996 
< Yield per cent per annum) 


Years 

To 

Maturity 

WPI-Bosed 
Expected 
Inflation Rate* 

Cut-Off 

Yield 

(Nominal) 

Real 

Yield 

1 year 

(364-day TB) 6.22 

12.61 

6.39 

2 years 8.13 

1.3.62 

5.49 

3 years 

8.73 

13.70 

4.97 

4 years 

8.58 

13.85 

5.27 


* Based on the moving averages of 'he latest 
monthly WPi for the respective number of 
months. 


Table 2 : Daily Quotations <>e Hiciis and Lows or Call Rates in Pee Cent Pm Annum; 

SlMnESTATISTK-ALCHAEArTERISnCS 



All Four 
Weeks 
of the 
Month 


July 19% 
Week Ended 


All Four 
Weeks 


June 1996 
Week Ended 



26 

19 (RF) 

12 

05 (RF) Mooih 

28 

21 (RF) 

*14 

07 (RF) 

Mean 

Standard 

.3.31 

5.79 

0.84 

1.75 

4.86 

9.99 

10.94 

9.18 

ioan 

8.88 

deviation 
Coefficient of 
variation 

3,20 

2.51 

0.57 

1.48 

.3.90 

2.89 

0.10 

3.87 

0.26 

.3.83 

(percentages) %.66 

4.3.34 

6725 

84.34 

80.21 

28.92 

0.91 

42.16 

2.37 

43.13 
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Gum C' ANNUAunp DMLrCAm/SroT, 3 -Mohth, amo 

6-Month Po«wam> Pumia in Pbrcentaoe ron the US Douak 
•V THE Domestic Intee-Bank Market 



OrafhD Yield Curves for 91-Day Tot AM) 364 Day TBs 
(Primary AutnuNs) Aerh I996t()Juy 19% 



may Lreate deserve to be nipped in the bud 
To begin with, the rates of commission ofTeted 
are unduly high tor sovereign paper handled 
m bulk Besides, it is possible to debar PDs 
from claiming commission it the relevant 
government paper successfully subscribed 
for istransterred to parent or associate banks 
or tor that matter to any bulk buyer like bank 
or insuraiice company within the value-dated 
pe'iod for subscription Also the modus 
ofieranJi ot linanting such surrogate 
purchases are required to be examined 
aretully Either the banks provide clean 
oans, or the PDs indulge in short-selling 
ivhich IS prohibited under the Securities 
Contract Act Finally such subventions are 


closely linked to the broader goal of achieving 
an enlargement of the market for gilt-edged 
securities outside the group ot traditional and 
captive investors The commission linked 
only to the successful subscription amount 
has the implication ot artificiaily boosting the 
effecuve yield rate Apart from the vanous 
repercussions highlighted above, it would 
also have a deletcnous effect on the conduct 
ot the RBI's open market operations 
Unlike in advanced countries when the 
government paper is sold pnmanly through 
PDs who in turn nurture the secondary market, 
banks and insurance companies will remain 
bulk suhsenbers at pnmarv auctions in India 
It will take a while before PDs emerge as 
Taele 4 Auctions of 91 Day Treasury Biils 


dominant players in the market in terms ot 
resources and expertise The benelit of 
competition which the government ought to 
get in the form ot competitive pnees in an 
environment ot large players in the market 
should not be negated by a policy that confers 
the largesse to tl^e PDs at the expense of a 
realistic cost to the government In such a 
situation, It IS bc‘tter that authorities lower 
their sight for PDs' growth and confer such 
benefit on them that would induce them to 
expand their clientele base tor government 
paper amongst small institutional investors 
such as trusts, provident funds and corporates 
In this regard, the direct targeting of 
individuals, which is also being canvassed 

(Amount m rupees itore) 


Date of 
Auction 

Notified 

Amount 

Bids Tendered 

No Face Value 
(Amoum) 

Bids Accented SubsennUon 
No Face Value Devolvedon 
(Amount) RBUAmount) 

Cut off 
Price 
(Rupees) 

Cut off 
Yield Rate 
(Per Cent) 

Amount OuLstanding@ 

Total 

With RBI 

Outside RBI 

1995 












July 7 

50000 

15 

3640 

4 

725 

172 75 

9692 

1271 

495000 

141475 

353525 



(4) 

(32000) 

(4) 

(32000) 







July 14 

50000 

12 

38 00 

8 

900 

44100 

%g6 

1297 

540000 

185575 

3544 25 



(I) 

(5000) 

(1) 

(20270) 







July2l 

50000 

40 

47495 

5 

20270 

147 30 

9686 

1297 

585000 

200305 

384695 



(3) 

(15000) 

(3) 

(15000) 







July 28 

50000 

69 

87138 

43 

42958 

000 

%91 

1275 

625000 

200305 

424695 



(4) 

(2800) 

(4) 

(7042) 







1996 












JulyS 

50000 

191 

2734 37 

26 

39070 

000 

9712 

1186 

600000 

5686 

594314 

L 


(2) 

(60000) 

(2) 

(109 30) 







9 July 12 

50000 

193 

259980 

27 

48063 

000 

9759 

988 

600000 

5686 

594314 



(1) 

(40000) 

(1) 

(19 37) 







July 19 

50000 

156 

170773 

31 

34390 

000 

9775 

921 

600000 

5686 

5943 14 



(2) 

(60000) 

(2) 

(156 10) 







July 26 

50000 

97 

1135 80 

40 

41572 

000 

9769 

946 

600000 

5686 

5943 14 



(3) 

(57500) 

(3) 

(8428) 







Abg2 

50000 

82 

189910 

6 

41662 

000 

9779 

904 

- 

- 




(21 

(63000) 

(2) 

(83 38) 








Figures in paraniheses represent numbers and amounts of non-compeutive bids which are not included in the total 
9 Outstanding amounts are esUmated for last few weeks of tune 1996 
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Gkakh E- Yihi d Curvbs fo* 364-Day iRBASimv Bius ano Daito S5Bci*m» - WiiotnBo 
Avmaof-foaJulv 1996 


Dated Securities 
(Last maturity in 2014) 



.t64-DayTieasuryBills 
*■( l-ast maturity in July 97) 


Period to Maturity in Ascending Order 


by the RBI. will have a heavy opportunity 
fo.'ii lor the governineiil which deserve.'! to 
be avoided; the interests of the individuals 
are better .served by financial intcrmediaric.s 
which mobilise savings from them. 

Another problem in bank s bidding through 
PDs i.N that the latter are merely acting as a 
post oil'icc in passing on the banks’ bids to 
the RBI. F’Ds arc expected to have better 
skills in bidding fine rates in this market, 
which .should determine their success ratio 
in the auctions - an tm|H)rtant criterion the 
RBI will look at in its year-end review of each 
PD When hanks bid through PDs and the 
bids get rejected because the bank bids are 
off the mark, the success ratio of PDs will 
be artilicKilly boosted. 

Ol'C.N M SltKLT OPtRATIONS 

The RBI was seen to ne quite active on 
the open market operations (OMOs) front 
during July but in a more bu.sines.s-like 
manner. It is.sucd as many as ten price lists 
during July It bought securities worth Rs 
183 crJre and sold securities worth Rs 292 
crore. Tlic net (JMO sales thus were to the 
tune of Rs KW crore. The non-aggressive 
stance of the RBI on buy and sell fronts is 
explained by the fact that the liquidity situation 
IS yet well within control. 

OrilFR Dl VU.OI'MtNlS 

in an interesting development, the RBI 
started publishing the weighted average price 
• offered by bidders on 91 -day TBs effective 
from the auction held on August 2; this price 
would represent the average for at 1 competiti ve 
bidders when there are no devolvemetits; if 
there aic devolvemeius it would represent the 
average pnee for all categories; competitive 
bidders, non-competitive bidders (who get at 


the weighted averageof competitive bidders) 
and those devolved (at the cut-off price). In 
the August 2 auction, while the cut-off price 
was Rs 97.99 (yield of 9.04 per cent), the 
weighted average price of competitive bids 
was Rs 97.83 (yield of 8.89 per cent), 
suggc-sting a fairly narrow dispersion in the 
quotations (considering only 6 bids for 
Rs 416.62 crore were accepted out of 82 
bids for Rs l,899.IOcrore). The information 
will bring in more transparency to the secon¬ 
dary market. 

II 

Money and Foreign Exchange 
Markets 

Call Money Market 

The mo.st perceptible impact of the easing 
of short-term liquidity was seen in the call 
money rates behaviour in July (Tables 1 and 
2). From a band of 10-13 per cent witnessed 
since the beginning of the current financial 
year, call rates crashed to historically low 
levels of 3-4 per cent. The weekly weighted 
average of call rates as compiled by the RBI 
dipped fromarangeof 10.10-10.94 per cent 


1995 


July 5 

8 

24.68 

Julylg 

1996 

13 

1450 

July 3 

67 

896.15 

July 17 

143 

1329.03 

July 31 

28 

375.16 


> dttrifig'JuneioiSJld ptf ot^^ 

« 1.27 per cent and 5.M pa-cent in the fo 
weeks of July, respectively (Table I). The 
have been the lowest weighted rates Kihievi 
ever since April 1993. In the first week i 
July, the rates ev«i crashed to 0.S-1 perce 
(Graph A), as the call money market w: 
dominated by a multitude of lenders and fe 
borrowers. Only some foreign banks we 
reported to have borrowed at low call rati 
not only for covering their FCNR(B)deposi 
but also for aibitraging between call mom 
market and cash/tom forward forex markc 
The rate did not pick up significantly evr 
after the initial Burry was discounted ar 
outflows of over Rs 2,700 crore towaix 
subscription to the government paper toe 
place. 'Ihis was on account of inflows far i 
excessuf outflows. (Contributing to thedepos 
growth over Rs 3,000 crore during tl 
fortnight ended July 5 or remaining outsie 
it as liquidity inflows in July, were intere 
payments on food credit (Rs 500 crore 
redemption of TBs (Rs 950 crore) and F 
investments (Rs 1.074crore). The market di 
show an aberration in the third week of tl 
month in intra-day dealings, when the ca 
rates jumped from a low of 0.5 per cent i 
10,5 per cent on July 23 as many banks hr 
locked in their funds in 4.6 per cent on-t£ 
TBs and traditional lenders, who had invesU 
more than Rs 2,000 crore in 30-day deposit 
were absent from the market. Further, out flo 
of Rs 1,250 crore on account of sccor 
instalment on part-paid government stoc 
and withdrawal of UTI from call mom 
market to pay dividend worth of Rs 2.0C 
crore on account of US-64, firmed up ca 
rates, which, however, closed at 5.5 per cei 
on the same day. Banks resorted to rept 
around this time after which the rates cam 
back to the 3-5 per cent range. 

Foreign Exchange Market 

During July, the rupee rate tended I 
depreciate (Graph B). Opening at Rs 35.C 
on July I, the rupee lost ground on tl 
morning of July 3 to touch Rs 35.30 due I 
purchases by SBI and RBI. However, < 
exporters started selling USdollars.therupr 
recovered some strength to reach Rs 35.1 
in the next few days. The appreciation of tl 
exchange rate could not be sustained as SI 
.started buying dollars on ;}ehalf of o 
companies. However, as the rupee tended i 
weaken on demand from the importing con 
muniiy, mainly diamond importers and tl 
public sector on July 16, the RBI intervene 


4 

4.68 

88.72 

12.71 

to 

1250 

88.37 

13.16 

.37 

63715 

88.60 

12.87 

101 

1063.50 

88.80 

12.61 

6 

91.89 

88.8 

12.61 


Tabu 5: Autmons of 364-Day Thrasury Bius 

(Amount in rupees, cror 

■ . — - 

Date of Bids Tendered Bids Accepted Cut-off Cut-off 

Auction No Face Value No Face Value Price Yield Ra 

(Amount) (Amount) (Rupees) (PerCen 
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in Ok spot nuoket and tned to prevent me 
tupee from crossing the limit of Rs 36 a 
dollar. Nevertheless, the rupee stood 
depreciated by about S per cent since early 
July to touch Rs 35.79 on July 26. 

During July, the RBI generally took a 
strong stance of buying spot dollars in view 
of the inadequacy of present level of forex 
against mounting import payments and heavy 
debt amortisation. At the same tinne, it also 
attempted to bring the forward premia down 
(Graph C). Its intervention thus was two¬ 
pronged - spot and forward market. On easy 
days in fact, it was even seen buying spot 
and selling forward so as to dampen the 
forwards without dipping into reserves. This 
resulted in some amount of roll over of the 
swap liabilities it had undertaken in February 
this year to curb the speculati ve acti vi ty then. 

At the policy level, in order to reduce 
speculation and volatility in forward premia, 
RBI banned partial cancellation of forward 
contracts. However, it is reported that the 
corporates have attempted to bypass the ban 
by adopting certain devices. The forward 
premia generally remained firm till the end 
of July. A still more important policy change 
relates to the facility provided to corporates 
on their ECBs to hedge against exchange risk 
by entering into swaps, caps, futures and 
options in any foreign currency. 

HI 

Primary Market 

Government Securities 

Given the high market borrowing targets 
and the heavy dependence on ad hoes 
throughout the current fiscal, the govern¬ 
ment, on an average, came to the market once 
every fortnight. In taldition to collecting the 
second installment of the partly-paid security 


issued m turn, the govenunent came with 
fresh paper twice during July. It raised Rs 
3,(XX)croiiethn>ughafour>yearZCB on July 
12 and a further Rs 2,000 crore through a 
two-year paper on July 30. Interestingly, 
despite oversubscription on both these 
occasions, the RBI was unable to effect a 
downward pu.sh to the yield rate. In fact, on 
both occasions, it cut off the coupon at higher 
prices than those offered last year and those 
expected by the market. While the market 
expected a cut-off of 13.60-13.62 per cent 
coupon on zero coupon bond, the RBI fixed 
the coupon at 13 72 per cent; similarly the 
yield on two-year paper was fixed at 13.62 
per cent against the expected yield of 13.S0- 
13.SS per cent and that offered at 13.50 per 
cent last year for a similar maturity. Be.sides 
being indicative of the liquidity perception ol 
the market, the higher cut-off reflected the 
reluctance of the market to invest in dated 
government paper. In order that they do not 
have to buy the .security, many players in the 
market bid up the price expecting the RBI 
to cut off the price at a lower level. The RBI, 
who.se choice in cutting off at a lower rate 
is limited by the high net RBI credit to the 
government and is also by the bids received, 
has to per force decide on a higher cut-off. 
As a result, there is some aberration in the 
primary yield curve too. While the gov¬ 
ernment paid 13.85 per cent for lO-year 
paper only in June, it had to pay 13.72 per 
cent on a four year paper and 13.62 per cent 
on two-year paper. The real yield on 
government securities have turned to be 
unusually high (Table .<). 

91-day Treasury Bills 

The auctions of 91-day TBs received 
overwhelming response from the investors 
as the government comfortably raised Rs 


2,000 crore in the four auctions of July. The 
availability of funds in thesystemwasevident 
in these auctions throughout the month with 
thcrisingnumberand amount of bids received 
and a sharply falling yield on this paper 
(Tablc4). Rather than hike the notifiel! amount 
of Rs 5()0 crore to mobilise larger resources 
at rates lowerthanthatbeingofferedon long¬ 
dated securities, the RBI decided to lower the 
yield. The yield on 91-day TBs fell sharply 
from 12.41 per cent as at the end of June 
to 9.06 per cent in the auction held on August 
2. On July 12, the yield on primary 91-day 
TBs touched single-digit level after 24 months 
(Graph D). The number of competitive bids 
received each time was in the vicinity of Rs 
2,000-2,500 crore showing a phenomenal 
appetite for this paper in the market. Non¬ 
competitive bids though small in number 
were significant in terms of amounts. This 
was the natural fall-out of the money raised 
by the stales from the market in May. 
Uncertainty about the liquidity situationinthe 
near future, prompted banks to enlarge their 
short-term portfolio. Moreover, with the PDs 
probably agreeing to share their commission, 
the banks evinced considerable interest in' 
treasury bills auctions. 

364-day Treasury Bills 

The 364-day TBs also received generous 
response. In three auctions held during July 
the total bids received were to the tunc of Rs 
2,K(X) crore. The government collected Rs 
1,793 crore. From 12.94 percent yield paid 
in the last auction of June, the yield on this 
paper came down to 12.6 per cent in July 
Interestingly, however, the response to this 
paper saw drastic fall in (he last auction held 
in July. From 143 bids received for Rs 1,529 
crore in the auction held on July 17, the 
response fell to only 28 bids for Rs 375 crore 


Table 6; Operations op National Snx K Exchange (NSE) during July 1996 


Descriptors _ Weekending July: Amount in Crore of Rupees _ 

_26_19_ _12_5__ Total during July 

Order Actual Order Actual Order Actual Order Actual Order Actual 
- Traded - Traded - Traded - Traded-Traded 


Buy Sell Amount Buy Sell Amount Buy Sell Amount Buy Sell Amount Buy Sell Amount 


1 Treasury Bills 

101.45 

101.45 

101.45 

283.23 

283.23 

28313 

283.04 

283.04 

283.04 

93.50 

93 50 

93.50 

761.22 

76122 

761.22 

i) 91-day Bills 

96.45 

96.45 

%.45 

229.23 

22913 

22923 

268.04 

26804 

26804 

6850 

68.50 

68.50 

662.22 

662.22 

662.22 

ii) 364-day Bills 

5.00 

5.00 

5.00 

54.00 

.54.00 

54.00 

15.00 

15.00 

15.00 

25.00 

25.00 

25.00 

99.00 

99,00 

99.00 

2 Dated Securities 

192.90 

192.90 

192.90 

686.11 

686.11 

686.11 

794.99 

794.99 

79499 

539.17 

583 17 

528.17 

2213.17 

2257 17 2202.17 

A GOI Securities 

192.88 

192.88 

192.88 

685.61 

685.61 

685.61 

786.97 

78697 

786.97 

5.39.17 

583.17 

528.17 

2204.63 

2248.63 2193 63 

i) Converted 

39.00 

.39.00 

3900 

137.00 

237.00 

237.00 

289.00 

289.00 

289.00 

85.00 

124.00 

79.00 

650.00 

689.00 

644.00 

ii) Regular 

131.73 

131.73 

131.73 

351.11 

351.11 

.351.11 

397.97 

39797 

.397.97 

378.17 

378.17 

.378.17 

1258.98 

1258 98 1258.98 

iii) ZeroCoupon 

iv) Floating Rare 

22.15 

22.15 

22.15 

97.40 

97.40 

97.40 

85.00 

85.00 

85.00 

66.00 

71.00 

61.00 

27055 

275.55 

26555 

Bonds 

- 

- 

- 

- 


- 

5.00 

5.00 

500 

1000 

10.00 

10.00 

15.00 

15.00 

15.00 

V) GCB 

- 


- 

0.10 

010 

0.10 

10.00 

10.00 

10.00 

- 

- 


10.10 

10.10 

10.10 

B State govts stocks 

0.02 

0.02 

0.02 

0.50 

0.50 

0.50 

8.02 

8.02 

8.02 

- 

- 

- 

8 54 

8.54 

8.54 

3 PSD Bonds 

2.00 

2.00 

2.00 

18.92 

18.92 

18.92 

31.00 

31.00 

28.00 

3944 

30.44 

39.44 

91..36 

91.36 

88.36 

i) Tax free 

2.00 

2.00 

2.00 

1.42 

1.42 

1.42 

25.00 

25.00 

25.00 

13.07 

13.07 

13.07 

41,49 

4149 

41.49 

ii) Taxable 




1750 

17.50 

17.50 

600 

6.00 

3.00 

26.37 

26.37 

26.37 

49.87 

49.87 

46.87 

4 Commercial papers 

- 

- 

- 

5.00 

5.00 

5.00 

- 

- 

- 

36.10 

36.10 

36.10 

41.10 

41.10 

41 10 

5 Certificates of deposits 20.<X) 

20.00 

20.00 

550 

5.50 

5.50 

24 20 

2410 

2420 

- 

- 

- 

4970 

49.70 

49.70 

6 Debentures 



- 

- 

- 


- 

- 

- 

2.15 

2.15 

2.15 

2 15 

2.15 

215 

7 Floating Rate Bonds 

0.25 

0.25 

0.25 


- 

- 

- 

- 

- 

0.30 

0.30 

0..30 

0.55 

0.55 

055 

8 IDt-IB 

10.00 

10.00 

10.00 

- 

- 

- 

- 

- 

- 

- 

- 

“ 

10.00 

10,00 

10.00 

Grand total (volume) 

326.60 

326.60 

32660 

998,76 

998.76 

998.76 113313 

1133.23 11.3013 

710.66 

754.66 

699.66 

.3169.25 

321325 3155.25 


No trading. ID Non-SLR Institutional Bonds IB SLR Inshtutional Bonds GCB Government Compensation Bonds. 
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Anyone Tabu: Sbcohdary MARicerOpEKATioNs IN OovBRliMEtrT PAMk.KBt*s SGL Data 

* . (Amount in n^es.crore) 

.Desenpuons_ Weekending July 1996: Yiekt to Maturity on Actual Trading _ Total for the month 

'_26_ _!2_ _12_ _ ?.., • _ _gfJMly m 

Amt YTM CY Amt YTM CY Amt YTM CY Amt YTM CY Amt YTM CY 


I Treasury Bills 
A 91-Day Bills 
I) July6.I996 
li) July 13,1996 
111 ) July 20.1996 

• inAA- 


iv) July 27,1996 

3729 

4 31 

v) Aug 3.1996 

30,00 

4.34 

vi) Aug 10.19% 

45J)0 

5.82 

vii) Aug 17,1996 

20.00 

618 

vui) Aug24,1996 

10.00 

514 

IX) Aug,3|,l996 

I0.(X> 

5.29 

X) Scpt7.1996 


- 

XI) .Sept 14,1996 

500 

5.88 

XU) Sept21,1996 


- 

xiii) Sept21,19% 

15.00 

929 

XIV) (X'tS, 1996 

165.91 

923 

XV) Oct 5.1996 

172 50 

8.89 

xvi) (Xt5,1996 

.5660 

9.31 

Sub-total 

567 30 

801 

B .364 Day Bills 

1 ) July 19.1996 



11 ) Aug2,1996 

43 (X) 

5.46 

III) Apr 11.1997 


- 

IV) May23,l9‘)7 

- 


V) July4.1997 



VI) July 18.1997 

11760 

12.52 

Sub total * 

160 6t) 

1063 

GOI Dated Secuntics 

A Converted tPerCent' Year) 


1) 13.SO, 1998 

143.09 

1255 

ii) 1200.1999 

0.02 

12.97 

til) 11 75,2001 

. 

- 

iv) 12.50,2004 

35 80 

13.70 

Sub-total * 

178.91 

1278 

B Regular t Per Cent: Year) 


1) 6.25,1996 

- 

- 

II) 1075,191)6 

- 

- 

Hi) 1)25,1997 

5.00 

12.84 

iv) 13.50,1997 

R5.55 

11.62 

V) 10.50,1998 

- 

- 

VI) 12.30,1998 


- 

VII) 13.65.1998 

5.00 

12.35 

viii) 13 65.1999 

- 

- 

IX) 13.70,1999 

7900 

1343 

X) 1426,1999 


. 

xi) 10.75,2000 

- 

- 

xii) IUi4.2000 


- 

xiii) 13 85,2000 

- 

- 

XIV) 5.75,2001 


- 

XV) 12 08,2001 

- 


xvi) 13 75,2001 

- 

- 

xvti) 13 85,2001 



XVIII) 12 75,2002 


- 

xix) 14 (X), 2005 

6 28 

1370 

XX) I4 00.2005(1NST) 


- 

XXI) 14,00,2006 

- 

- 

xxii) 11.50.2006 


. 

xxiii) 11.50,2009 

- 


xxiv) 1050.2014 



Sub-toUil ♦ 

230 K3 

12.34 

C Zero coupon (Per Ccnl 

t Year) 


(i) 0.00.1999 

50 00 

1.3.70 

(ii) 0.00,2000 

6500 

1.375 

(lii) 0.00.2000(111) 

5.00 

1381 

Sub-total 

120.00 

13.73 

(A-i-B-rC)* 

52974 

12.80 

D RBl'sClpen Market 

Operations (Per Cent) 5 00 

13.79 

(A-i-B-lC-i-D) 

534,74 

1281 

REK) 

(i) 91DayTBill 

. 

. 

(li) .364.DayTBill 

- 

- 

(lii) Govt Secuntics 

12075 

- 

Suivtoul 

120.75 


State Govt. Secuntics 

1.52 

13 76 

trand total 

1.384.90 




- 

- 


22.50 

4.05 



5.00 

I.(X) 


128.36 

4.81 



46.66 

322 


17.78 

7.09 



6774 

4.47 


35,87 

5.90 



83..59 

484 


55.00 

6.52 



12.24 

5.08 


10.00 

6.48 



12.00 

S.II 


15.00 

6.83 



44.02 

7.40 


20.00 

8.54 



. 



32.75 

10.89 



5.00 

7,48 


10.00 

10.97 



6.00 

7 85 


1.00 

11.22 



75.68 

7.73 


146.92 

976 



39.76 

7 57 


17320 

9.41 



178.50 

8.55 


- 

- 



.576 19 

6.63 


668.38 

7.91 



49,00 

4,48 


3J0 

7.27 



- 

. 


4.47 

11.37 



. 

. 


5Z5 

12.37 



36.00 

12.16 


39.00 

11.92 



1.32 00 

1243 


. 

- 



217.00 

10.59 


52.22 

1161 


1332 

155,70 

12.49 

13.30 

177.16 

12.60 

1332 

1227 

5,00 

1310 

12.31 

89.41 

13.15 

12.33 

13.25 

37.01 

13,68 

13.23 

134 70 

13.72 

13.26 

13.30 

19771 

12.73 

13.26 

40U7 

13.10 

I3J)8 

_ 


. 


0.02 

1726 

6.51 

- 


- 

- 

10.00 

815 

I0.i» 

1320 

40.00 

12.43 

1215 

- 

- 

. 

n.25 

279.00 

11.49 

13.23 

426.68 

11.73 

13.26 


4.00 

13.08 

10% 

4.37 

13.00 

10.95 

- 

. 

- 

- 

5.00 

13.07 

I2..50 

13.34 

6.00 

12.37 

13.35 

12.00 

1239 

13.35 

- 

- 

- 

- 

1500 

1291 

13.44 

13.62 

111.65 

13,30 

1358 

197 75 

13 35 

1359 

' 

- 


- 

20 «) 

13.58 

1403 


5.00 

13.55 

1372 

S.tX) 

13.59 

13,74 

- 

4.50 

13 80 

801 


- 

- 


10.00 

n.5.) 

13.65 

12 (X) 

13 56 
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at the auction held on July 31 The RBI was 
thus unable to reduce the yield on this paper 
(Table S) 

Other Instruments 

The impact of easy availability of funds 
was felt on other instruments such as, CP and 
certificates of deposits (CDs) which saw 
interest rates tailing The demand for 
increased as corporates desired to reduce 
their cost oi funds With banks and Rs 
lending at high rates corporates tnund 16 
IR per cent lunds against this short-term 
paper advantageous L&T and ACC were 
reported to have raised funds through CP 
even at IS Spercent Dabur and IL&FS also 
raisedtundsat 13 ^percent,whilePli/crand 
Voltas were watching the market With rates 
on call money fallen to 3 5 per cent and TBs 
to a little over 9 per cent banks found CPs 
at 12 3-15 pc! tent an atlractive proposition 
Rates on f Ds too declined from 16 3 per cent 
to as low as 12 3 pci cent 

IV 

Bond Market 

The glut in the bond market continued 
during July but the attempts suffered a 
notional slowdown when the budget failed to 
announce a clarification with regard to 
ta ability ol long term instruments, such as, 
dccpdiscountbonds(DDBs) Thecontioversy 
arose af terthe CBDl ruling which treated the 
deterred or accrued income or redemption 
value of long-term instruments as interest 
income ratherthan capital gains which would 
attract lax at a lowci i ale of 20 per cent The 
four Df Is which had issued DDBs in the 
recent past had appioachcd the Ministry of 
Finance (MoF) to announce relaxation in this 
aica The issue has bearing not only on the 
revenue receipt ol the government but also 
I or the development of long term instruments 
as tax liabilities of savings instiuments have 
a significant say in guiding the investor 

The structural misalignment and 
deficiencies of the debt market came into 
surface in the sense that despite the 
impros cmcnt in liquidity and dec line m rates 
in some segments of the money market like 
call money, CPs CDsandPLRs the coupon 
rates on new issues of bonds continue to be 
pegged at highei levels While PSUs arc 
offenng rates in the range of 17 to 19 per 
cent for matunty of 3 years and above, the 
private sector led by NBFCsotfcr still higher 
rates, between 20 to 24 per cent for shorter 
maturities up to 18 months Moreover, 
currently, the debt market is undergoing 
structural transfomiatiun w>th many innovative 
characteristics being ascribed to such debt 
instruments For example, the current IFCI 
bond issue offers a variety ol options to meet 
the asset preferences of different strata of 
investors, with added features of up-front 
and redemption discount, put and call options, 
■listing at slock exchanges and collateral tor 
housing loans Further innovations were added 
to the debt market when the MoF permitted 
ICICI and SCICI to go in tor ti) self 
registration which will doaway with the delay 


associated withtimeandngain vetting by SEBl 
and(it)on-tap bonds which will helpcompanies 
to mobilise resources as per availability of 
liquidity in the system at cheaper rates 

V 

Secondary Market 

The easy in liquidity led to an all-round fall 
m the yield levels in the secondary market in 
the first week of July The fall was essentially 
in the yields on government paper at the short- 
end with the lung end yields remaining virtually 
unaffected This was indicative of the market 
scepticism towards sustainability of the easy 
liquidity position Towards the end of July, 
secondary market trading picked up as banks 
began to route thci r bids through PDs PDs had 
to offload their purchases for banks through 
the SOL transactions on the next day 

The shot! term government securities 
attracted large demand As the distinction 
between the converted and regular securities 
narrow s down due to many of the fresh regulai 
securities engaging repo facility the trading in 
regular securities shot up to around Ks 2,(HX} 
crore in July as igainst about Rs 392 crore in 
June The converted securities also witnessed 
an incrcasein trading to Rs934c roicf Appendix 
Table) against Ks 240 crore in June 

The sccondaiy market experienced greater 
activity as the PDs started quoting two way 
prices of popui« gilts, 13 3 percent 1997 13 3 
per cent 1998 and H 70 per cent 1999 

The gilt edged market, however still lacks 
technical depth since the price quotations by 
PDs were not only different from one another 
but also the difUicncc between the bid and 
offer pnccs wis quite large As a result the 
market fails to arrive at any fair price and 
thereby provides ample opportunity foi 
arbitraging T'urcxample,onJuly3 the bid and 
offer price lor I) 3 per cent 1997 stock was 
quoted by DFHI as Rs 100 70 and Rs 100 83 
the difference being very hrge at 13 basis 
points The pnee quotation by SI Cl was Rs 

100 83 and Rs 100 88 respectively Between 
the two, the bid puce by STCI and offer pnee 
by DFHI werebeltcrthantheirothci respective 
pnees But the ac tual trading as reported in S(il< 
look place between Rs 100 17 and Rs 100 60 
which (tpr^t/piovided large opportunities of 
exploiting the prices quoted by DFHI and 
STCI the arbitrage profit could have been to 
the extent of almost 60 basis points Similarly, 
on July 17, tor the same stock, the bid and 
offer pnee quotations by DFHI was at Rs 

101 80 and Rs 102 00. by SBI Cults at Rs 

102 08 and Rs 102 13 and by GSTCL at Rs 
102 03 and Rs 102 12 respectively fhe actual 
traded pne cs at SGL ranged between Rs 102 03 
and Rs 102 13 the arbitrage opportunity was 
to the extent of 13 basis points On July 23, 
IhcarbiltagebenelitsbeiwcenDFHl STCI and 
SGI, lor the same slock was as laige as 120 
basis points The similar scenano was repeated 
in other securities 

CPf and CDt 

Secondary market activity in ( Ds picked up 
considerably during July 1 he total volume ol 
trading was to the tunc of Rs 57 7 crore during 


the month (Table 6) This was on arcOunt 
of a large stock of CDs floating in the 
market and a significant amount of CDs 
matunng during the month While some 
trades took place in CDs of banks over 
90 per cent of the trades were in CDs of 
ICICI and IFCI with seven to nine months 
matunty The yields vaned in the range of 
12-14 per tent 

The CP rates m the secondary market 
moved downward in tandem with the 
pnmaiy market rates F rom imund 13 pei 
c cm m June the set ondar v m irkt i CP rates 
det lined to H 3 per cent in mid July 
However the tiading in the sccondaiy 
market was extremely limited only one 
trade on July 16 worth Rs 3 

Bonds 

The secondary market in bonds also saw 
hectic activity withthc yields rales receding 
on the higher side from 14 4S per cent to 

14 22 per cent lor tax fiec bonds and from 
18 31 |)er cent to 17 31 per c ent foi taxable 
bonds I he trading volume turned out to 
be almost tlu same foi tax liec bonds (Rs 
31 42 crore) and taxable bonds (Rs 3040 
crore) dining July Among the papers’m 
which the market saw significant interest 
were the tax ible bonds of NPC maturing 
in 1996and tax freebondsof PI Cmaturing 
in 1998 Bonds ol Hl'Df O and MINL 
wci c also traded The yield on M FNL bund 
fell sharply as the seller had exercised put 
option The yield on short term bonds 
showed a declining trend in keeping with 
the market 

YuldC uist 

Reflecting easy liquidity and increased 
market trading the yield curve shifted 
downward across the maturities As the 
yields on the short and medium term 
papers plummeted with ea..h auction the 
gap between the piimary and the 
secondary markets gri w w idci With large 
reduction in the 91 day FR yield in 
various auctions and incrcisc in coupon 
rates ol longer maturity by the RBI the 
yield curve turned steeper at shortcr-end 
and flattened in medium to lung term 
structure I he yield cuive moved very 
sharply upw.iids from 91 day papei to 
13 30 per cent 1997 and after crossing the 
hump ol 2(XJl maturity went into tiough 
lor matunty of 2004 to again rise for 
maturity of 2008 this showing a rig rag 
movement thioughthc maturity |h rspecti ve 
(Graph b) The difference between the 
yields on 91 day paper and 364 day paper 
also widened to 3 pcrcrentagc points which 
will be unsustainable in the long run A 
downward movement in the long temiyicids 

15 thus called tor but the fact that (he c c ntral 
bank did not change the yield in the last 
auction of J64 day TBs docs not augu< 
well tor achieving this coirectioii to the 
yield curve 

[Paramita Dchnath and V V Prasonih undertook 
the hackgiuund review and statistical 
compilations for this paper | 
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FAMILY BONDS 


PUBUC ISSUE OF UNSECURED. REDEEMABLE BONDS IN THE NATURE OF 
PROMISSOFfY NOTES AGGREGATING RS. 800 CRORES. 




(This Rating indicates highest safety and a fundamentally strong position. Risk factors are negU^bie) 


BONO 
OpUm -1 

Invest R$ 10,000 and 
receive Rs 10 lakhs after 
30 years 

Opiiofl - It 

Invest Rs S.OOO 
and receive Rs 5 lakhs 
after 30 years 


Invest Rs 5,000 and receive 
interest at the rate of 
1600% pa for the fust 4 
years, 16 25% p a tor the 
next three years 

Interest payable half yearly 
Maturity • 7 years 


Invest Rs 6,000 and 

receive 

1 Rs 11,500 every year for 
5 years after a wait 
period of 13 years 

OR 

2 Rs 8,500 every year for 
5 years after a wait 
penod of 11 years 

OR 

3 Rs 6,200 every year for 
5 years after a wait 
penod of 9 years 


Invest Rs 5,000 in the main 
bond and 

receive your Investment back 

after 5 years 

plus 

receive two gift bonds which 
can be encashed for Rs 
50,000 after 15 years from 
the date of issue of the gift 
bonds 




iiussaasJFW 

Invest Rs 6000 and receive 

1 Investment back at the end 
of a wait perkxl of 13 years 
andRs 8,400 every yearfor 
9 years subseque^ 

OR 

2 Investment back at the end 
of a waN period of 10 years 
andRs 4,800 every yearfor 
9 years subsaque^ 

OR 

3 Investment back at the end 
of a wait penod of 8 years 
andRs 3,200evsryyeartor 
9 years subsequently 


SPECIAL FEATURES 

• Anfllme Kqudilr InOividual Bonilholder can ancasti the bonds uplo any amount at 
any time alter one year at a yield ol 13% p a from ihe deemed date of allotment 

• aHwanceeeier.-OrDqpperwMilaecMeiilimiirMcepoteyelhrMfmprsepediif 
A wNMrmn at Me MStMce of SCSI leveilortffMy^eeeemle 

• Fite LtftHf Burit Exisong Resident Indian Shareholders and Bondholder of IFCI 
ate enotled to iKeive, live of cost, one Loyalty Bond having a lace value of Rs SOO 
redeemabla at par at the end ol 10 years lor eveiy family bond allotted, while in 
the case ol Millionaire Bond (Option l|, two Loyalty Bonds shall be issued 

• Um epiMef Aontfs Bondholders can avail loan against security ol the bonds tram 
specified banks/ instituoons 

• FutiCtM Of bon available al specified dales & amounts 


RISK FACTORS 

The present issue of Ihe Bonds carnes the loOowing normal risks associated with 

the activities of a Development Financial Institution 

• Pro/eef IWcJr Proiects financed by the Company may encounter delays in 
implementation, overruns and in a few cases failures as well 

• kumtt fMe AUr. The Company may have a mismatch in maturity between 
Its mteresl sensitive assets and kabMies which may expose the Company to interest 
rate nsk 

• ComptllUtn lor Outinott. With liberalisation and increasing 
disintermediabon of Ihe financial sector, the Company may taco increased 
competitxm 

• ContpeWMeii lerOi t oonof Due to non-availability ol hinds through Government 
guaranteed bonds me Company is meeting its resource requirameni from various 
commercial sources including the capital maiket, in compeObon with the other 
public and pnvate sector organisabons 




PUKIC TWtlT SECUffiTr 

T k aii l irti >«wM ea i g p ( i e« d ii T% M al eeii r8 y*irt>t ltl u 8 » v i w wuAR>liii«iliikAai4i»i>ii<ll||ii>itlartlli|i»k»ll<it% ^ 

The Industrial Finance Corporation of India Ihniled 

(Regd Office : Bank of Baroda Bu'lding, 16, Sansad Marg, New Delhi - 110 001 Td 3322052 Fax ; 3320425) 


Earliest Closing : Wednesday, 14th August, 1996 


nMJ TT rr TT HHJkiiiJ i i i l irr 


OMnuiwnuana 

fW-TOf anmadHl Blman 
II SarttltiiiiOa Rsad 
IlnIMii-tlOOOt 
W 332044% 
lex 3319020 


au nNMRML* 


MMcauMnD 

Dt Oopd On anaon 
eei Um se emUimiH 
Reae Nn> OMii iiootn 
W 3725901 
FU 3324010 


Uwerttock, w 
Wane TraOi CeiiM 
Complex Bareshimoe 
hiiae 

NewPaW lieOOt 
W 3311722 
nx 3712004 


cawatc a ii U M iv I 

(acofflpiiiywiei 

uWliiaM laOAy) 
502 SIM,fWieMiMiwae 
XMomaGanMilwg, 
NewOllhi 110001 
W 332 0150 , 

Fax 3354403 


H miwuaN, UHMACivmAt 

coiMuaMnumut sMixm LTD. 
4i2-«2. kidra FnkHh. 1Men Houai' 

21 BnweitniOaiMi t«3,ttandltal 

a NtwDUhi 110 001 CMllW TOOflOt 

W 3352406, wroeatm 

Fn 5353703 140 - 2400000 
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W 0211030, CenaMIMOkiet, 
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COMMENTARY 


UTTAR PRADESH 

Revival of Old Political Alignments 

Amaresh Mbra 


Just when the daliti appeared clove to reaching out to power, the BSP 
has, through its alliance with the Congress, revived the very alignment 
which the dalits had vought to shed. On the other hand, the SP and the 
Janata Dal, after the failure of the attempt to put together an anti-BJP 
fivnt including the Congress, are reverting to the old oppositional 
grouping of the backward castes with the thakurs andjats _ 


WITH the flagging off of Janata Dal’s 
Kisan Mazdooi rallies from Muzatfar- 
nagar by prime minister Deve Gowda and 
the burgeoning conflict over the Rainesh 
Chandra report indicting defence minister 
Mulayani Singh Yadav tor the infamous 
Guest House incident’ ot 1995, followed 
by rallies and conventions by the Samajwadi 
Party and the BSP in I utknow the count¬ 
down to the crucial assembly elections of 
UP has begun The elections have already 
acquired a truly national relevance as they 
will hold a mirror to the post general elec 
tinn scenario with its changed political 
equations and new social alignments The 
BJP has linked its outcome with the very 
late ot the United Front government whereas 
the lattei has done the same as regards the 
BJP For the Congress it marks a unique 
comeback opportunity while lor the BSP it 
otters the decisive opportunity to capture 
power 

The most signiticant happening in the 
run up to the elections has of course been 
the much publicised Congress-BSPalliance 
It anything reflects in concrete terms the 
changed nature ot post-election equations, 
It is the > oming together of these torces 
which marks a completion ot a certain type 
of political cycle The BSP had started 10 
years ago as a penphcral party basing itsell 
on a vote bank which despite its strength 
(dalits constitute about 24 per cent of the 
electorate in UP compared to 14 per cent 
in Bihar) had never made its presence felt 
as an independent political force Dalits were 
then regarded as the mainstay ot theCongress 
- an essential part ot the combination of 
brahmins, Muslims and other minor groups 
By the lalet 80s and the early 90s ,he BSP 
was able to wean away the dalits from the 
Congress and make a major dent in its 
traditional support base However, it still did 
not emerge as the axis of the new social 
forces Their reins were held by the assertive 
political articulators of ‘mandal’, banking 
on the might ot the dominant amongst the 
backwards In 1993, despite the fact that it 
was the dalit assertion which made possible 


the unprecedented SP-BSP victory, the 
leadership, in the new equation of yadav 
Muslims and dalits was very much in the 
hands ot the backwards 

The post-1993 situation saw the splitting 
ot the mandal phenomena, the split amongst 
the backwards and the emerging conflict 
between the dalits and the backwards It was 
highlighted by a iiumberof dramatic episodes 
leading to the rupluie between the SP and 
the BSP The 1996 elections then saw a 
dittercm phenomenon the polling by the 
BSP ot 20 per cent vote and the rcductiun 
01 stagnation of SP s share In 1996 the 
dalits emerged not only as an independent 
social toKc but became, crucially, the axis 
around which a future anti ‘savama’ pole 
ought to revolve T his was truly the post 
mandal phenomenon which entailed both 
the CO option ol i large scciion of the 
back wards in the status quo and the inc reusing 
question mark over the validity of erstwhile 
‘caste’ politics 

The BSP Congress illiance thus sums up 
a phase ot mandal politics On the other 
hand, it marks the beginning ol a new phase 
of Congress style ruling class politics this 
time with a mori prominent, perhaps a 
leading, role lor dalit power brokers It is 
signiticani that caste-based centrist 
oppositional liberal politics ultimately led 
the way tor a resurrection ot ruling class- 
centrist politics It IS also significant and 
ironical that at the moment when the dalits 
appear close to reaching power their 
pnncipal political representative is reviving 
the same social equation from which they 
had departed at lirsi The BSP is banking 
on the game-plan ot attracting the brahmins 
- it has advised the C ongress to field as many 
brahmins as possible - and then to involve 
the Muslims in the alliance 

This new alignment, whether or not it 
succeeds in its fullest measure, marks a unity 
ot antagonistic caste forces which in turn 
tantamounts to creating a new class equation 
inUP Already.theBSPhasstartedappeanng 
in new colours - a remarkable feature ot its 
recent posturings has been a virtual absence 
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of tcKus on the issues ot the dalits and 
exclusive conccntraiion on Mulay.im Singh 
much more than the BJP as the taigei ol 
att.ick 

But reflections of the new reality arc not 
limited to the Congress oi the BSP In fact 
Mulayam was himself keen on in .illi mce 
with the Congress and even now the I iiitid 
1 ront despite Its decision go it .done if ter 
the prospects ol a bio.id ami BJP alli nice 
involsing the Congress BSP Janata Dal 
the Samajwadi Party CPlaiidC PIlM) tailed 
predictably due to the ininiosity between 
BSP and Mulayam does not apjicar serious 
enoughlorhuildingaical Ihitdi lontwithout 
the C ongress Going it along is iiioie ol a 
compulsion and Mulasam has been prudent 
enough to direct ins ire at the BSP away 
tioni the C ongress Vlorcovci Muliyimis 
last losing his lustre and Ins reputation has 
got lurther sullied lollowmg the iindings ol 
the Ramesh Cliancli i report blaiiiing him 
personally torthccnniinal actol intimidating 
Mayavati whin the BSP ilccidid to break 
I inks with the SP last year He his vtt to 
delinc inv credible issue lor the ilections 
and It seems indeed th it the lormei chiel 
ministct IS lightine tor Ins political surviv d 
on his home lull Thi lanati U.d is well 
as the (PI(M) are keeping tlicir options 
open and a fUithcr alignment of all anti 
BJP’ torces under the leadership of ihc 
Congress and the BSP belore or even at'er 
the elections with oi without Mulayam 
cannot hi ruled out I In ippnintmcni ol 
Romesh Bhamlari overriding the objections 
ol the C PI was done cxplicitlv to please tht 
Congiess and the governor is Iciving no 
stone untuincd to act liki t p trtisan politi 
Clan in the inleiesis ol puts 

As rcgaids the soc i d base y id ivs nc with 
Mill lyam and Muslims too h ive not moved 
away tiom him Hut then nnhivaicnee is i 
eausi of greatdiscomlitureandif tin ydecidc 
lothrowiniheiilotwiththeBSP Mulayim s 
position will become more pieeanous He 
IS opting at piescnt along w th the I mat i 
Dal lor 1 revivd of thi old oppimt mal 
phink something which included iliak ts 
and jats as well ap irt tiom the t ae kwa ds 
This has become imperative lollowmg the 
failuie to strike an alliance w ith diet ongress 
though Its postuiings ,iri as yet losmetie 
excluding a locus on anti Congre ssisni which 
W.IS the nwinstay ol the old oppositiond 
politics Fven then it is a acognition of the 
post mandal phase and iielurntothi icntri,! 
politics ol yore just as there is m attempt 
to a return to the Congress jxilitits ol yore 
by the BSP 

This has brought initsown seiul uisation 
- the United f ront is laising tarmers issues 
whereas BSP is trying its best Ui sell itscll 
to the upper castes It is noi loi ni<ihing ih.U 

■» I 




the BJP IS finding it h«rd to surge ahead with 
IIS campaign maieiial - it has the option to 
either go back to the mandir plank or to 
esolvc a modem, nght wing politicaJ coali 
turn Theanti BJPtcndencics which are under 
way are liable to make a severe dent in its 
‘savama -mandir equation based on the unity 
of the upper castes and the jats It there is 
even a slight shift of the thakurs and the jats 
towards the revival of the pre-mandal. 
AJGAR politics Ajit Singh has recently 
issued statements tavounng closeness with 
the United Front - it would mean a setback 
to Its contention for power Conversely, w hat 
may favour it is the very process of post 
mandalism and post-mandinsm - a nght 
wing polansation cutting across upper and 
backward caste lines, even while remaimng 
tinged with an upper caste-mandir-communal 
flavour, against the type of s<x;ial luacs 
represented by the UF and the Congress 
BSP alliance The BJP will also be helped 
by the division of votes of its opponents 
although the picture on this score will be 
clear only by early September 
In this fight between vanous shades of 
centnsm and the nght thelefthastwooptions 
- either to get subsumed once again by the 
centnst-liberal opposition led by Mulayam 
Singh or to become an independent third 
pole after ccntnsm and nght wingism The 


reality is that even if the BJP is unable to 
aime to power, there is a threat of centrist 
autbontananism emerging, carrying the 
stamp of the Congress with or without the 
acuvesupportofthepaity Centrist liberalism 
as represented by the Janata Dal and the 
Samajwadi Party is weak and is itself liable 
to split, in the long run, along two distinct 
lines one moving towards the centrist- 
authontanan camp and even assuming its 
leadership and the other towards an alter 
native liberal left form of politics The left, 
if It manages to keep the independent pole 
intact, IS liable to attract this section in the 
next phase of re-alignment 
The left s one great problem, however, is 
the BSP and the challenge to wean away the 
dalits from the centnst-authontanan camp 
The aspirations aixnised by the BSP cannot 
be fulfilled in the present framework of even 
liberal centnsm leave alone its conservative 
vancty So the scope for raising and leading 
struggles on the economic issues of the dalits 
like land reforms, minimum wages and the 
issue of social respect will always remain 
But this IS clearly not enough The issue 
which has emerged in UP is a more funda¬ 
mental one - that of ‘power, plain and 
simple The BSP has got linked with dalit 
aspirations lor power which in politics often 
ovemdes economic concerns The fact is 


that all leii lormanoiis «uc nu iwiigvi 
contenders for power - the CPI and the 
CPI(M) for they have wilfully handed over 
the reins of mainstream poliucs to thecentnst- 
liberal camp and the CPI(ML) for it is a 
recent player in parliamentary politics The 
CPKML) has been among the first to 
recognise the phenomenon of dalits sympa¬ 
thising with the left in economic struggles 
but voting for the BSP in elections 
Somewhere along the way, the left has 
either become lailist or grass rootist, caught 
in the VICIOUS web of isolated struggles Both 
these tendencies, represented by its liberal 
and radical streams, have led to a whittling 
down of the ‘political perspective’ .of linking 
parliamentary and grass roots struggles with 
the question of independent ‘power’ It is 
this factor which has emerged as a gnawing 
chasm between the theory and practice of 
the left, between intentionsand poor electoral 
or overall political performance Here, the, 
CPI(M) and the CPI offer little hope, but 
the CPI(ML) has come out with theoretical 
posers aimed at linking the question of power, 
intervention from above and other parlia 
mentary initiatives with struggles on land 
and other issues Hie flow of cadres from 
the CPI and the CPl(M) is continuing and 
the CPI(ML) has decided to contest about 
SO seats in the forthcoming elections 
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Towards Sustainable Growth 

Essavs in Fiscal and Financial Sector 
Reforms in Indi i 
Raja J Chelhah 

This topical book, has as Us hjckgrouiid 
the ongoini; piograiiinic of ccoiionuc 
reforms in Iiuhi India provides a lucid 
iiulvcis of the logic and basis of the entire 
reform igcnda C onct ntr ititig on fisc al 
md tmancnl see ten reforms Dr C hclliah 
eximines in derail the steps needed to 
c Dinplete tin reform pmetss initiated in 
I'*'11 In tins ccnitcvt he pieseiits c 
I omprt licnsivc anilvsis of the fisc il 
situation with spcciil emphasis on 
< ontrollnu; the fiscal deficit 


National Identity in Indian 
Popular Cinema 1947-1987 

Sumtta S, Chakravarty 
This book offers the first detailed account 
of the popular film as it h.)s grown and 
changed during the tumultuous dec acics 
of Inchan nationhood The study focuses 
on the cinemas characteristic forms its 
range ot me inings and pleasure's and 
above all its ideological construction of 
Indian nation il identity Tins book makes 
a ma|c>r contribution to current debate, 
over the tone cpt ornationhood and will 
appeal to all interested in cinema and 
cultural studies 


South Asian English 

Structure, Use, and Users 
Robert J Baumgardner (editor) 
In South Asia the En^duh language is 
extensively used in the domains of 
government tommeree higher 
education, the iiuhtary the arts and in 
the print and elc-etromc met! a The 
continued use of this tiansplanted’ 
language throughout the region has 
resulted in the emergence of 
institutionalized varieties ot English 
identifiable bv distinctive features of 
indigenous lexical borrowings woid 
formation, grammar and discouise 
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K/MINATAKA 

Pditics of Cogentrix 

MuzafFar Assadi 



The main actors in the agitation against the Cogentrix project are the 
local indigenous capitalists and commercial interests because the 
project poses a threat to the local industries, hotels, canning units, 
fisheries and dairies. Environmentalists have provided the required 
legitimacy to the agitation. 


WITH the expulsion of Maneka Gandhi on 
July 4. 1996 from the Janata Dal/United 
Front the Cogentrix issue has once again 
become the focus of controversy. Maneka’s 
first objections to the project surfaced with 
the disclosure that Deve Gowda, the prime 
minister, had allegedly received kickbacks 
from Cogentrix. The manner in which he 
had cleared the Cogentrix project also came 
in for severe criticisms both from Maneka 
Gandhi and opposition parties in parlia¬ 
ment. Meanwhile the PM denied that he had 
cleared the project, but the submission of the 
Karnataka chief minister that he had signed 
a power purchase agrccment(PPA) shows 
that cither the PM or the CM has bungled 
the issue. Environmentalists, however, have 
received a set back with the exit of Maneka 
Gandhi, although her exit was a foregone 
conclusion when the United Front formed 
a government with the external help of 
Congress. The UF knew clearly tew that 
Maneka would be something of an obstacle 
to liberalisation policies enunciated by the 
earlier Congress government. Her exit was 
essential both for the survival of the UF 
government and for the MNCs/westcrn 
capitalism entering India. Many who sup¬ 
ported her expulsion had forgotten the fact 
that now the indigenous/regional and 
commercial capitalism also lost an ally in 
government. Nonetheless, controversy 
centring around Cogentrix is not a new one. 
Last year the Karnataka CM had threatened 
that he would call off the project if the union 
government did not gives clearance at the 
earliest. Once again controversy arose 
when an upright bureaucrat was eased out 
for voicing an opinion against Cogentrix 
project. In addition, the invitation extended 
to Cogentrix to take over NTPC managed 
thermal project in Mangalore without 
formally inviting global tender, especially 
when the latter called off the protect after 
the collapk of the Soviet Union, also came 
in for severe criticism. 

Cogentrix is a US-based ‘unlimited 
liability company’, as it defines itself, which 
entered India when Cogentrix signed an 
MoU in 1992 with Karnataka for the 
production and supply of thermal power by 
reviving the defunct Mangalore Power 


Corporation (managed by NTPC) tn 
Nandikur, 40 km north of Mangalore, in 
Dakshina Kannada district. The thermal 
project is expected to generate 1,000 MW 
at an estimated cost of Rs 3.948.35 crorc 
tearlier estimate was Rs 4,387.48 ctore). 
The PPA states: 

(i) The first phase shall consist of two nominal 
250 MW (gross)/230 MW (net) generating 
units with an aggregate electrical capacity 
of approximately 500 MW (gross)/460 MW 
9 (net) with coal fired boilers and (ii) the 
second phase .shall consist of two nominal 
M 250 MW (gross)/230 (net) generating 
units with an aggregate electrical capacity 
of approximately 500 MW (gross)/460 (net) 
with coal fired boilers.' 

Mangalore, for that matter Dakshina 
Kannada district, although emerging as a 
new centre of, and for, mctropolilan/westcrn 
capitalism, is historically known for tran¬ 
quility except for occa.ssional anti-colonial 
stniggles earned on by the peasants. The 
first ‘struggle’ in recorded history was in 
1800 when coloniali.sts imposed new forms 
of cxchange/modcs of production on the 
existing one and peasants resisted by migra¬ 
ting en masse to other places. Similarly, in 
1830 once again anii-colonial struggle broke 
out which almost overthrew the colonial 
forces. However.until the nationalist struggle 
the district was marked by dualrst and uneven 
development - a layer of modemi ty or capi ta- 
lism emerging with the emerging feudalism 
at the periphery. The establishment of 
missionery schools, colleges, railway tracks 
created a category of population submitting 
themselves to colonialists without reserva¬ 
tions. This kind of passivity remained for 
a long time, even during post-colonial period. 
The periphery was si mmering with discontent 
which surfaced during post-colonial period, 
initially in the form of land grab movements, 
and, later on, in the form of pitched battles 
for ‘land to the tiller’. However, the Land 
Reforms Amendment Act of 1970s took 
away the zeal of agitational politics as it 
made large number of tenants owners of the 
lands they tilled. It is these lands, once tilled 
for feudal landiord.s and later on owned, 
which came under severe threat when 
National Thermal Power Corporation 


(NTPC)piannedtoconstructathermal projet 
in and around Nandikur, near Mangalore 
Hiis is the reason for the initial struggles o 
1980s in the thermal project area which wen 
led by former tenants-tumed-landowners 
Neither environmentalists nor indigenous 
regional or commercial capitalists extended 
their.suppoit. During their struggles, although 
some specific issues such as flying ash 
ponds, water scarcity, etc. were raised, they 
did not dominate the agenda. Interestingly 
the leadership in the agitation also came 
from dalits espousing Marxism-Leninism. 
Their failure to carry the agitations to their 
logical end was largely due to strategic 
mistakes they committed in picking up the 
wrong contradictions. The pnmary contra¬ 
diction was not after all western capitalism/ 
multinationals, rather the NTPC, a national 
corporation. Their struggle, was perceived, 
and thereby treated, by local/indigcnous 
capitalism as an isolated and local affair. 
Further, during this time commercial 
capitalism did nut perceive a threat Irom 
MNCs. 

Environmentalists would not have entered, 
the fray against the Cogentrixi'hcrmal project 
except for the spate of industries coming up 
in the coastal belt of Dakshina Kannada. 
Nearly 37 industries are coming up with a 
total capital of Rs 3S,(XX) crore. spreading 
in a radius of 60 km. Their involvement was 
also provoked by the fact that multinationals 
or western capitalism would pose a challenge 
to indigenous/local capitalism including 
commercial capitalism. “It is not the thermal 
project as such that they arc concerned 
about, hut subsidiary units that they arc 
bringing along with their capitalism such 
as banking, steel industry, mass media, five 
star hotels, fast foods, and hospitals which 
are posing a real threat to this commercial 
capitalism of Dakshina Kannada”, says 
Athaulla, a local resident of Shirva. This 
particular argument is not untenable as some 
of the environmentalists arc employees 
and sympathisers of such commcrcial/local 
capitalism as banking, hospitals, media, 
hotels, canning, fisheries, .steel, and dairy. 
Therefore, the ongoing agitation against 
Cogentrix in particular and other industries 
in general should he viewed in terms of the 
emerging contradiction between local/ 
indigenous commercial capitalism on the 
one hand and wcstern/multiiiationals on 
the other. Environmentalists, however, pro¬ 
vided the required legitimacy for the latter's 
claims. 

However, out of 37 industries that arc 
coming up in Dakshina Kannada only tour 
industries, including Cogentrix have 
become the main targets of environ¬ 
mentalists: Usha Ispat. Nagarjuna Steel 
Industry and Mangalore Refineries Usha 
Ispat, a multicmre steel industry is coming 
up in Brahmavar. 20 km north of Udupi. 
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Nagaijuna is another industry coming up 
nearCogentrix project. Mangalore Renneries 
(MRPL). another mega project headed by 
the Birla group is almost complete in 
Panambur. 25 km north of Mangalore. 
Apparently in these agitations issues have 
centred around the following: ecological 
imbalances, displacement ol local people, 
distruction ot fisheries, acid rain, discharge 
of effluent, rehabilitation of displaced, 
cultural crisis and water scarcity. On the 
issue of di.scharge of effluents, Dakshina 
Kannada for the first time observed a bundh, 
rasta rokos.aiurting arrest and the destruction 
of pipelines. One pany worker, belonging 
to a righti.st party also succumbed to police 
firing. This agitation snowballed into a 
communal conflict between fishermen 
belonging to mogavccras and the dominant 
castes. In between the famous muttsof Udupt 
also intervened in the agitation, not with any 
genuine concern lor the public but with the 
larger design of protecting temple lands in 
the vicinity of Palimar and other areas where 
the Nagarjuna Company is planning to 
establish its industries. 

While giving the contract to Cogentrix the 
underlying emphasis was that the thermal 
project would help Karnataka to overcome 
the power ensis without acknowledging the 
fact that the stale has not been able to fully 
utilise existing installed capacity. The 
Karnataka State Electncity Board has not 
been able to cope with the loss of energy 
(mo.stly by theft) in transmission. (In tact 
the loss ol cncigy in transmission has 
increased from 2931 MU in 1991-92 to 3209 
MU in 1993-94). This could have solved the 
problem to some extent especially in addi¬ 
tion to going in for mini hydcl projects 
and making use of alternative energies. 
Interestingly, even as the Board defends 
unscheduled power cuts in recent days on 
the grounds ot incurring lo.sscs, statistics 
show something cl.se - the Board earned a 
record protit of Rs 3.387 lakh in 1993-94 
ns compared to a net profit of Rs 3,221 lakh 
in 1992-93. Meanwhile the st.nte government 
has sanctioned 14 private sector power 
projects with an investment of Rs 30,()(X) 
crore to generate 5 j,(XX) MW 

Nonetheless, C'ogcntn X is favoured in more 
than one way. Firstly, 1(K) per cent taxable 
profit ol the company has been exempted 
from income tax for live years beginning 
from the year of commercial operation: the 
stamp tax on purchase of i mmovablc property 
has been waived for the company, similar 
IS the case tor registration fees for movable 
property Further, property tax including tax 
on land and buildings, sanitary tax, lighting 
tax and water supply tax as levied by the 
local authorities are ‘‘being treated as 
waived". Even entry tax and other local 
taxes are being treated as “exempted” 
including cxci.se duty on construction 


contract. Finally research and development 
cess has been waived “on the assumption 
that there will be no payments made for the 
import of technology". All these mean heavy 
concessions at the cost of taxpayers. 
Awarding tax holidays despite the taxable 
profit would mean that large amounts of 
profit may be .siphoned off from India to 
western world, principally the US. Further, 
in the US, Cogentrix has taken into account 
4per cent annual inflation but Indian inflation 
IS counted at K) per cent per annum. This 
would mean inflated cost of output, mainly 
electricity, and a stagnated cost of inputs. 
This would, when it is translated into 
monetary form, absolutely .squeeze the Indian 
economy in general, different categories in 
particula:. 

Meanwhile an argument has also been 
advanced that the cost per unit of Cogentrix 
electricity power will come down from Rs 
2.59 per unit to Rs 2.40 per unit and that, 
in the longer term price will .settle down to 
Rs I after 20 years as the capital cost will 
be loaded in the beginning. This particular 
argument is untenable in the context of the 
fact that the contract is renewable every 
year. Since the contract is linked to prevailing 
dollar rates (or equivalent to Indian rupees). 
It IS obvious that, given the sliding rupee 
value in the international market, power 
purchase wi 11 become costlier and that Ind lans 
will have to pay heavy price for inviting 
MNCs m the years to come. Further, the 
collection ol lixcd charges by the company 
"in connection with the development, 
financing, design, construction, operation, 
maintenance of the facility” will also be 
slapped initially on KEB, and later the .same 
will be passed on to the consumers. This will 
have multiple consequences: increasing cost 
ot all essential commodities, increasing the 
cost and ptice:. of industrial goods in the 
context ol the declining purchasing power 
ol the people. Most affected in this context 
would be the middle class in the urban areas 
and the (loasants/farmcrs in the rural areas. 

One of the serious aspects of Cogentrix 
project IS the fact that the company will not 
be taxed in the event of it ‘harming the 
environment’ This is clear m the power 
pu I chase agreement between KEB and 
Cogentrix- ‘‘It is assumed that there is not 
and will not be any tax which is charged, 
levied or imposed whether directly or 
indirectly in connection with hann to the 
environment". The latter is understood in 
terms of "actual or potential adverse effects 
on the Ciwironinent or living organisms 
(including man) and includes changes in 
climatic conditions or other natural physical 
systems or functions in the world or any part 
thereof, harm to the health of living organisms 
(including man, animal and plant life) or 
other intciference with the ecological 
.^ystems. ‘This particular clause makes a 


cnockery of our environment including man 
and nature. Attempting to include such 
clau.ses in the agreement is not new for 
MNCs. Du pont in Goa earlier tried, only 
to beat a hasty retreat due to pressure from 
below. Union Carbide is another classic case 
which went scot-free despite causing damage 
to human beings and the ecology. 

There are other clauses which are heavily 
tilted towards Cogentrix: clause of 
‘‘indemnify and hold harmless the company 
arising by reason of bodily injury, death or 
damages to properly”; entitling foreign 
shareholders a return of 16 per cent every 
year; the arbitration in the UK, purchasing 
lands or site on terms satisfying to the 
company, not withholding the consent for 
fuel purchase (even if it means more acidic 
content), withholding the right of Indian 
legal authority or board to suspend or 
terminate the suspension or shut down any 
part of facility other than in accordance with 
the agreement and finally purchasing power 
round the year de.spite the capacity for 
indigenous production. 

Cogentrix is already silently affecting 
the local economy in more than one way Of 
late land prices in the vicinity of the projeot 
area have shot up Between 1992 and 1996 
the prices increased tenfold. For example, 
in a neighbouring village like Shirva, one 
cent of land earlier co.st Rs lO.CKK) and the 
same has increased to Rs l.OD.tKX) tra'es 
of Rs 3,00,0(X) per cent are not unheard of). 
At the same time a group of speculators has 
emerged, who arc doing roaring bu.siness 
in real estate. Thc.se speculators are local 
people, but interestingly, these lands arc 
being puichascd by NRls whose roots arc 
in the same area. Thc.se NRls arc made to 
shell out large amounts of hard eained 
money without being provided with the 
knowledge of the ecological consequences 
that the Cogentrix will have on their social 
existence. 

In addil.on, fear is being expres.scd by the 
local people that the recently introduced 
Land Reforms Amendment Act will 
decisively go against the interest of local 
people, and thereby help the big industries 
in general and Cogentrix in particular. The 
recently introduced act has certain new 
features It has added a new dimension lo 
the concept of agriculture - acquaculture is 
clubbed with agriculture; leasing out land 
tor 20 years has been allowed; ceilings on 
lands have been extended, certain lands have 
becnexempted from the purview of alienation 
and people with two iakh rupees have been 
allowed to buy the lands. However, the most 
dangerous aspect of the act is related to 
section 109. A new sub-.scction has been 
inserted which has given the government a 
free hand to “exempt to any extent land for 
any specific purpose". Since the ‘specific 
purpose’ is ambiguous,* anyone who has the 
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capacity to influence the government or the 
party in power including the multinationals 
or NRIs can get over the prescribed land 
ceiling. This would have far reaching 
consequence.s; displacement of categories, 
alienation of land, exodus to urban areas 
cultural crises and cultural suppression. 
Presently Cogentrix has earmarked 1,000 
acres of land, south of the national highway 
for accommodating the plants and the ash 
disposal. However, there is no guarantee 
that the company will not want to expand 
in the years to come. 

Though there is no dominant crop worth 
the name in the immediate vicinity of 
Cogentrix, there is a small group of flouri- 
culturists between Kinnigoli and Katpadi. 
These flouriculturists grow jasmine flower 
or what is popularly called ‘Shankarapura 
da mallige', which links the local market 
with metropolitan or even sometimes the 
international market. Thc.se jasmine flowers 
arc grown in small patches ot land and 
have sustained hundreds of families a large 
chunk of whose income is derived from this 
activity. This flower cultivation is now 
under threat. 

Interestingly, the Konkan Railway track 
is passing through the periphery of the 
Cogentrix project. Unlike in Goa where the 
Konkan Railway faced a lot of resistance 
from the local population for reasons that 
it would disturb the ecology, culture, 
demographic patterns, etc, similar claims 
were not made in Mangalore. Besides, in 
Goa the Konkan Railway represented a binary 
concept representing nationalism or nationa¬ 
list spirit on the one hand, anti-nationalism 
or anti-nationalist spirit on the other. 
Although in Goa these concepts were 
ultimately used and were appropriated for 
the political purpose, there was one general 
agreement among the population that the 
identity of community should be retained or 
protected at any cost. This trend is absent 
in Dakshina Kannada. The Konkan Railway 
received much acclaim both from com¬ 
mercial/local capitalism and the environ¬ 
mentalists. Both .saw the Konkan Railway 
as a cheap communication $y.stem, linking 
the local market/cconomy with the metro¬ 
politan market/economy. Here lies the 
duplicity of environmentalists. Most of the 
resistance against Cogentnx all these days 
has been confined to the villages near 
National Highway 17. Resistance has hardly 
filtered down to the interiors. Villages like 
Mudarangadi, Pernal, Belman, Manchakal, 
Shirva, Bantakal. Kuthyar, Subashnagarand 
Kurkal have remained free from environ¬ 
mentalist led movements except for obser¬ 
ving bundh only once. These villages are 
very rich - most of the richness being derived 
from west Asia and partly from Bombay. 
Richness can be gauged from the number 
of banks operating in these villages. A village 


like Shirva, for example, has seven nationa¬ 
lised banks and seven non-banking financial 
institutions. At the same time there is a 
marked absence of rural contradictions 
between the categories (this is paitly due to 
land reforms of I97()s and partly due to 
incomes from west Asia). Therefore a village 
like Pilar which will be losing its protected 
‘khanas’ or forest land of 1,000 hectares in 
the event of acid rams, is observing a di.screet 
silence. Environmentalists are doing little to 
create a new consciousness against the 
Cogentrix in this particular area. 

This silence has much to do with the 
contradictions than real concerns. The 
primacy of the contradiction although pro¬ 
jected as one between masses on the one 


A CAMPAIGN, known as ‘Malang Mukli 
Andolan’. has been launched since 1982 by 
Anand Dighe, Shiv Sena chief of Thane 
district. Since then he has been mobilising 
his followers, the Shiv Sainiks, to demon¬ 
strate every year during the ‘urs’ which falls 
on Magh Pumima (according to the Hindu 
calendar, and this year it was in the Ramdan 
month). Accoidiiig to Dighc, Haji Malang 
is the ‘samadhi’ of Macchindranath, heir of 
saint Adinath, and hence the shrine must be 
handed over to the Hindus. With the increa¬ 
sing clout of Shiv Sena, this campaign has 
been gaining momentum. Earlier - years 
before Sena-B JP government came to power 
- the state government enforced heavy 
bandobast on the day of the urs to protect 
the shrine from being taken over by the 
Shiv Sena. This year (1996), with the coali¬ 
tion government of Sena-BJP in power, it 
was easier for the Shi v Sena as chief minister 
Manohar Joshi, along with Gddhav Thackeray, 
Shabbir Sheikh and Ganesh Naik visited the 
shrine and offered 'Ganapati Aarti’. In fact, 
the chief minister was planning to rename 
the shnne then but backtracked due to a 
court case. 

The Hindutva offensive has been a multi¬ 
pronged one. It claims over 2,000 mosques 
on the ground that earlier these were temples 
which have been converted into mosques 
during the Muslim rule. Haji Malang is 
situated on the hilltop of Malangarh, nearly 
11 km from Kalyan station. The site is a 
small fort at a height of around 700 feet from 


hand and Cogentrix on the other, is really 
different. It is between commercial/local/ 
regional capitalism and western capitalism. 
This particular position, while opposing 
neo-colonialism, may well trap environ¬ 
mentalists in the larger framework of the 
new Hindutva and Maneka Gandhi will be 
no exception. 

Notes 

1 Power purchase agreement heiween Karnataka 
Electricity Board and Mangalore Power 
Company, dated September ?0, 1990 

2 Mu/atfar Assadi. 'Karnataka's New Agri¬ 
cultural Policy; Making Way for Corporate 
l.andlordism'. Economic and Political Weekly. 
December V). 1995, pp 3340-42. 


ground level. It takes nearly three hours to 
climb up to the fort but lakes longer dunng 
urs. Dunng our .visit we noted some ireshly 
demarcated plots with new boards and ‘Shri 
Malang’ written on them. .Shakuntala Patkar, 
a devotee, says, “We people only know it 
as Hajt Malang.. It is wrong to go for such 
renaming, which is certain to hurt the senti¬ 
ments ot His devotees who belong to all 
communities”. AH the houses on either side 
of Che road have pictures of the Haji Malang 
shrine, and it was ditflcull to distinguish 
whether it was a Muslim or a Hindu house. 
Later, we met at the foothill John Devashi. 
a Chnslian from Cochin, with a military 
background. He told us, “I stay here because 
I was afflicted with a serious disease and 
was cured only due to the blessings of the 
Baba”. On being asked what was his opinion 
on the renaming, he said. “I am greatly 
perturbed by the antics of .Shiv Sena to 
bring the holy shrine in the circle of con¬ 
troversy”. 

While climbing up. we spotted 'Medical 
Curvesh Trust’ on which symbols of Allah 
and Om were engraved. The trust is run by 
a Hindu doctor in the memory of his 
MurshidSufi Pakr, Gullumullah Laghan 
from Hyderabad (Sind, west Pakistan). This 
indicates that Sufism has transcended all 
barriers among human beings of differenl 
countries Further on the journey, there arc 
two ‘mazars* which arc said to be shnnes 
of Haji Malang's disciples. Wc also mci the 
hereditary trustee or ‘mojabai’ (who serves 


Attack on Syncretic Culture 
Case of Haji Malang 

Asad Bin Saif 

Shiv Sena’s campaign to rename Haji Malang, the shrine of a sufi 
saint, as Sri Malang, is a diabolical attempt to disrupt the syncretic 
traditions through communal propaganda. 
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the mazar), Kashinath Gopal Ketkar, a 
brahmin. From the way he was talking and 
receiving (he people, it was obvious that he 
has adopted the Muslim way of life out of 
devotion. He, too, was greatly perturbed by 
the on-going controversy over the renaming 
of the shrine. He asserted, ‘They don’t have 
any sort of proof, either documentary or 
whatsoever”. He stated, "the presence of 
Muslims is declining during urs because of 
the controversy but people come on other 
days throughout the year”. Regarding the 
renaming he remarked, "1 don't like it and 
I am rather pained to sec such things being 
fomented. It is beyond doubt that the shrine 
belongs to Muslim suFis, but his devotees 
cut across all the communities. People of 40 
villages around the hill will continue to say 
Haji Malang because they have deep rooted 
devotion for the shrine, but those with mis¬ 
chievous intention will say whatever suits 
them.” The hereditary trustee mentioned. 
“Our aim is to provide gotxl services to his 
devotees without any discrimination. We 
are going to open a secular institute which 
could give appropriate education. Each and 
every household of brahmins in Pune wor¬ 
ships the statue ot Jungice Maharaj who was 
a Mu.slim Fakir”. 

An Irani tlorist Asghar Ali, says, "I am 
really anguished the way the chauvinistic 
forces have been picking up issues and 
holding at ransom the peace and tranquillity 
of the country. We are still struggling to 
come out of the lacerated psyche inflicted 
upon us due to the demolition of the mosque 
by these communalist forces.” Another 
devotee, Dattaray Sawant. who had come all 
the way from I-albaugh. Mumbai, said, “it 
is really unfortunate that issues like this arc 
being given precedence over so many 
problems which deserve to be given adequate 
attention. I don't like this. It’s wrong to 
support this.” 

The aforementioned views expressed by 
the people arc corroborated by the Thane 
district gazetteer (1982 revi.scd edition) 
which says. “The tomb is one of Haji Abdul 
Rchmai, an Arab missionary, who is said 
to have died 800 years ago. The oldest 
name connected with Matanggadh is that o( 
Nala Raja, who is said to have lived on the 
hill, 8(X) years ago. During his reign, Haji 
Abdul Rahman arrived on the hill along 
with his followers. To test his sanctity. Nala 
Raja sent his beautiful daughter to the 
saint. Haji passed the test. Convinced of his 
virtue, the king gave his daughter to him in 
marriage. Her tomb lies next to his at the 
shrine ” 

The gazetteer further states that "It is 
believed that the Five tombs at the other end 
of dargah arc called five pirs and are said 
to be of the five disciples of Haji Malang. 
In 1780. the British made their advent on 
the hill with colonel Hartley from Bombay 


and captain Jameson from Kalyan, and 
defeated (he Marathas who had their garrison 
at the fort. However, they left the place after 
two years and Marathas gained the control 
again. As a thank.sgi vinggesture, the Peshwas 
sent to the shrine cloth of gold, trimmed with 
pearls and .supported in silver pots. How¬ 
ever, neither the cloth nor the pots are found 
on the tomb now. This gift was brought in 
a state of procession under the charge of one 
'Kashinath Pant Ketkar', a brahmin from 
Kalyan. The present hereditary trustee is a 
descendant of the same family”. 

The gazetteer continues, “in 1817, Kalyan 
Mussalmans headed by one Hydad, the 
hereditary guardian of the tomb, did not 
acquiesce with brahmin management of the 
shrine and laid a claim to the management 
with the district collector Thane. That was 
decided by casting the lots and Ketkar 
emerged victorious. Ketkar was declared the 
guardian. Recently, the Supreme Court has 
also ordered that the management should 
remain hereditary.” 

There is also a widely available book 
written in Hindi by K Babarao Ketkar. entit¬ 
led Doha Haji Malang. Nowhere does the 
book mention ‘Shri Malang’ The boiik 
narrates that when the Baba needed water 
for ablutions necessary preceding prayer, he 
did not find water anywhere. Then he struck 
the surface and showers of water emerged. 
That place is now called 'chashma' (an Arabic 
word) and water from tt is available to the 
thirsty. The am val of Haji Malang is narrated 
as follows, 'The hilltop had been the abode 
of demon and they were creating havoc with 
the lives ot men. One Abdul Rchnian from 
Arab was sent by Allah to liberate the people 
from the tyranny of the demon. He came and 
freed the people from the cruelty of the 
demon.” 

An annual urs takes place at the shnne. 
On the night of urs a prtKCssion. ‘Baba Ki 
Palakhi’, is taken out. llic palanquin is made 
of 40 kg of silver with inner lining of 
sandalwood. The palanquin is decorated and 
carried through midnight and kept for 
'darshan' foracoupleof hours. Traditionally, 
the Ketkar family performs the rituals. But 
there arc different people chipping in at 
different functions, e g. decoration by the 
Khan family, sandalwood decoration by the 
Attar family from Kalyan. I hc palanquin is 
carried by the Kolt family and Milad readings 
from the Holy Quran are by the Patel family. 
A place of honour is given to eunuchs in 
this procession. According to Ketkar, the 
offering t given at the shrine are a mixture 
of Hindu and Muslim traditions. Devotees 
offcrchaddars. coconuts, flowers, and sheets 
of (lowers. 

The essence of sufism is to seek spiritual 
.solace through altruistic love and serve 
humanity at large without any discrimination. 
It inculcates propriety in relations towards 


fellow beings. Sufism has proved an immense 
cementing factor for the diverse society. 
N^ost of the sufis fought against the tyranny 
of all-powerful monarchs and lords. Their 
mystic morality struck at the root of paro¬ 
chialism, casteism and religious exclusive¬ 
ness. TTieir core teaching is ‘unity of being’ 
{wahdut-ul-wajud) which is unacceptable to 
the fundamentalist. 

Sufism made Akbar a great secular 
monarch of the medieval period. The two 
sufi brothers, Faiji and Abul Fazal, helped 
Akbar in his secular approach and Sulh-e- 
Kul (harmony for all) tecame Akbar’s ethic 
of rule. A quartet inscribed in a house at the 
foothill of Haji Malang, tells the essence of 
sufism: 

Kisi dordmond kc kam aa 
Kisi doobtc ko ucchal de 
Ye nigahan maast ki mastiyan 
Kisi badnaseeb pe dal de. 

(Come to the rescue of the despondent 
Save the life of a drowning man 
Your rejuvenating glance 
Oh! cast it on the hapless ones) 

The last few decades have seen an upper 
caste Hinduiva agenda on the nse, donning 
the garb of naiionalism and subsuming 
popular sub-cultures under the steamroller 
of brahminical practices. Hinduism as pro¬ 
pagated by Hindutva forces is brahminical 
orthodoxy, accepting the authority of Vedas 
and brahmins A big chunk of people, 
especially the poor, veer towards non-Vedic 
gods like Vithoba, and follow hhakti culls 
and Sikhism. Similarly, sufism has come to 
occupy a social space amongst large numbers 
of people. The present strategy of Hindutv:^ 
movement is to propagate ’brahminical 
hinduism’ as the religion of this land. For 
a Hindu rashtra to come into being, all 
identities have to be destroyed to create a 
homogeneous culture. The present attack of 
Shiv .Sena on Haji Malang is one in tb' chain 
of such attempts to forcibly destroy syncretic 
culture and replace it with brahminical 
culture. But sufism goes against the brah- 
miiiical ethos. Oncea sufi was given scissors. 
He said instantly, “Why are you giving me 
.scissors. I need a needle because ny mission 
is to sew not to cut.” 

It is Shiv Sena’s intention to extend its 
influence outside Mumbai and enhance its 
scope of activity. But given people’s faith, 
the strategy of renaming Haji Malang will 
not benefit Shiv Sena. Hie question arises, 
from whom does the Shiv Sena intend (n 
liberate the shrine: from Ketkar, Joshi o'' 
Patel? All the.se trustees arc non-Muslim* 
but they proclaim Haji Malangtobc aMuslim 
shrine. 

(I am thankful to the Centre for Study of 5iocie() 
and Secularism for sponsoring this investigation 
I thank my colleagues and Pradeep Pachpinde for 
helping in this work as also P R Ram for helping 
me in writing this report ] 
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Atlanta: The Corporate Grab Bag 

Frederic F Clairmont 


What Atlanta highlighted was the war of corporate capital, the war 
within the corporate Gulag, at its highest levels. The billions of dollars 
invested in TV time and the billboards point to one conclusion - that 
the games themselves are the object of massive corporate colonisation. 


THE crash of the 28-year-old TWA plane 
stemming no doubt from the reckless folly 
of Reaganite deregulation, trailed by the 
Centennial Park butchery, threw a 
momentary pall over the glitziest corporate 
entertainment and advertising bonanza on 
earth. Stock marketwi.se, sports is one of the 
hottest, biggest and fastest growing 
commodities on the international market, 
already massively dominated by a mere 
handful of 10-1.5 transnational corporations 
with the Americans leading the pack. 

In this game, Murdoch and his News Corp, 
NBC. IBM, Coca Cola/PepsiCo, Reebok, 
Nike and Adidas rank among the most 
conspicuous, certainly the most vocal, 
players. Corporate sponsorship, sports 
advertising, and sports equipment is an $ 86 
hn dollar iiiarket, climbing steadily at 8 per 
cent yearly. Like drug trafficking and 
iralTickers, it is a unique commixlity in that 
It IS liberated momentarily from the caprices 
of the business cycle 

What Atlanta demonstrated, this time on 
*a far more savagely prodigious scale, was 
that Sports Inc. whose basic raw materials 
is youth, and its massive parasitical corporate 
appendages is unconcealed war. Wars over 
a marketable commodity with one of the 
highest lates of returns. Wars deploying 
every conceivable gimmick of multi-billion 
dollar propaganda and advertising 
technology. 

In the lingo of a PepsiCo marketing war¬ 
rior sports IS the global king of commodi¬ 
ties, It is already internationalised and 
transnationaliscd,, and becoming more so 
daily. At all levels, Atlanta provided an 
ignoble case study of the voracity of US 
national chauvinism so amply manifest by 
the print, radio and TV media. But it also 
unmasks, far more so than the mendacious 
balance sheets of the Fortune 5()0 could 
ever do, the gluttonous greed of finance 
capital in its unceasing frenzy for profit 
.maximisation, via the acquisition of fatter 
and fatter market shares. No othci sector 
reveals more lucidly the misworkings and 
decadence of capitalism than Spurts Inc with 
the possible exception of finance and 
banking. 

The gold, silver and bronze medallists 
are actual or potential commodities to be put 
on the auction block; they epitomise the 
breakneck tempo of corporate accumulation; 


inventories to be bought, sold, traded, 
downsized. When the market value stumbles 
their corporate spon.sors indicate, like the 
victims of Mad Cow’s disca.se, that their 
time has come to be culled. 

All the conditions for the Big Show had 
been met. In 1936, at the Berlin Olympics. 
Himmler ordered the gypsies shovelled out 
of Berlin, sub.sequcntly turned to ashes in 
the crematoria of Nazidom: the grand 
prelude to the celebration of ethnic cleansing. 
In Atlanta, the crematoria were absent but 
the40,000 homeless, overwhelmingly black, 
were handed a one-way bus ticket, a couple 
of dollars, and told to blow, otherwise they 
would face the music 

There was no need for repetition. The 
homeless knew that the gold medals, in 
Georgia and indeed the US, goes to the 
booming penitentiary building sector. 
Atlanta's purity was also guaranteed by 
60,0(K) security guards joined to thousands 
of military personnel, but that was before 
the bombers spoiled the fun. 

Atlanta has always been a company town 
dominated by Coca Cola. This time it shared 
the centre stage with other TNC 
heavyweights, mostly American. To the 3.5 
bn world TV viewers their presence was 
inescapable. It was one of the biggest and 
splashiest TV coups the world had ever seen. 
Corporate advertising and sponsorship were 
the names of the game in Atlanta. The biggest 
of El Dorados. 

The Big Three American networks: ABC 
(gobbled up by Disney), CBS and NBC 
(owned by General Electric) and their 
affiliates grabbed 90 per cent of TV 
advertising revenues. Alarmingly concent¬ 
rated, media television, the most potent 
in.struments for grabbing audiences, is the 
link between sport and corporate sponsor¬ 
ship. This is the antithesis of democratised 
sport; it marks a decisive pha.se in the 
uncontrolled rule of Big Capital; the end of 
the internationalist and democratic vision of 
thcOIympics founders. The rights to sponsor 
and advertise by the corporate giants 
highlighted the extent to which most of the 
athletes had become functionaries of capital, 
extensions of transnational corporate muscle. 
According to The Economist, (July 20,199b) 
TV rights for the 1996 Olympics rai.sed more 
than one billion dollars from broadcasters 
around the world. The American TV rights 


to the Olympiads, up to and including 2008, 
were bought by NBC network for the 
staggering sum of $ 4 billion. For the 1996 
games NBC paid $ 456 m. and the payoff 
was the most luxuriant in its advertising 
odyssey. 

Coca Cola’s overarching presence at the 
games were the grandest achievement of its 
ideological engineers. Atlanta witnessed the 
war of brands and the spectator was never 
allowed to lorget it. Every second ot its 
corporate existence is geared with laser-like 
intensity to meet one unquestioned goal: the 
universal exaltation of Coke and the 
promotion of bigger and bigger world market 
shares. In short world domination. Its 
marketing muscle was exhibited day and 
night. It was psychologically engineered to 
remind the spectator, buffeted by an 
unremitting barrage of daily propaganda, 
that when he quits the stadium the unique 
thought that he must take away with him 
would not be the cries of the wounded in 
Centennial Park or his favourite athlete, but 
the big red round logo of C-C. Olympic 
champs would come and go but in reality 
there would he only champ, the permanent 
champ and his name is Coke. 

Advertising expenditures, as agcneral rule, 
remain one of the most closest guarded secrets 
of corporate power. Like the balance sheet 
Itself they are the objects of sustained 
manipulation.' The official advertising 
figures dished out in Atlanta are staggering 
by any standards but they are misleading to 
put It mildly. According to Sergiu Zyman, 
C-C’s marketing boss, in an average 
year Coca Cola allocates onc-fifth of its 
$ 1.6 bn annual consumer market budget to 
‘support’ sport, including the metamor¬ 
phoses of athletes into the paid functionaries 
of capital. 

Of course 1996 is a special year and it has 
already spent $ 125 m on TV commercials 
during NBCs coverage of the games; it has 
also spent $ 40 m to become an Olympic 
sponsor; it has built a 12 hectare 'Olympic 
City’ for visitors in downtown Atlanta, 
massively subsidised by the state of Georgia, 
most of it is tax deductible. The Georgia 
state legislature is the best friend Coca Cola 
could ever have. Its tentacles spread to every 
sporting event' the Tour dc France, cricket 
in India and Pakistan, etc. 

As a C-C spokesman jubilantly proclaims 
on one of its Atlanta billboards; “.Sports 
allows us to say to consumers. We like what 
you like". What the C-C ideologists did not 
say but could have said was; just study the 
costs breakdown ol a Coke and you'll 
understand the key of our success. Around 
two-thirds of the final retail price of a coke 
is appropriated by C-Cs masters in Atlanta 
and its shareholders. Not bad for a beverage 
that’s nothing more than brown sugar water 
with a phoney ‘.secret’ formula thrown in 
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Recbok, Nike and Adidas cashed in on 
Atlanta's bonanza with a different set of 
strategies but whose ultinnatc goal was the 
same. With the disintegration of the Soviet 
Union and the plunge of Yeltsin's Russia 
into third world misery and debt the stage 
was set, as with every facet of Russian 
life, for the colonisation and takcovet of 
the vast Soviet sports machine. Reebok 
which had ousted Adidas by 1994 for con¬ 
quest of the Russian sports market became 
the coloniser par excellence. 

This IS how one member of the Russian 
sports federation puts it lugubriously; “Like 
ail of Russia we've been bought out. Sure 
its the rule of the market. But it is part of 
Yeltsin's policies. Wa've been pushed into 
the sewers. We’ve got no money for sports. 
The infrastructure is rotting: the stadiums 
arc falling apart; the coaches are quitting or 
have already quit. We are neither France nor 
Cuba.” The colonisation process consists in 
pumping dollars into the enfeebled Russian 
Sports Federation. Recbok roped in the 400- 
odd Russians in Atlanta who are on their 
payroll. That’s not the end of the story. Reebok 
has already acquired a sizeable chunk of the 
Russian spurt equipment retail market which, 
according to one marketing estimate, it hopes 
to boost to around 6.5 per cent by the next 
Olympics. All is feasible in Yeltsin'sRu.ssia. 

Nike, one of the world's large,st TNC 
apparel and sport manufacturers, is also one 
of the biggest .stars in the TNC sports universe. 
To castigate Nike, as the International 
Olympic Committee (IOC) has done, tor its 
billboard and other adverli.sing propaganda 
stunts, reveals a woeful lack of understanding 
of what corporate capitalism is ail about. 
Ethics has nothing to do with corporate 
advertising and its propaganda machine. Big 
bucks, mendacity and vulgarity is the name 
of this game. 

The Nike billboard exhtbited a US female 
basketball player jubilantly proclaiming: 
“You don’t win silver- you lose gold.” And 
therein tennis man Andre Agassi exclaiming, 
“If you're not here to win, you’re a tourist" 
{Financial Times, July 26-27, 1996). Every 
stratagem from the ever-present billboards 
to the most expensive TV ad is designed to 
turn a quick profit and push the product. 

Cashing in on the international sports 
btiom. Nike's aggregate earnings (1996) 
soared 38 per cent revenues approaching $ 
7 bn. It inve.stcd a reported hundreds of 
millions of dollars for sponsorship of 
Brazilian soccer. Like Adidas and Coke, 
Nike has become a household word. But 
Nike has other facets that includes a $ 26 
m yearly contract with basketballer Michael 
Jordan, turned into one of the biggest spurt 
icons. No amount of public relations cover- 
ups can dissimulate, however, the sheer 
exploitative nature of its manufacturing 
operations in the third world. It boosts its 


profits by compulsory overtime and it 
operates in plants where all traces of labour 
militancy have been liquidated. 

In Indonesia, Nike and its subcontractors 
(Korean, Thai and Taiwanese) pay a daily 
sub-minimum subsistence wage of $ 2.23 
to Its largely adolescent female labour force 
as against the national minimum daily wage 
of $ 2..59. Nike and its subcontractors 
obtained an exemption from the minimum 
wage increa.se that would have forced them 
to pay $ 8.92 a month extra to each worker. 
And this at a time when Nike’s profits arc 
hitting record levels. 

Commenting on theseoutrageousnunibers 
Business Week, itself the mouthpiece of 
finance capital, notes: “Indonesia’s military 
police deal harshly with those who rebel, 
and independent unions are outlawed" 
{Business Week, July 29, 1996). For whom 
is this critique destined? Is this not precisely 
the ideal of contemporary capitalism, a world 
of deregulation, and triumph of economic 
liberalism in its most pristine manifestation? 
Atlanta provided the answers regarding the 
motive force ol economic liberalism and 
globalisation. 

The contrast between the profligate sums 
bestowed on a corporate servant as Jordan 
and the subsistence wages of an Indonesian 
girl worker is part of the normal workings 
of the transnational corporation. This is no 
aberration Both are domestics of Big Capital 
with a difference What Atlanta highlighted 
was the war of corporate capital or what I 
have categorised as the war within the 


corporate Gulag, at its highest levels. The 
billions of dollars invested in TV time and 
the billboards point to one conclusion, 
namely, that the games themselves are the 
object of massive corporate coloni.sation. 

What docs the corporate’s Gulag theory 
and practice in Atlanta reveaU What is its 
trajectory? Even before Atlanta the answer 
was known.^ Atlanta has conllrmed the fact 
that corporate marketing techniques and its 
paraphernalia will contribute to accentuate 
the frenzied thrust of mega capital 
concentration not only among the world’s 
two leading beverage duos but among the 
triple sport behemoths as well. 

Within the empire of Sports Inc there is 
no room for either amateurism nor the small 
and medium size companies. Inextricably 
related to this destructive tempo of corporate 
concentration is that the Gulag’s marketing 
power will continue to push the world of 
Sports Inc into the purgatory of drugs. It is 
doing so inasmuch as theupper physiological 
limits required to smash world breaking 
records is lapidly being reached. That is also 
another aspect of the corporate grab bag in 
Atlanta. 

Notes 

1 Krudenc F Clairiiioiil and John Cavanugh. 
Men himi .v «/ Drink Titimnalionul Control 
oj World Beveruf’es, Penang, ingy 

2 Foraneiabnrationuf die theory ol'ihe dYn,iinics 
ofihe tran.snaiional corpoiation, see the author'.s 
Thr Ki.\r and hall of Eumonm Liheialisiii 
The Mitking ol the hionomu (lulax, Penang. 
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PERSPECTIVES 


Indonesia: Beginning of End of 
‘New Order’? 

Jan Breman 

The privatised state has been a tool in the hands of a small elite who 
want to perpetuate their power to extend their illegally-gained wealth 
even further. The iron hand with which the regime maintains itself is 
the reason why Megawati and her PDI can count on far more .support 
from diverse quarters than can be explained by nostalgia for Sukarno 
and the past. 


NO, the driver of the motorised tricycle 
would rather not drop me by the entrance 
to the PDI party office. He prefers to hold 
his di.stance because you can never tell what 
might happen. However, many hundreds of 
Jakartans, particularly the young, are less 
scared and come daily to the headquarters 
of Partai Demokrasi Indonesia (PDI) which, 
in less than a month, has emerged as a 
political refuge where the military regime 
can be criticised openly and with 
unprecedented lerocity. The building is 
situated on a busy main road that is named 
after the leader of an early 19th century 
levolt against colonial domination. Referring 
to theenstw hilc popular resistance movement 
led by Diponegoro, this morning’s speaker 
says that the nation needs new heroes who 
will show them the way to trccdom. His 
audience understands him all too well and. 
whenever his speech pauses, loudly chants 
the name of Megawati. Under the tarpaulin 
which spans the front yard a dais has been 
erected from which successive speakers 
address the as.sembled supporters, the hard 
core of whom remain for the whole day. 
Others stay for no more than a few hours, 
but on the’i departure they arc immediately 
replaced by new sympathisers. Communi¬ 
cation IS two-way - the public applaud the 
speakers and call out their comments. Near 
the entrance hawkers sell pins, red headbands 
and other party emblems. On the other side 
of the street are small groups of more 
cautious observers of this political scene, 
too far away to be able to hear the speeches. 
Hoardings, flags and banners also deprive 
them of any view of what is happening 
behind the entrance. Nevertheless, these 
passers-by. linger for a time, not only 
fascinated by the t ree-word platform that has 
sprung up so suddenly, but also alert for any 
sings of activity from the military vehicles 
that .stand at the ready a little farther away. 
'The question is not whether, but when, the 
strong arm of the state will put an end to 
‘this nonsense'. However, the likelihood of 
such action has not been able to prevent the 


open show of political defiance in the Jalan 
Diponegoro from attracting a large public. 
During the protest marches that periodically 
approach and leave the PDI building the 
crowd swells to some thousands. Party guards 
wearing red armbands and berets surround 
the marchers to ensure a well-ordered 
demonstration. Their task is not only to 
prevent radicalisation from within but, more 
importantly, to cope with any provocation 
directed from outside. 

PDI AND Party Congress 

Together with the United Development 
Party, the Islamic PPD, the PDI forms the 
legal opposition in parliament. Collectively 
they have less than a quarter of the total 
seats, of which the larger pan (282) are in 
the hands of the government party, Golkar. 
Another7S seats are allocated directly to the 
military, without any elections. ‘Opposition’ 
is in fact a misphaced term since PPD and 
PDI have no .autonomy in regulating their 
internal affairs. For example, they are 
prohibited from electing a party chairman 
who does not have the approval of the 
Indonesian military powers. The emergence 
of Sukarno’s daughter as political leader of 
PDI was against the will of those powers. 
Megawati .Sukarnoputri takes skilful 
advantage of her father’s continuing 
popularity. His name and the charisma 
attached to it are her principal political capital. 
Megawatt is not the first Asiatic woman to 
feel the urge to tread i n her father' s footsteps. 
Their number has gradually become worthy 
of respect; Bcnarir Bhutto in Pakistan, Indira 
Gandhi in India. Chandrika Kuinaratunga 
in Sri Lanka, Sheikh Hasina Wajed in 
Bangladesh, and Aung San Suu Kyi in 
Myanmar. Like the last-named, Megawati 
speaks directly to her followers and. also in 
the threatening proximity of the military 
machos, calls tor restoration of people’s 
power. Until very recently, Sukarno’s 
daughter was dismissed as someone whose 
political ambitions were greater than her 
talents. But the so-called lost housewife has 


grown into her role, ju.st like Cora Aquino 
in the Philippines. She has made herself the 
mouthpiece for the increasingdissatisfaction 
among the people over the enormous 
enrichment of those at the top. over the 
government's disinclination to alleviate the 
poverty of those at the bottom of society, 
about the arrogant power of the ruling clique, 
and about lack of freedom in all its aspects. 
I'he muzzled press can permit itself little 
risk, but an experienced reader knows how 
to read between the lines. Reports ol a verbal 
exchange which took place at the end of the 
recent ASEAN meeting between Alatas, the 
Indonesian minister of foreign affairs, and 
a British journalist about recognition of the 
popular will and democracy as a leading 
principle of this regional organisation, 
apparently discus.scdconditions in Myanmar 
but in fact referred to the meeting's host 
country. 

Is Megawati’s PDI really a match for the 
well-oiled Golkar machine with which the 
government keeps society under control’? 
There are few who sincerely believe that to 
be the case. But the problem of the Boating 
mass, the recipe with which the regime keeps 
the population depolilicised. is that even the 
powerholdcrs are ignorant of what lives in 
the minds ol their subjects. In an attempt to 
nil that lack, secret opinion polls arc held 
every now and then. The latest of these, held 
last spring, showed to the horror of the 
military, that the PDI scored no less than 40 
per cent of the total votes, on par with 
Golkar. Reliable sources, of which there are 
many in sultanustic Jakarta, report that 
Suharto then ordered that the woman has got 
to go, and quickly! Implementation of that 
command could safely be entrusted to the 
army. A ‘spontaneous’ party congress, for 
which delegates of local branches all over 
the country were ordered to as.semble in 
Medan with money and threats, deposed 
Megawati and chose as her successor Suijadi. 
who was handsomely rewarded for accepting 
this Judas’ role. The minister of interior 
himself opened and closed the meeting, but 
the protests had started in Jakarta and 
elsewhere in the nation even before he had 
finished. 

Protest 

The deposition of the legal PDI chairperson 
proveda first-class blunder. It is characteristic 
of the regime’s isolation that its political 
strategists had made no allowance for any 
protest. While her fate was being decided 
upon in Medan, Megawati addressed .S.BBU 
of her .supporters in an open air meeting in 
central Jakarta on June 20. She closed her 
speech by calling for civil disobedience. “I 
can mobilise millions of urban workers”, she 
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threatened, “one word from me is sufficient 
to shut down offices and factories”. At the 
end of her addre.ss her supporters formed 
into a procession which took the road to the 
PDI headquarters. Almost immediately, 
however, they were attacked by police and 
by soldiers. More than 100 people were 
wounded in the ensuing violence, two-thirds 
protesters, one-third police and soldiers. 
According to the official version, public 
order had been di.sturbed because protesters 
had thrown stones at the police. Tlic party 
leadership, however, said that the riots had 
been induced by provocateurs. This last 
version agrees with other lecenl examples 
of the way in which the New Oidel' in 
Indonesia is maintained. The regime has 
illegal gangs of thugs at its disposal who arc 
brought in whenever it is too risky to use 
legal force, for example, when Timorese 
asylum-seekers were expelled from the 
grounds of the Netherlands embassy a short 
while ago. These gangs have clo.se ties to 
Golkar. The proud nameof Pemuda Pancasila 
conceals criminal elements whose mode of 
operations recalls the infamous lontons 
macoutes of Papa Doc’s Haiti. According 
to local gossip, Suharto’s son-in-law directed 
the action against the protesters from the 
safety of an armoured car and gave the order 
for force to be used. 

Whatever the background of the violence 
used against Megawati's supporters, it has 
not yet brought an end to anti-government 
protests. Nevs demonstrations followed a 
few days later, and staunch supporters kept 
vigil at the party headquarters also during 
the night hours to prevent an attack by 
mercenaries acting for the unsolicited and 
unwanted chairman. Sutjadi. Another 
procession was held in mid-July at which 
a 500-metre long banner was carried through 
Jakarta’s streets. This was inscribed with 
supporters’ names and with slogans 
expressing their unconditional dedication to 
the fight for democracy. Military .surrounded 
the procession but had apparently been 
ordered not to intervene. The mood was less 
intense, even happy. Nevertheless, the 
conflict has since beer, further exacerbated. 
By acknowledging Surjadi as her official 
successor, the government has excluded 
Megawati from taking part in the next 
elections to he held early in 1998. That 
troublesome lady refuses to accept defeat, 
however, and now leads a contra-movement 
that is far greater than she could have achieved 
by her own efiorts. 

Growino Social Unrlst 

In a region that is notorious lor an unending 
scries of corruption scandals. Indonesia takes 
the crown in bribes, haikhandcrs and 
mediation commissiot,'. The greed is 
greatest at the top of the government where 
its naked manifestation is likely to endanger 


political stability. Suharto's late wife. Ibu 
Tien (‘Sister 10 per cent’, in popular 
parlance), taught her children how to do 
business. Suharto has always maintained an 
attitude of 'I know nothing’, a pose which 
has no credibility in view of the outrageous 
cupidity shown by his sons and daughters. 
Bambang, who had a headstart as the eldest 
child, has achieved most in business, now 
owning a wide vanety of market-dominating 
industrial conglomerates. Determined nut to 
be outdone, his younger brother Tommy has 
launched the ’national car’ project. The idea 
is that the I'lmor will be made in Indonesia, 
' but that is still a long way away. The actual 
manufacturing plant is in Korea to where a 
batch of Ind onesiati workers were .sent to put 
the car together. Their arrival in Korea has 
never been confirmed, but the pretence that 
the car is made by Indonesian hands is 
sufficient for lax exemptions - to the outrage 
of the Japanese. American and European car 
industries. Japan, which has never shown 
particular concern about violationsof human 
rights, even threatens to submit a complaint 
about Indonesia to the World Trade 
Organisation. Suharto’sgrandson conceived 
a nice way to earn some extra cash by 
persuading the governor of Bali to introduce 
an extra tax on beer, dmnk in large quantities 
by tourists coming to this insular paradise. 
The oldest daughter, Tutut, has also assured 
herself of a generous income by operating 
toll-roads among other things, but she is also 
politically ambitious. She is chairperson of 
Golkar’s party administration and has good 
connections with the army. The gossip is 
that .Suharto would like to sec her as his 
successor. 

The state is privatised, a tool in the hands 
of a small elite who want power to extend 
their illegally-gained wealth even further. 
This is shown in the nepotism at the top. 
Popular anger about such practices has been 
further inflamed by the national collection 
intended to allow Habibie, the minister of 
technology, his own particular game 
Indonesia’s own aircraft industry. Since his 
cabinet colleagues refuse to provide further 
funds lor this cash-devouring project, every 
citizen now has ‘voluntarily’ to contribute 
5,000 rupiahs (less than US$ 2). A small 
amount which no-onc will refuse to pay, was 
the president’s rousing call to the people. 
This typifies the lack of any understanding 
among the elite that 5.(XX) rupi.ahs represents 
a day’s wage for a factory worker, and is 
more than (’ tublc the sum with which the 
greater mass of the people have to manage. 
The glowing dissatisfaction is concentrated 
particularly among the social middle classes 
and IS led by economic insecurity - 
notwithstanding more education, better and 
secure jobs are not available for the youth 
- and political frustration caused by 
icpressive government. There is press 


• 

censorship, and newspapers are likely to be 
prohibited if they publish unwelcome news. 
New communication techniques, however, 
including fax, e-mail and internet, enable 
dissidents to circulate information that is 
considered subversive. The rise of a market 
ideology has not caused the state to stand 
back, nor has it become more tolerant of 
deviating opinions and oppositional 
organisations. The iron hand with which the 
regime maintains itself is the reason why 
Megawati and her PDI can count on far more 
support from diverse quarters than can be 
explained by a misplaced nostalgia for 
Sukarno and the past. 

Abdurrahman Wahid, leader of NahdatuI 
Uluma, ha.s made it known ihat Megawati's 
light IS also his own. In reply to a comment 
that no more than 40 per cent of the contents 
ol newspapers is ‘genuine’ and ‘true’ news, 
Giis Dur, as this leader of the enlightened 
section of the Islamic population is known, 
warned lhat that percentage is going to drop 
even further in 'he near future. In his view, 
the lack of freedom will increase rather than 
lessen. 

Ri-.sistanci; amd Oppression 

Since its creation in 1965, the Ordc Baru 
has ruthlessly dealt with many open protests. 
The army has been deployed against the 
people not only in East Timor, North and 
South Sumatra and West Irian. Government 
force has also been used against street 
demonstiators in Jakarta, freedom- 
demanding students in Bandung, peasants 
111 rural Java who protested against expio- 
pnation of their land, poor migrants who 
were driven trom urban slums, and sinking 
workers. 

Intimidation and the use of gangs ot 
thugs, whether official or not, is usually 
sufficient to restore the disrupted 'ordci' 
The present wave of unrest, however, is 
uncharacteristically broad-based. Protests arc 
not confined to Jakarta but also occur 
cl.scwhere in the country. Perhaps even more 
alarming for the regime is that the unrest is 
shown by a wider rangeof social classes than 
ever before. The industrial belt that surrounds 
the capital has recently had to cope with 
strikes by workers demanding better 
treatment and higher wages. At the start of 
the Olympic Games in Atlanta a dismissed 
female factory worker travelled to the US 
in order to testify to her miserable 
employment conditions. She made the Nike 
shoes with which world records are being 
broken. Production h.is been contracted out 
by the parent firm to smaller factories with 
Korean owners, rhe woman was sacked 
when, as a strike leader, she asked that the 
wage should be rai.scd to the legal minimum, 
at that moment little more than US$ 1.25 
per day. An American protest group arranged 
Cicih’s journey and a meeting for her with 
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(he famous basketball-player Michael Jordan. 
This met with great displeasure on the part 
of the offlcial trade union, the only one 
recognised, which was of the opinion that 
workers do not have the right to discuss their 
problems with outsiders. And it met with 
anger from high-level policy-makers in 
particular, who declared that foreign 
enterprises invest in Indonesia in order to 
make high profits, and that the working 
masses can choose between a low wage or 
none at all. Especially impressive was the 
protest march held in Surabaya on July 8 
and 9 by 20.000 striking workers. This was 
organised by students and staff of local 
universities, the milieu from which many 
activists are recruited, calling themselves 
leaders of the Paitai Rakyat Demokrasi 
(People’s Democratic Party). The three 
leading figures have since been arrested and 
charged with subversive activities against 
the state. 

In an attempt to turn the tide, the 
powerholders have launched contra- 
demonstrations and statements have been 
published in which mass organisations 
connected to Golkar demand action against 
the current wave of 'political destabilisation'. 
Official spokesmen insist that anorche.stratcd 
campaign is going on reminiscent of the 
agitation that preceded the ‘events’ in I96S. 
After the recent .series of strikes, pamphlets 
are said to have been distributed in which 
the army together with capitalist forces are 
accused of the murder of two million fellow 
countrymen in the aftermath of the coup 
which marked the end of the Old Order. 
These are ominous signs that are intended 
to prepare public opinion for the restoration 
of order and authority. 

Beginning of ihe End? 

Is the regime tottering? As so often 
happens, this may be another case of wishful 
thinking. To say that it is unsteady, however, 
does not seem to be an exaggeration, due 
particularly to Suharto’s ill-health. His recent 
and unexpected journey to Germany, 
accompanied by four of his children and a 
considerable retinue, must have been caused 
by more than the need for an ordinary medical 
check-up. Is the leader of the state weary 
of the heavy burden that he has carried for 
more than 30 years, and does he have the 
necessary strength for a seventh term as 
president? His sudden departure caused a 
free-fall on the stock exchange, particularly 
in shares in industries owned by his children, 
and to a devaluation of the rupiah. A 
photograph of Suharto taken in the palace 
gardens and sitting like an aged hippie on 
a Harley Davidson machine - comparison 
With the aged Mao swimming in the river 
Yangtse is difficult to resist - is meant to 
suggest considerable vitality. Palace gos.sip, 
however, says that the old man is tired and 


misses his wife. She kept her children under 
her thumb but Suharto is unable to keep their 
mutual rivalry within bounds and behind the 
scenes. It is the same problem of succession 
that plagued the ancient Javanese rulers. To 
step aside voluntari ly while it is still possible, 
to relinquish power, would put the interests 
of the family empire at stake. There are many 
pretenders in Suharto’s entourage but no 
acknowledged Crown Prince. The distrusting 
and calculating Suharto has provided himself 
with a different vice-president for each new 
term of office. Even more than the mass of 
the people, the leadership gives the 
impression of being adrift. 

In a recent speech to an audience consisting 
ofPemudaPancasila members. Suharto made 
it clear that no change is envisaged in the 
political structure. 'Iliose who hoped for 
gradual democratisation as the inevitable 
consequrmce of economic growth have all 
reason to feel cheated. The suggestion that 
a transition might occur from military 
dictatorship to a civilian society, prepared 
and guided by the top, has proven illusory. 

Is the movement brought about by 
Megawati an indication of growing pressure 
from below? Certainly it is, but it is more 
than doubtful whether the regime will be 
prepared to make sufficient concessions. 
The head of Sospol, the army’s political 
branch, said recently that the frec-spcech 
forum at the entrance to PDl headquarters 
was directed against the government and 
therefore must be labelled as subversion. 

The question which occupies the minds 
of all commentators is; why didn’t the army 
intervene earl ier?Theofficial restraint shown 
until the end of July seems to have been due 
firstly to underestimation of the intensity 
and scale of protest, then from differing 
views among the generals about how best 
to react and, finally, from reluctance to use 
force in chasing Megawati from PDI 
headquarters while ASEAN policy-makers 
had gathered in Jakarta. The day after (hat 
meeting was over, however, the military 
backed up gangs of thugs hired by Surjadi 
and stormed the PDI office, thus ending 'the 
unlawful (x:cupation’. This operation, carried 
out with brutal violence, caused riots to 
break out in various parts of the city, resulting 
in hundreds of wounded and arrests. Dozens 
of deaths are said to have occurred, but 
bodies were removed in secret and names 
have not been published. 

A comer of the curtain has been lifted but 
is about to fall again. If the millions of sup¬ 
porters claimed by Megawati should hesitate 
to answer her call to take to the streets, it 
will be due primarily to fear of a repeat of 
the 1965 massacre, llte army insinuates that 
there is a communist plot intended to bring 
about a popular uprising. Such propaganda 
is believed neither at home nor abroad and 
even has the effect of making people doubt 


the official version of events that led to the 
military coup of 30 years ago. 

The coming few days will show whether, 
after the detention of trade unionist Pakpahan 
and the leadership of the PRD, which went 
into hiding but was hunted down, the 
authorities will now dare to tackle Megawati 
herself. And if so, how her supporters will 
react. The national celebrations on August 
17, independence day, are awaited with 
anxiety. A major difference with the .start 
of the New Order is that the military now 
have lost any international support. 'Die US 
and the European Union have protested 
against the state repression of the democratic 
counter-movement. Neighbouring countries 
such as Singapore, Thailand and the 
Philippines closely watch the situation. The 
Straits Times and Bangkok Post together 
with other newspapers show concern about 
lawlessness in the streets of Jakarta, but also 
about the political manipulations by 
Indonesia’s small but powerful elite. Such 
criticism from friendly quarters is a signal 
that the regime is about to lose any 
international credibility it still may have. 

A pessimistic scenario suggests that 
Suharto will not be allowed to return for 
another term as president next year, only to 
be replaced by another general. The great 
powers, not least Japan, would probably 
prefer to sec a more democratic system 
emerging but not if that transition is going 
to be accompanied by a social upheaval that 
would endanger their huge investments in 
the Indonesian economy. 

More optimistic is the prognosis which 
gives greater significance to growing pressure 
on the regime from social forces within and 
from the bottom up in society. According 
to this line of thought, while there is life 
there is hope, the fight for freedom and 
equality has entered into a new pha.se. 
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REVIEWS 


Rescuing Liberalism or Nietzsche? 

Neera Chandhoke 

Nietzsche, Politics and Modernity: A Critique of Liberal Reason by David 
Owen; Sage, London, 1995; pp 180, £35 (hardcover), £12 (paperback). 


EVER since the eminent philosopher John 
Rawl.s published his much acclaimed A 
Theory of Justice in 1971,' the world of 
academics has never been quite the same. 
The kind "of scholarly outpourings we have 
witnessed in rcaction/justification/defence 
of John Rawls is truly astonishing. It is not 
that his works are not worth citing, engaging 
with, commenting upon. Rawls, as it has 
been generally recognised, is one of the 
greatest contemporary legal philo.sophcrs 
who has rescued normative political 
philo.sophy from the arid desert to which it 
had been banished with the advent of 
behaviouralism, and restored it to its rightful 
place of pride. It is just that most of these 
conimentaries/defcnse.s/critiques present us 
with much more of the same. They have 
frankly proceeded to go round in circles. 
And then in 1993,’ Rawls went ahead and 
published his Politicai Liberalism which 
created another round of waves, partly 
because the extent to which he has gone to 
meet the comments of his communitarian 
critics is truly amazing - from comprehensive 
to politicai liberalism no less, and partly 
because he offered those of us who live in 
multicultural societies a way out of our 
politicai predicaments (though he himself 
insists that his theory is applicable only to 
we,stern liberal democratic societies). And 
the circle of publishing in what has come 
to be known as the Rawls industry began 
again, with one work defending Rawls and 
another criticising him. 

So It is with a considerable .sense of deja 
vu that I took up David Owen's work, 
Nietzsche, Politics, Modernity, whose starting 
point - though argued only in the last chapter 
- is Rawls. Another of the same I told myself. 
And I must confess that the section which 
critiques Rawls (chapter 6) is much of the 
same. Most of this has been said by Michael 
Sandcl in 1982.' Consider the following; 
"...from Nietzsche’s perspective, Rawls’ 
philosophical liberalism is fatally flawed 
insofar as its reduction of society to a form 
of civil association between anteccdentally 
individuated persons entails not only that it 
lacks any account of both culture and politics 
(and their relationship), but also that this 
devaluation of community expresses itself 
in a failure to recognise that the maintenance 
of our capacities for autonomous reflection 
and agency is dependent on communal 
practices, and, as such a liberal polity in¬ 
stantiates an individualism which may 
undermine the very capacities upon which 
Its cogency depends” [Owen 1995: 138]. 

And Sandel phrases his critique of Rawls, 
“deontological liberalism’, in almost the same 
words. Rawls’ account is unpromising, he 


argues, because it presents a picture of an 
abstract disembodi^ self, whose legislation 
of the principles of Justice is unconnected 
to empirical motivation of any kind. The 
notion of the ’antecedent individuation of 
the subject’^ neglects to see its social con¬ 
stitution. If the moral subject is divested of 
all contingent attributes, including its social 
endowments, the conception of the subject 
is 'toothin’ for us to build a theory of justice. 
We cannot recognise ourselves in this 
fonnulation as agents whose identities are 
linked to specific histories. We are not, in 
Sander s view, beings who are essentially 
independent of our ends, ideals and affec¬ 
tive connections to others. Individual iden¬ 
tity is intersubjectively constituted through 
membership of particular communities. 'Ilie 
idea of the socially encumbered self whose 
identity is shaped by affective ties, and 
constituted by socially articulated aims, 
completes Sandcl’s picture of the socially 
encumbered individual. 

But as I returned to reading Owen’s work 
chronologically, I realised that my first 
impression had been unjust. One can arrive 
at the same conclusions by different routes, 
and the route taken by Owen is fascinating 
because it is linked to a critique of mexiernily. 
and of liberalism as the political avatar of 
modernity. This is a book worth reading if 
only because of its exemplary lucidity. Owen 
is remarkable inasmuch as in his critique of 
modernity he avoids the tortuous language 
of the posi-niodemists. their slavery to 
vocabularies, their utterly dense prose that 
is distinctly off putting, or which at least 
makes one reach for the nearest dictionary, 
and their inability to escape the confines of, 
what have now been elevated to the non¬ 
status of cliches. This work, to my mind, is 
what a book on political philosophy should 
be about. Its arguments arc pcr.suasively 
structured, and it is logical from the first to 
the last. 1 may not agree, as the last section 
points out, but I cannot but be impressed by 
these arguments. Let us examine them. 

Oneohheundoubtedly unexpected fallouts 
of the velvet revolutions of 1989 has been 
the proliferation of academic literature 
stemming out of disquiet with liberalism. 
What was presented as the triumphant march 
of liberalism by many commentators, has by 
no means been either smooth or hassle free. 
As long as the intellectual cold war between 
the liberals and the Marxists dominated the 
agenda of social science, the internal 
squabbles between the loosely connected 
anti-Marxist scholars, were overwhelmed 
by their confrontations with the Marxists. 
Tlie end of the cold war has seen the eruption 
of a icmarkable number of critiques of the 


liberal position from within the non-Marxi 
camp. From one side, the communitariai 
have launched the most devastating critiqi 
of the basic tenets of liberalism ever witnesse 
in the history of the ideology. From the othi 
end have come the critiques of modemit; 
and of liberalism as its political avatar 
critiques which appeal to the discontents ( 
modernity such as Nietzsche. 

*1116 book under review belongs to tli 
latter genre. David Owen in the prcfac 
remarks, “...with the decline - no doubt, I 
be short-lived - of the public authority < 
Marxist perspectives, Nietzsche provide 
another voice for those persons conceme 
by the platitudes of litieral triumphalisi 
which sustains the project of a critical ei 
gagement with liberalism in the public pol 
ticai culture of ourconstitutional-democrati 
regimes” (p ix). 

In his inquiry into the relevance of Nie 
zschean thought today, Owen keeps awr 
from tiresome historical excavations, or froi 
equally tiring exegesis, as is the wont i 
many works on political philosophy. Wh 
he docs do is to bring Nietzsche to life < 
a critic of both philo.sophical liberalism'ur 
political liberalism Rawls is the focus < 
much of this work;^ the other focus is 
scholar called Richard Roriy. who from h 
comfortable perch in the bourgeois liber 
society of the U.S, can tell us poor ‘thii 
worldcrs’ that liberal values cannot be Iran 
planted, for they arc not based on foundation 
concepts potentially shared by everyon 
everywhere. They are nothing but the stii 
of specific histones, particularly the histo 
of the US. 

Owen IS perfectly correct in stating th 
liberal theorists cun take themselves ai 
their philosophy seriously only if thi 
confront the critique made by Nietzsche. H 
effort, he says, is not to compel submissii 
to Nietzsche, but to open a debate lietwei 
the theorists’ philosophy and liberal thougl 
This is reminiscent of a method of argume 
well known in Indian philosophy. Tf 
method states that before we accept . 
argument as persuasive, we need to turn 
around and examine the opposite case, to s 
if that provides a better justification. .Sin 
larly, (if we are fated to live with liberalisi 
at least for the foreseeable tuturc), we ne 
to turn the liberal case around and see wl 
the other side looks like. 

Owen begins his exposition by locust: 
on Nietzsche’s critique of Kantian e| 
stemology which forms the basis of mu 
of liberal thought. Kant had argued tl 
epistemology must either seek to estahli 
a knowing self which can transcend t 
vagaries of phenomenal life, or it must de.sp 
of attaining knowledge at all. Nietzsc 
retaliated by arguing that the activity 
knowing which follows from comprehensi 
of an objective world which is not affect 
by this act of knowing, is fatally flawed. I 
him, the conception of the self as trai 
cendental reifies the self. The self is, 
effect, dchistoricised. The self is separai 
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both from the wodd whi«A is to be known, 
and from the empirical self which is socially 
produced. "Consequently, whereas Kant 
claims that the unity of the world which is 
known is a function of die unity of the self 
which knows, Nietzsche argues that the ‘unity 
of the known and the unity of the knower 
are derived from the activity of knowing”' 
(p 28). Nietzsche agree with Kant that we 
only know things under description, but he 
does not agree that the essence of things are 
independent of description. 

This does not mean that we cannot have 
knowledge of the world, only that we have 
to go about this in a different manner. We 
must recognise firstly that there is “no view 
from nowhere” as Thomas Nagel puts it.‘ 
Our perspectives are already situated, all 
views are from somewhere. Secondly, it 
follows that the act of gaining knowledge 
can be neither disinterested nor objective - 
“our cognitive interests ate not independent 
of our affective interests: logos is entwined 
with eras" (p 33). Pcrspectivism establishes 
the contextual characterof knowledge. Owen 
at this juncture confronts the very legitimate 
charge of relativism which this perspective 
generates (prospective readers arc advised 
to see pages 33 to 39 of his work on this). 
I am personally not convinced, for if we 
think of knowledge simply as entrenched 
judgments which can appeal to no 
tran^endental norms fur justification or 
validity, we are opening many doors to great 
disquiet. For this leads to unpredictability in 
both political and personal judgments. 
Relativism is morally and politically un¬ 
settling. But this requires a separate argu¬ 
ment which I cannot enter into at this 
juncture. 

The second way to knowledge is. for 
Nietzsche, geneaology, a concept made 
fashionable by Foucault. Genealogy gestures 
towards historical investigation. Historical 
reflection provides us with a picture of roads 
taken and roads not taken, so that we can 
grasp the contingent processes through 
which we. as modern individuals, arc pro¬ 
duced. Pcrspectivism naturally follows 
from tracing our family trees, since our 
stpjcture of thought must accept that we and 
our thought processes are historically and 
culturally produced and IcKated. 

It is obvious that the reconstruction of the 
historical conditions of possibility, can only 
apply to particular situations and people, 
lliis recognition constructs a field of activity 
as a possible way of knowing and seeing the 
world. Our archives fashion our present and 
our future ways of being, allowing us to 
know why we act and think in a particular 
way, and why our history rules out different 
ways of thinking and acting. Wc can 
understand why we do nert act in a particular 
way, we can open up through this activity 
fields of self-knowledge. However, whether 
we can adopt new ways of being is 
questionable. This is obviously a perspective 
with which advocates of historical breaks 
can have no patience - we can understand 
why we do not act in a particular way, and 
wc can appeal to historical understanding to 
know why we cannot act in a particular way. 


but we cannot act in another way. We are 
in effect condemned to live in our archives, 
there is no possibility of escape. How 
Nietzscheans explain revolutions, or the 
manner m which women, daiits, or environ¬ 
mentalists have spoken back to history 
remains a puzzle. 

Human history is explained by Nietzsche 
a.s propelled by the will to power, made 
equally famuu.s by Foucault. The will to 
power provides us with an ontological 
account of how human betng.s tunction in 
an intelligible fashion. Tlie thesis of the will 
to power offers us an explanation of human 
action, “the idea of the will to power can 
function as a pi incipic of intelligibility insofar 
as It suggests that what mediates between 
possibility and actuality is the capacity of 
the di.siinci possibilities for human being 
immanent within our cultural practices to 
increase our feeling for power’’ (p 44). Our 
beliefs about the world are entrenched as a 
product of the degree to which these increase 
our feeling of power. For instance, Kantian 
notions of a i)iion judgments are deeply 
entrenched because they increase our .sense 
of power. This sense of power consists in 
the fact that we arc able through these means 
to order our experience in terms of time and 
space. 

Owen uses these basic structures ol 
Nietzsche’s phi h isophy to undertake a critical 
revision of the history of liberalism and its 
privileging ol rea.son. He examines the 
argument of (hi ilw Genealogy of Motals, 
in which Nictzsi he m three essays scrutinises 
how the idea ot the autonomous sell-reflecti vc 
human being is produced. The development 
of the idea of man as someone who has the 
capacity to make and live up to his ptximises 
involves a senes of presuppositions argues 
the philosopher; “Man must first of all have 
become calculable, regular, necessary, 
even in his own image of himself; if he is 
to stand .security lor his own future, which 
is what one who promises does” (p 57). 
Individual hchuviotir becomes predictable 
and calculable hccau.se we are taught not to 
do certain things, through memories of 
punishment. Human capacity for autono¬ 
mous reflection and agency is not intrinsic 
to man. It is the product of humanity’s labour 
on itself. Nietzsehe'seritiqueof philosophical 
reason leads to the alternative ethical thesis 
of anti-foundationalism. 

Liberalism which rests on foundationa- 
lism. that is the commitment to certain un¬ 
questionable norms such as the concept of 
the self as antccc^ntly individuated, the 
concept of self-reflective humanity, the 
primacy of reason, the separatedness of 
individuals, is attacked by Nietzsche a.s in¬ 
completely addressing both the historical 
roots of individualism, and the notion of 
culture. Nieuschc would argue that our 
capacity for .sovereign agency is the product 
of the long pre-history of man, and our 
conception of the self as antecedentally 
individuated is not a metaphysical truth, but 
a cultural artefact produced under specific 
conditions to produce a desired versions of 
human beings. This ha.s its own reverberations 
for political theory. 


For liberals such as Rawls and Rony, 
political freedom is conceptualised as the 
opportunity to pursue and rcvi.se one’s 
conception of (he good. Liberal politics is 
accordingly arranged to secure the exercise 
of this capacity, for instance, in the form of 
the neutral state, or rights in Rawlsian theory. 
Nietzsche, in the author’s view, would argue 
that political freedom means much more 
than JU.SI liberty, it involves the overcoming 
of oneself. It IS the exercise of oui capacity 
to master ourselves. His position is that 
freedom is not simply the opportunity to 
exercise freedom, but to rationally exercise 
the capacity of self-mastery. ’Thus, while 
both positions charactcri.se human beings as 
having itie capacity to pursue, reflect and 
revise their conceptions of the good, 
Nietzsche’s position stres.ses that freedom is 
the rational exercise of tliis capacity and not 
simply the opportunity to exercise it" (p 165 
italics in original). 

In opposition to both Rawlsian and Rortian 
versions of liberal freedom, for Owen, it is 
only Nietzschcan agonistic politics which 
t.in provide both political freedom, and more 
valuable tyixfs of human beings. Tlic excrci.se 
concept of ficedom as self overcoming, 
weaknesses .such as indolence, greed and 
.self-deception, is prior to the opportunity 
concept of ficedom as ah.scncc of internal 
and external tonsirnmts. Thi.s self- 
overcoming is social inasmuch as it strives 
towards, and is measured by, public standards 
of what truthfulness and inicgnty involve. 
It, therefore, involves unconstraincddialuguc 
between agents. One must be willing to 
engage in open and fair-minded discussions 
ol one’s conception of the good. Therefore, 
this agonistic engagement requires a public 
characterised by free and unconstrained 
dialogue. 

Of course, the notion of the production of 
valuable tiuman beings is one ol the most 
controversial of Nietzsche's contributions. 
Owen interprets this in the following way: 
“all persons have an equal right ol recognition 
which implie.s that all persons arc valuable 
and, as such, deserving of respect, even if 
it doc.s not imply that all persons arc of the 
same value and deserving of equal respect” 
(p 167). Both individually and collectively, 
we value certain types of human beings. 
Accordingly. Nietzsche’s criticism of 
liberalism icsts on the fact that it entails *hc 
absence of a publicly constituted ord-ir of 
rank, and because it dcpoliticises the pursuit 
of conceptions of ihc good In other words. 
Nietzsche deplores the neutrality of the liberal 
state, and deplores the absence of public 
recognition that certain noble types arc simply 
more valuable, and so they dc.scrvc more 
respect. In conditions of pluralism the 
features which are publicly valued arc 
integrity which arises through truthfulness 
and justice. The.se features arc the formal 
criteria of good citizenship and the pursuit 
of nobility. If wc were to pos.ses.s a perfec¬ 
tionist state, and possess an order which 
ranks individuals on substantive standards 
of excellence constituted by the community, 
then we direct the activity of persons towards 
achieving tho.se standards of excellence. It 
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is the degree to which one attains those 
goals which governs the value, respect and 
authority with which one is publicly endo¬ 
wed. This also governs the feeling of power 
that one experiences. But when a public 
political or^r of ranking is lacking, the 
activity of self-overcoming lacks either a 
direction, or the conditions of its public 
significance, that is the public ranking of 
virtues. 

It is this very aspect of Nietzsche’s thought 
which had made it complicitous with 
Nazism's quest for the perfect heroic figure. 
It is true that Owen avoids the use of this 
term and substitutes integrity, truth and justice 
as desirable virtues, but the logic of the 
argument is that anyone who posses.ses these 
qualities is popularly seen in terms of heroism. 
The very logic of Owen’s argument leads 
to this - perhaps unforeseen - conjiequence. 
And we know the Nazi quest, for such a 
figure was to have disastrous con.sequenccs 
lor humanity. But even if we disregard this 
historical (ab)useofNielzsche, the idea which 
is involved in the concept of public ranking 
of people IS unfortunate. To construct a 
noble figure which is publicly accepted as 
the model for individuals - no matter how 
impeccable his credentials may be- and then 
to a.sk people to aspire to this figure is frankly 
distasteful. 

For the idea that some individuals de.scrve 
more respect than others, opens the way to 
rampant inequality. To value some figures 
because they conform to societal inter¬ 
pretations of virtue, is to value individuals 
for what they do, rather than for what they 
are. which is the stuff of foundatioiialist 
theories of human rights. To .set up models 
ofintegrity and good behaviour, so that human 
activity towards becoming more perfect can 
be given a direction, automatically rules out 
those individuals who do not conform to 
some public image of what is virtuous. Sorry, 
David Owen, you cannot get out of this 
conundrum by arguing that since the desirable 
virtues are those of Justice and’iruthfulncss, 
they cannot be questioned. For by cancelling 
out the idea of transcendental notions ot truth 
and justice n la Nietzsche, you have been 
left with no handle with which you can 
privilege these virtues. And all your skillful 
h.andling of this vexatious aspects of 
Nietzsche’s philosophy cannot rescue it from 
the very legitinuitc charges which have been 
levied against it. Nietzsche cannot be an 
allemative to the problematic questions of 
liberalism, since his conceptualisations lead 
us in different directions altogether. 

Notes 

1 John Rawls, A Theory of Justice, Oxford 
University 1’ress, Oxford, 1971 

2 John Rauls. Political Liberalism. Columbia 
University Press. New York, 1993. 

3 Michael .S.indcl, Uheralism and the limits of 
Justice. Cambridge University Press. 

. Cambridge. 1982 

4 Ibid, p 53 

5 I must admire the way that Owen, in carrying 
out a critique of Rawlsian philu.sophy through 
the lens provided by Nietzschean perspec¬ 


tives, is respectful ofthe contributions made by engaging with his very eng'iging works, 

the philosopher. And he persuades me at least 6 Thomas Nagel, The View From Nowhere. 
that flattery lies not in imitating Rawls but in Oxford University Press, Oxford, 1986. 


l>adition and Modernity in Islam 

Asghar All Engineer 

Colonisation of Islam by Jamal Malik; Manohar, Delhi, 1996; pp 359. 


THE colonisation had deep impact on the 
cultural and religious institutions of the 
colonised countries. In certain cases these 
institutions changed beyond recognition and 
in some cases they were substantially 
transformed. In some ca.ses they absorbed 
western influences without apparently 
changing. I'here are few studies of the impact 
of western colonisation on the traditional 
institutions of the colonised countries. Jamal 
Malik of Pakistan undertakes such a study 
of Pakistan’s traditional institutions. It is a 
fact that the intellectuals of the colonised 
countries thought themselves to be backward 
and considered it a matter of pride to ab.sorb 
western influences. Some ot them were 
thoroughly westernised, cut off from 
traditional roots. 

Since Malik’.s .study is in the Pakistani 
context, he limits himself to the Islamic 
institutions ofthe pre-pattition period in India, 
and those of Piikistan after partition. Thus, 
in case of Islamic institutions he observes, 
“It is plausible that Muslim intellectuals 
picked up this concept of backwardness, 
accepted it as a fact, and finally attempted 
to slop the supposed decay of Islam by 
adopting western values and forms. This 
perception today serves to lend support to 
the ’third world’ modernisation strategies. 
The precondition for this was to create a 
division of the world into modern and non¬ 
modern.’’ 

This division into modern and non-modern 
has become fundamental today. Those who 
refuse to abandon integrity of traditional 
institutions arc thought to be backward and 
non-modern. There .arc others, on the other 
hand, who stand by change and try to con¬ 
vince others that modernity, properly 
understood, does nut pose a threat to Islamic 
identity. Well, traditional intellectuals do 
feel it to be a great threat and shun it 
completely. 

Pakistan’s case is quite interesting though 
complex. The author points out, “Consti- 
tutionaliy, Pakistan is an Islamic state. Its 
legislative foundation supposedly is based 
on the Hanafi interpretation of Islam but till 
today the colonial legal sy.stem, such as the 
Pakistani Penal Law. is widely applicable. 
Besides these two legal sytitcms, officially 
recognised since the Islamisation drive of 
1977. customary law (’urf) is popular in most 
areas of P.'ikistan. subject to regional 
variations. Beyond three legal sy.sfems, there 
is the legal system of Shia which accounts 
for 10-15 per cent of the population and the 
’legal perception’ of the so-called funda¬ 
mentalists who basically reject any 


orientation towards the major legal schools. 
They consider Koran and Sunnah as the only 
binding .sources for the interpretation of law”. 
This clearly shows how complicated the 
whole situation is. It is. therefore, quite 
interesting to study various institutions under 
a proper framework. 

It is also interesting to note that before the 
impact of colonisation was felt, religion 
throughout medieval ages was more a matter 
of faith than an ideology of the .state and 
society. Religion, specially Islam, assumed 
(he role of a political ideology - and de- 
cmphasising its role as a faith - under the 
impact of colonialism. The author, therefore, 
rightly points out, “the process of ideologi- 
sation of Islam can therefore be understood 
as the intellectual response to the cultural 
domination of the western world in the 18th 
and 19th centuries”. However, the author 
also maintains that it was only during the 
lime between the two world wars that Islamic 
intellectuals .started to re-evaluate Islam as 
a political ideology analogous to that of the 
western world and to extend it. Islam was 
now meant to cover all those areas which 
in the course of colonisation had been 
integrated into Muslim society as European 
.structures. In (his sense, according to the 
author, “Islamisation at first is a justification 
of the integration of western values and norms 
and thus of the colonial structures and not 
the dissemination of Islam in hitherto virgin 
un-lslamic regions”. Socio-hisiorically the 
process of ideologisaiion is outlined by (he 
author as follows: traditional agrarian 
sector (TAS); colonial agrarian sector 
(CAS). Parallel to this emerged traditional 
urban sector (TUS) and colonial urban 
sector (CHS). The colonial sectors were 
connected via infrastructure and represen¬ 
ted the colonial society. Thcauthorincludcs, 
in colonial stnictures higher grades in the 
army, police, administration and infra¬ 
structure, pir.?, sayyids. shrines, waqf. 
universities, hostels, foreigners, capital, 
state sustained social system, political parties, 
freelance, self-employed, members ol 
p.trliament. intelligentsia. 

The author also draws our attention to two 
categories of Islamisation: traditional and 
integrationist. Integrationist Islamisation is 
integration of Islam and western norms and 
structures. In this light he examines the 
Islamisation of various institutions in 
Pakistan. He examines the Paki.stani insti¬ 
tution like the Council of Islamic. Ideology 
(CII), madrasas controlled by traditional 
'ulama (Dcobandi, Barclwi, Ahl-e-Hadith 
and others). 
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The author points nut at length how 
complicated is the task of Islamisation in 
Islam in vie w of difiercnt schools of thought. 
For example, he quotes Tanzil al-Rahman 
who expres.sed his fear at the time of the third 
PakistamFrench colloquium in 1982 that 
Islamisation is not impicmentabic due to 
different Islamic interpretations prevalent in 
Pakistan. The author also points out that 
even during the Zia’s period the 'wlnnui were 
merely tolerated hy the state. This becomes 
evident in different speeches which Zia and 
other members ot the cabinet made at 'uiama 
and mttsha 'kh conventions and other official 
forums. If is .said that even the president, not 
to speak of the bureaucracy becoming unetisy 
aboutthe 'uhma. was not prepared any more 
to appoint any divines and theologians to the 
Council of Islamic Ideology He thought 
they were not concerned with contemporary 
issues but were only interested in being 
respected by their .students. Zia ul-Haq is 
also said to have expressed his uttar dis¬ 
appointment regarding the 'uiama during 
the activities ol the National Committee on 
Dini Madaris. 

llie author discus.scs various institutions 
in Paki.stan like Islamic endowments, the 
Zakat system, the Islamic system of edu¬ 
cation, etc, and devotes a chapter to each 
subject. On the chapter on the Islamic system 
of ^ucation, the author says that during the 
Ayub regime only tho.se persons were 
considered to he literate who had enjoyed 
a formal education (i e. western, secular 
education), while even a student who had 
reached the highest degree of a madrasa w as 
coasidered an illiterate. 'ITiis concept which 
Malik feels is widespread among repre¬ 
sentatives of the colonial sector to this day, 
IS reminiscent of the eurcKcntric outlook ot 
Macaulay 

After scholarly discussion of various issues 
in his book. Malik concludes. “Islamisation 
is on approach to curb autonomous and 
autochthonous mstit'ilions that have not only 
hitherto existed and functioned more or less 
peacefully but have also given identities to 
the masses”. He also mainttiins that the study 
of the sociological basi.s of supporlcis of 
Islamisation points out to the fact that only 
a small religious elite and those integrated 
into a (post)'colonial system arc busy 
defending their slate through this policy. 
These elite arc bound to draw their perceptions 
of state and society not only in contrast to 
western ideologies hut also m conformity 
with them. They arc committed to a 
Weltanschuuunn which can cope with the 
west, not by abolishing the given stnictures 
but by enlarging the sphere of the state from 
which they receive ihcir identities and in 
which they leproduce themselves. 

The book is a thorougli and scholarly study 
of Isiamisalion and its i mpact on the Islamic 
institutions in Pakistan. The author has 
.substantiated his thesis with wealth of data 
which he seems to have collected with great 
patience and labour. The hook undoubtedly 
will be of great interest for scholars and for 
those who want to understand the process 
and consccpicnces of Islamisation. 
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SPECIAL ARTICLES 


Remembered Villages 

Representation of Hindu-Bengali Memories in 
the Aftermath of the Partition 

Dipesh Chakrabarty 


This paper discusses a set of essays first serialised in the Bengali newspaper Jugantar from 1950 on and later 
collected together in 1975 in a book called Chhere Asha Gram (‘The Abandoned Village'). Written in the aftermath 
of the partition, these essays capture the sense of tragedy that the division of the country represented to the authors. 

There are two aspects to this memory: the sentiment of nostalgia and the sense of trauma, and their contradictory 
relationship to the question of the past. A traumatised memory has a narrative structure which works on a principle 
opposite to that of any historical narrative. At the same time, however, this memory, in order to be the memory of 
a trauma, has to place the Event within a past that gives force to the claim of the victim. 

The native village is pictured as both scared and beautiful, and it is this that makes communal violence an act 
of both violation and defilement, an act of sacrilege against everything that .stood for sanctity and beauty in the 
Hindu-Bengali understanding of what home was. Muslims are mentioned in these es.say.s: indeed their depiction is 
critical to the depiction of an idyll, but their ‘traditions ‘ are not part of the .sacred or of the beautiful. 


ViEMORY is a complex phenomenon that 
•caches out to far beyond what normally 
•onstitutes a historian’s archives, for memory 
s much more than what the mind can 
emember or what objects can help us 
iocument about the past. It is also about 
ivhat we do not always consciously know 
hui wc remember until something actually, 
IS the saying goes, jogs our memory. .And 
here remains the question, so much discussed 
hese days in the literature on the Indian 
lartition, of what people do not even wish 
o remember, the forgetting that comes to 
.lur aid in dealing with pain and 
jnpleasantness in life.' Memory, then, is far 
more complicated than what historians can 
recover and it poses ethical challenges to the 
investigator-historian who approaches the 
past with one injunction; tell me all.’ 

The .set of essays I propose to discuss here 
turns fundamentally on this question of 
difference between history and memory. 
They were first serialised in the Bengali 
newspaper Jugantar fiom 1950 on and later 
collected together in 1975 in a book called 
Chhere Asha Gram (‘The Abandoned 
Village') under the editorship of Dakshina- 
ranjan Basu, a journalist in Calcutta.' The 
names of the authors of the individual essays 
arc not mentioned in the book nor do we 
have any idea of their age or gender though 
one would suspect, from the style of writing, 
that with the exception of one, the essays 
were written by men. The authors recount 
theirmemoriesoftheir'nativevillages’ - 67 
in all - of East Bengal belonging to some 
18 districts. Written in the aftennath of the 
partition, these cs.says capture the sense of 
tragedy that the division of the country 
represented to these authors. This attitude 


was more Hindu than Muslim, for too many 
if not most of the Muslims of East Pakistan, 
1947 was not only about partition, it was 
also about freedom, from both the British 
and the Hindu ruling classes.'* 

My aim is to understand the structure of 
sentiments expressed in these essays. One 
should remember the context. There is no 
getting around the fact that the partition was 
traumatic for those who had to leave their 
homestead. Stories and incidents of sexual 
harrassment and degradation of women, of 
forced eviction, of physical violence and 
humiliation marked their experience. The 
Hindu Bengali refugees who wrote these 
essays had to make a new life in the difficult 
circumstances of the overcrowded city of 
Calcutta. Much of the story of theii attempts 
to settle down in the different suburbs of 
Calcutta is about squatting on government 
or privately owned land and about reactive 
violence by the police and landlords.' The 
sudden influx of thousands of people into 
a city where the services were already- 
stretched to their limits, could not have been 
a w'cleome event. It is possible, therefore, 
that these essays were written with a view 
to creating a positive emotional response in 
the city towards the refugees. The es.says 
were committed to convey a shared structure 
of Bengali sentiment through the grid of 
which the inevocabic fact of Hindu-Muslim 
separation in Bengali history and the trauma 
surrounding the event could be read. The 
question of creating in print something of 
the sentimenul and the nostalgic about the 
lost home in the villages of East Bengal was 
the task that the.se es,says had set themselves. 
Not surprisingly, therefore, they drew on the 
modes in which ‘the Bengali village', and 


in particular the villages of East Bengal had 
already been seen in Bengali literary and 
nationalist writings. 

There are then two aspects to this memory 
that concerns us here: the sentiment tif 
nostalgia and the sense of trauma, and their 
contradictory relationship to the question of 
the past. A traumatised memory has a 
narrative structure which works on a principle 
opposite to that of any historical narrative. 
At the same time, however, this memory, 
in order to he the memory of a trauma, has 
to place the Event - the cause of the trauma, 
in this case, the partition violence - within 
a pa.st that gives force to the claim ot the 
victim. 'This has to be a shared past between 
the narrator of the traumatic experience and 
the addressee ot the narration Yet it cannot 
be a historicist version of the past, one that 
aims to diffuse the shock of the traumatic 
by explaining away the clement of the 
unexpected. L,ct me explain. 

Consider what makes a historical narrative 
of the partition oossiblc. A historical narrati ve 
would lead up to the event, explaining why 
it happened and why it happened at the line 
It did. Indeed, for a historical analysis of the 
event of the partition, the event itself would 
have to be fundamentally open to expla¬ 
nation. What cannot be explained normally 
belongs to the marginalia of history - 
accidents, coincidences, concurrences that 
remain import.ani to the narrative but which 
can never replace the structure of causes that 
the historian looks for. Conceived within a 
sense of trauma and tragedy, however, these 
essays maintain a completely different 
relationship to the event called the partitto,a. 
They do not lead up to it in their narratives, 
the event of the partition remains 
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lunaameniaiiy an inexpiicaoie eveni. 
Nothing, it i$ claimed, could have prepared 
the narrators for the ethnic hatred they were 
subjected to in what they considered their 
own homelands. The authors express a sense 
of stunned disbelief at the fact that it could 
happen at all, that they could be cut adrift 
in this sudden and cruel manner from the 
familiar worlds of their childhood. Nothing 
here of the explanations of Hindu-Muslim 
conflicts that we are used to receiving from 
historians - no traces of the by-now familiar 
tales of landlord-peasant or peasant- 
moneylender conflicts through which 
historians of 'communalism’ in the 
subcontinent have normally answered the 
question, why did the Muslim population of 
East Bengal turn against their Hindu 
neighbours ? Here the claim is that this indeed 
is what cannot be explained. The writers of 
these essays are all caught unawares by this 
calamity. One refrain running through this 
book is how inexplicable it all was- 
neighbours turned against neighbours after 
years of living together in bonds of intimacy 
and affection, friends took up arms against 
friends. How did this come to pass? This is 
the question that haunts the book. As the 
following quotes from Chhere Asha Gram 
will show, the event was not only seen as 
inexplicable, it was also seen as something 
signifying the death of the social;*' 
Dhirenbabu used to teach us history... He 
had been the Headmaster of our Jaikali high 
school fot the last few years . Even a short 
time ago, I hud heard that he was still in the 
village. I saluted his courage on hearing 
this.. But, to my surprise, he turned up in 
my office one day and told me about his 
plight. He and his companions were attacked 
by the friends of the very student who had 
advised him to leave while he still 
commanded respect. Eventually, he managed 
to extricate himself and his family in 
exchange of two hundred rupees, thanks to 
some mediation by his favourite student, 
and crossed the Padma to come to Calcutta. 
But the simple-hearted teacher from a vil lage 
school remained in a .state of shock - what 
was this that had happened? how did it 
happen? All these questions crowded his 
mind. The age of Ckalabya is now in the 
womb of a botiomle.ss past, we all know that 
itwiil not return. Butstillitwas unthinkable 
that in the land of the newly independent 
Pakistan, it is the guru who would have to 
pay the student... Yet this happened and who 
can tell if this will not be the permanent rule 
in the kingdom of shariat? (p 7) 

Hindus, Muslims, Sikhs, Christians have 
always treated women with respect, what is 
this that happened today? (village Shonarang, 
Dhaka district, p 57) 

How could that land become somebody cise’s 
for ever! Just one line drawn on the map, 
and my own home becomes a foreign 
country! (Binyapher, Mymensingh, p 66) 
True, my home is in a country to which I 


nave no reiauon. ine nouse is mere, the 
village is there, the property exists but I am 
homeless today. The suffering of somebody 
who has had to leave his home can only be 
appreciated by a person with a large heart... 
Man. the .son of the immortal one, knows 
no happiness today - pleasure, security, 
peace, love and affection have also left the 
land with us. On all four sides exist the filthy 
picture of mean intrigues. Where have the 
images of the olden days - of happy and 
easy-going people and villages- 
disappeared?... Who has stolen our good 
qualities? When will we be delivered from 
this crisis of civilisation? What happened 
was beyond the comprehension of ordinary 
human beings. By the lime they could [even] 
form an idea [of the situation], the destruc¬ 
tion was complete (Snnkrail, Mymensingh, 
pp 88-91). 

Why was the innocence of the mind banished 
after so many days of living togetlier? Why 
did the structure of the human mind change 
overnight? (Sakhun, Mymensingh. p 101). 
Who would have thought that the country 
would be engulfed in such a fire? Brothers 
fight and then make up to each other but 
the common person had no inkling that the 
single spark of the day would start such a 
conflagration (Kanchabali, Barisal, p 122). 
Who is the conspiratorial witch whose [black] 
magic brought death to the cordial social 
relations that were to be seen even only the 
other day? Why does man avoid man today 
like beasts? Can't we forget meanness, 
selfishness, and fraudulent behaviour and 
retrieve [the sense of] kinship?... Was our 
kinship based on quick.sand, why would it 
disappear into such bottomless depths? 
(Rambhadrapur, Faridpur, pp 155, 156) 

I am today a vasiuhara in this city of Calcutta. 
I live in a reliel camp. Some in this camp 
have contracted cholera. A vastuhara child 
died of pox this morning when I received 
a handful of flattened rice. I do not dare to 
approach the 'relief babu’ who only gets 
into a rage if I try to say something. I do 
not ask, why this has happened...At the 
time of our leaving, I asked for [a loan of] 
the boat that belongs to the grand-son of 
Nurshvabi without realising that he also 
had turned against us. We tiptoed our way 
under the cover of darkness from Patia to 
Chakradandi. (Bhatikain, Chittagong, 
pl94). 

And our Muslim neighbours? For cons 
we have lived next to them sharing each 
other’s happiness and suffering, but did 
they feel the slightest bit of sadness in 
letting us go? Did it take only the one blow 
of the scimitar of politics to sever for ever 
the kinsli'p that had been there from the 
beginning of the eras? (Ramachandrapur, 
Sylhet, pp 235-36). 

On the day of the Kalt puja we used to take 
care of the sacrificial goal, carefully feeding 
them leaves of the jackfruit uee and carrying 
them... and stroking them all day. But we 
never felt any pain at the moment when we 
pushed toward death this creature that we 


• had looked after with so much care all day. 
We were not old enough to explain then 
these contradictory qualities of the mind but 
today it surprises me a lot to think about it. 
[But] isn't that what has happened all over 
Bengal? (Bheramara, Kustia, p 293). 

This very ascription of an inherent 
inexplicability to the event of the partition 
is what gives these essays their pathos. They 
arc more like the helpless recall of a victim 
overtaken by events and less like the 
reminiscences of one in narrative control of 
them. And this, I suggestj is the first important 
distinction we have to note between history 
and memory (for the Bengali bhadralok) of 
the partition in Bengal. History seeks to 
explain theevent, the memory of pain refu.se.s 
the historical explanation and sees the event 
causing the pain as a monstrously irrauonal 
aberration. 

The.se are undoubtedly essays written in 
the spirit of mourning, part of the collective 
and public grieving through which the Hindus 
who were displaced from East Bengal came 
to terms with their new conditions in Calcutta. 
Yet we have to remember that this grieving 
was being publicised in print, perhap.s in the 
cause of the politics of refugee rehabilitation 
in West Bengal in the 1950s that Prafulla 
Chakrabarti has written about in his book 
The Marginal Men.'' I'his mourning therefore 
had the political task of garnering sympathy 
by speaking, at least in theory, to the entire 
readership of the Bengali press. 

I 

ThercaretwoBengali wordsfoi 'refugee', 
sharanarthi, meaning, literally, someone 
who seeks refuge and protection, sharan, of 
a higher power (including God); and udvastu, 
somebody who is homeless but homeless in 
a particular sense, the word ‘home’ carrying 
a special connotation. The word mtin used 
here to mean 'home' is a .Sanskrit won! of 
Vedic vintage. Monicr-Williams defines it 
as meaning, among other things, "the site 
of foundation of a house”.* In Bengali the 
word is often combined with the word hhiia 
(or hhtte), a word connected to the Sansknl 
word hhitii meaning ‘foundation’. The idea 
of ‘foundation’ is in turn tied to the idea of 
'male ancestry’ so that the combined word 
vasiuviia reinforces the association between 
patriliny and the way in which one’s dwelling 
or home is connected to the coception of 
foundation. One’s permanent home is where 
one’s ‘foundation’ is (the subject of this 
imagination being, undoubtedly, male). The 
Bengali language has preserved this sense 
of distinction between a temporary place of 
residence and one's foundational home, as 
it were, by using two different words for a 
house, basha and bari. Baslui, no matter 
how long one spends in the place, is always 
a temporary place of residence, one’s sense 
of belonging there is transient. Ban, on the 
other hand, is where one’s ancestors have 
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lived for generations. Middle-class Bengali 
Hindus of Calcutta, when it came to ritual 
occasions to do with life-cycle changes (such 
as marriage), often refer to the ancestral 
village in explaining where their ban was 
while their haska might bear a Calcutta 
address.* Bari would also be exchangeable 
with the word desk, signifying one’s native 
land. An udvastu then - the prefix ‘ut’ 
signifying 'off or ‘outside’ - was someone 
who had been placed outside of where his 
foundations were. And since this was not 
a desirable stale, it could have only come 
about through some application of force 
and/or through some grave misfortune. For 
the ability to maintain connections with one's 
vastubhita across generations is a sign of 
being fortunate, a fortune that itself owes 
something to the auspicious blessing of one's 
ancestors. This idea of ‘home’ was extended 
during the course of the nationalist movement 
into the idea of the ‘motherland’ where 
Bengal became the name of part of the world 
made sacred by the habitation of the ancestors 
of the Bengali people. To become an udvastu 
was thus to be undei some kind of an extreme 
curse. And if this curse had befallen 
somebody through no fault of their own, 
they deserved sympathy and compassion 
Irom others This could indeed be the 
language of one’s self-pity as well. But 
when a reiugec spoke in this language ot 
self-pity, he spoke, obstensibly, forthe nation. 
"1 recall", wiote one contributor to Chhere 
Asha Gram, “that about 12 years ago when 
a household in our village lost their only son, 
Debcn, my grandmother remarked in sadness. 
'What a pity, there is nobody left to light 
the lamp at Sarada's hhiie [this being an 
auspicius ntual of middle-class Hindu well- 
being)’. Today, every Hindu family In East 
Bengal, even if they are blessed with sons, 
is bereft of people who might have lit the 
lamp at their hhite.'" 

To achieve this effect of speaking for the 
Bengali nation, the essays in Chhere Asha 
Gram have recourse to a particular kind of 
language, one that combines the sacred with 
the secular idea of beauty to produce, 
ultimately, a discourse about value. The.sc 
are narratives that have to demonstrate that 
something of value to Bengali culture as a 
whole had been destroyed by the violence 
of the partition. The ‘native village' is 
pictured as both sacred and beautiful, and 
it IS this that makes communal violence an 
act of both violation and defilement, an act 
of sacrilege against everything that stood for 
sanctity and beauty in the Hindu-Bcngali 
understanding of what home was. There are 
four narrative elements that help achieve 
these ends. What gives the ‘native village’ 
its sacredness is patriliny, its ancestral 
connection. Worshipping of the land of the 
village was the equivalent of worshipping 
one’s anccstprs. The language of secular 


aesthetics is provided, on the other hand, by 
three different ingredients, all identifiably 
modem in character. They were; the idea 
(and hence the relics) of antiquity, connec¬ 
tions the individual village may have had 
with recent nationalist history, and modern 
secular literary descriptions of the beauty of 
the landscape of rural Bengal. Altogether, 
this was a combination where sacredness 
was difficult to separate from questions of 
aesthetics. But one thing is clear; nothing 
in this combination had anything much to 
do with the Mu.slim pastsof Bengal. Muslims 
are mentioned in these essays; indeed, their 
depiction is critical to the depiction of an 
idyll but their ‘traditions’ are not part of the 
sacred or of the beautiful. The following 
excerpts wilt demonstrate this. 

* Discourse op Value I; Ancestry, 
Patriliny and the Sacred 

I will refrain from framing the quotations 
that follow. They arc self-explanatory. They 
all refer the reader to the narrative association 
between the sacred and patriliny. The reader 
will need no reminding that the figure of the 
mother, often evoked in describing one’s 
sense of attachment to the land, is not a 
matriarchal conception. 

In this urban life humming with the sound 
of work, a message of greeting from a friend 
reached me one evening. .He had just 
returned from [having spent some time in) 
the tap of the village in which we were both 
born. The question he asked as soon as we 
met was; '1 have brought this ultimate 
treasure for you back from desk, can you 
guess what it might be'?’ ...Eventually, he 
surprised all by handing over to me a clod 
of clay. This was from the soil of my hhiie, 
the ‘Basu-house’, sacred from the blessing 
of my father and grandfather This soil is 
my mother. The sacred memory of my 
forefathers is mixed with this soil. To me 
this was not |ust of high value - it was 
invaluable. I touched this clod to my 
forehead This is no ordinary dust. This clay 
is moist today with the blood that has been 
wrung out of Bengal’s heart. (Bairojogini 
village, Dhaka di.strict. pi). 

For seven generations we have been reared 
on the affection and grace of this land, 
perhaps our yel-io anive progenies would 
have one day made this land their own. But 
that hope can only feel like a dream today. 
(Khaliajuri, Mymensingh, p 73). 

An obscure., village though it is, Oomdandi 
IS a veritable part of historic Chattagram 
(Chittagong). .In so far as can be gathered 
from history, it is observed thai my ancestors 
Madhabchandra Majumdar, exasperated by 
the oppression oPthc bargi [ Moraiha raiders |. 
left Bardhaman for Chattagram nearly two 
hundred 200 years ago and founded a 
settlement there in the village of Suchia 
north of the river Sankha. Sometime later 
..Magandus Choudhuri came to his farm in 


Gomdandi village and built a homestead 
there ...The village that is more-valuablr- 
than-gold, where my forefathers had grown 
up for seven generations, where is that 
village lost today'? Where is Gomdandi 
today and where am T' (Gomdandi, 
Chittagong, pp I OS, 197)." 

But no friends stopped us and no Musalman 
neighbour told us nut to go, the day we, 
driven by the need to save our honour and 
life and with no fixed destination, left for 
ever the sacred land of our place of birth 
where our forefathers for seven generations 
had had their hhiie (Ramachandrapur, 
Sylhet, p 235) 

We did not want lo think that we might have 
to leave the village Yet we had to leave and 
come away Everybody did their last act of 
obeisance on the day of <iur depanirc - at 
the fool of the Tulasi tree [a sacred plant 
bringing well-being to the Hindu homestead], 
in the deity-room, even at the door of the 
cowshed. My old aunt would not leave the 
thrcshhold of the deity-room, her tears and 
the sadness ol the moment wetted iny heart 
too. The village, associated with the many 
memories of my forefathers, was like a 
place of pilgrimage to me. On that lasl 
evening, I prcparcdmyselftorthedepanure 
with a respectful salute in the direction of 
the village, my mother. (Amritahazar, 
Jcs.sore. p 241) 

I wonder, will it not ever be possible to go 
back lo the lap of the mother we have left 
behind? Mother - my mother-land - is she 
truly of s6incbody cIsc’s now? The mind 
does not want to understand (Dakatia, 
Khulna, p 257) 

Dlscoursf of Vaiul II. Antiquity, 
History and Nationalism 

It IS understandable that the remembered 
village would derive some of its value from 
the associations it could claim with the 
nation’s aniiqiiity and anti-colonial 
struggle. The point to note is how 
unselfconsciously this association becomes 
Hindu. Nothing that the Muslims could 
take pride in feature in these accounts. 
Some excerpts follow; 

The name of Rajrojogini is unforgettable 
in the history of Bengal this is the place 
of birth ol [the] ancient scholar Dipankar 
Srigyan Aiish . The historical village of 
Kampal next door • the scat ol the Sena 
kings - IS without any beauty today. I had 
listened to speeches by tbe Congress leader 
Surya Sen at the time of [the] non-co- 
operation I movement] (Ba|ra|ogini, Dhaka, 
pp 3, 5), 

Sabhar, my village, is oncol tbe mam centres 
of commcice in the distiict ol Dhaka In her 
breast she carries centuries of indestructible 
history, f<Tding skeletons of ancient 
civilisations ...It was here that the lamp of 
[learning] of Dipankar Srigyan was lit first, 
it was here that his education started* in the 
house of the guru. Sabhar then was a city 
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ot supremacy, the capital oi Kaja 
Haridichandra, adorned with all kinds of 
wealdi (Sabhar, Dhaka, p 10). 

Dhamrai, a place of pilgrimage. In the very 
ancient days the Sanskrit name was 
Dharmarajika. Themodern nameof Dhamrai 
wasderiv^ from the Pali name Dhammarai 
Truly, the people of Dhamrai were mad 
about religion. But what ts this result of so 
much cultivation of dhartna? - The people 
of Dhamrai are themselves without a dham 
(place)! (Dhamrai, Dhaka, p 19) 

The well known educationist Dr Prasanna- 
kumar Ray and the once-famous doctor of 
Calcutta Dr Dwarkanath Ray were both born 
in this village. It was in this village that 
Pandit Krishnachandra Sarbabhauma, a 
logician of yore belonging to the whole of 
Bikrampur and the neighbouring regions, 
lived in a thatched hut, teaching Sanskrit to 
the students of his lol [traditional school for 
learning Sanskrit). (Shubhaddhya, Dhaka, 
p42) 

The history of my village, is the history of 
peace Its hislorical heritage makes it 
great.. it contains the ruins of the Buddhist 
period...The successful women and men of 
this village come to mind. Some of the 
people from here have become famous 
prolessors, some ICS [officers]. while some 
have gone to Burope as representatives ol 
/ independent India (Shonarang, Dhaka, 
pp f>4, 59). 

Bananpara occupies a special place in (ibe 
annals oil all tho political agitations, from 
the Swadeshi movement ot 1905 lo the non- 
co-operation and the civil disobedience 
movements. The contribuiion of this village 
m the fieedom struggle ol the country is 
truly great. The 16-yearold youth. Bhabtini 
Bhattacharya. who gave his life to the 
hangman for try ing to kill the then governor 
[Mr] Anderson at a place called Lebong 
m Datjeelingin 19.t4. wasan unselfish son 
ot this village (Bananpara. Barisal, p 108). 
My village has remained blessed and sacred 
evci since it received the touch of the 
sacred tV-et of Nctaji .Subasbchandi a) Bose) 
(Gabha, Barisal, p 113). 

It is said that it was during the reign of the 
emperor Shahjahan ...that the Bosii family 
settled here. Undei the protection of Kandar- 
panarayan, the Bhuian.t of Cbandradwip, a 
great and civilised society grew up m the 
neighbouring villages of Gabha, Narottam- 
pur, Bananpara. Ujirpur. Khalishakotn and 
so on (Kanchabalia, Barisal. pp 118-19). 
Many, instead of going toNavadweep, would 
come to the world-conquermg pundit of this 
village, JagannathTarkapanchanan. .1 have 
heard that some of the stone images and 
stone inscriptions of Nalchira hatic found 
a place in the Dhaka museum (Nalchira. 
Barisal, pp 141-42). 

Navadweep, Bikrampur. Bhatpara - the 
place of our Kotalipara is inferior to none 
among these jewels of the crown of brah- 
manical knowledge in Bengal. (Kotalipara, 
Faridpur. p 148) 


I nis young hrabman named Kajaram Kay 
features as a footnote to the hi.story of Bengal. 
By the sheer force of his arms, Rajaram ... 
tounded the settlement of this Khalia village. 
Gradually, his thatched hut was converted 
into a seven-winged palace. Only a fourth 
of that huge palace exists today (Khalia 
Faridpur, p 164). 

I have mentioned the copper-inscriptions of 
KumarBhaskar..di.scoveredonly twomiles 
away from our village. The Kushari river 
described in those in.scriptions still flows 
past our village liom this may he gauged 
the antiquity of the villages in this area 
(Ramchandrapur. Sylhet, p 236). 

Senhati is one of the famous vi llages of East 
Bengal.. There is a saying (hat Ballal Sena 
made a gilt ot this village to his son-in-law 
Hari Sena...It was Mari Sena who named it 
Senhati. The Digvi/aya-praktisha says that 
Lakshman Sena establi.shcd a town called 
Senhati near Jc.ssorc.. Be that as it may. we 
do not need histoiy now any more. Senhati 
today exists in its glory I am a son of that 
village. That is what makes me proud 
(Senhati, Khulna p 248). 

The village is seK-sufficient. Its name is 
Ghatabari. The little river Atharoda flows 
past it A few miles away is Bhangabari. 
the birth-place of the poet Rajanikanta 
Sen. Raja Basania Ray i.s the person who.se 
name is unforgettable in the history of this 
village.. The turns of his palace are still 
(here in the vill.igc next door (Ghatabari, 
Fabna, p 277) 

What I have hesard about the history of the 
village is this .Suii. the gixldcss, killed herself 
on hearing Dak.siia [her father ] speak ill of 
her husband [Shiva). .One of the fifty-one 
pieces [of het body) fell on this oKscurc 
village Bhabanipur in north Bengal 
(Bhabanipur. Bugura, p 303). 

Let me tel I you the history of the name Bivla. 
Budhraja built a big fort and a royal palace 
over (wo .square miles. With the passage of 
time, a temple was built at the fort, the 
temple of the goddess Budheswari . 
Giadually, the name was transformed in 
ordinary speech to Bodeswari, and from that 
^came Boda (Buda, Jalpaiguri. p .115). 

Discoursp ok Value III: Idvlik 
ViLi.ACr., Bi-.NOAi.t Pastoralism and 
Literary Kitsch 

Apart from antiquity and the glories 
brought about by the village's participation 
in the life of the nation (here is also a present 
of the village but it is an eternal present. The 
village lives in an idyllic present into which 
intrudes the beast of coinniunalism. The 
writers ol the essays in Chhere Asha Gram 
are not the lirst to create this idyllic picture 
of the Bengali village. The picture had been 
developing since the 1880s, the time when 
nationalist writers such as Bankimchandra 
Chattcijce and later Rabindranath Tagore 
and a whole host of othets drew upon new 


perceptions of the countryside to create, for 
and on behalf on the urban middle classes, 
a powerfully nostalgic and pastoral image 
ol the generic Bengali village. Thus the 
hasha/bari distinction was rewritten into a 
much larger opposition between the city 
and countryside. I do not have the space 
to develop the point here but a few words 
may help set this document into its own 
context. 

The geographical name ‘East Bengal' may 
have been of modern colonial and 
administrative ongins but the languages and 
the ways of the people of the eastern side - 
people usually called 'bangals' by their 
detractors on the west - were for long an 
object of amused contempt in the western 
side of Bengal. We know, tor example, that 
the great Bengali VaishnavalcadcrChaitanya 
of the 15th-16th century reportedly once 
entertained his mother after his travels in the 
east by deliberately mimicking the manners 
of .speech of the ‘bangal’.''' This tradition 
surfaces in ('.alcutta in the mtd-19th century 
when the city expands as European rule 
consolidates itself and people from the 
eastern side begin to move to the city m 
large numbers." It is significant that 
Bhabanicharan Bandyopadhay's text 
Kultkautkamalalaya ( 1823) while using the 
tigurcofthc ‘slrimgertathe waysol the city’ 
does not make the ‘stranger’ sfieak in the 
hanna! itccent." 'I he hangal, it would 
appear, does iipl fclituie as the butt of jokes 
until well into the 1850s. By the 1860s, 
however, the bangal emerges as a standard 
laughing stock of the Calcutta stage, one of 
the most lumous chaiacters being that of 
Rammanikya in Dinabandhu Mira’s 
tcmperancc-inspircd play, Sadhabar 
Ekadashi (1866). Rammanikya is immortal 
for the following lines rcirortmg his pathetic 
attempts to become one of the city’s 
sophisticated. His .self pitying .sentences 
would speak for a long time to the sense of 
margmality that migrants from East Bengal 
tcit in a Calcutta dominated by the dandy 
descendants of the residents of the western 
half of the province: 

I have eaten .so much rubbish yet 1 cannot 
be like they arc in Calcutta. What have 1 not 
done that is not Ciilcuttan-likc'' 1 have gone 
whoiing. made my woman wctir fine dhoti 
[the nromal sign of a widow), consumed 
biscuits from European houses, imbibed 
handil (brandy) - yet in spite of all this 1 
could not be a katkafla likei What use is this 
sinning Imdy, let me throw myself into the 
water, let me he eaten by sharks and 
LTOcodiles "" 

Both belore and after independence, this 
image of the man from East Bengal has 
supplied much of the urban humour of 
Calcutta. Sometimes, m fact, gifted artistes 
from Ea.st Bengal have used this to their 
advantage us in the ca.se of the pioneering 
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stand-up Bengali comedian Bhanu Banerjee 
who made a career in the 1940s and the 
1950s selling precisely the accent Calcuttans 
loved to laugh at." But some significant 
changes in the cu Itural Kx:ation of East Bengal 
began to take place from the 1880s as an 
emergent Bengali literary nationalism started 
to work out. in the poetry and music of 
Bankimchandra Chatterjee, Rabindranath 
Tagore and others, an image of Mother 
Bengal as a land of bounty. Accompanying 
all this was the idea of a Bengali ‘folk’ 
situated in the countryside and evincing, as 
against the artificiality of the city of Calcutta, 
the qualities of the Bengali 'heart' (another 
category essential to the romantic nationalism 
of the period).'" The village, as opposed to 
the city, became the true spiritual home of 
the (urban) Bengalis. The riverine landscape 
of East Bengal was as critical to this 
developmenl as wcie new ways of seeing 
that landscape, including the intluencc on 
the Bengali imaginative eye of Sanskrit 
literature, of classical Indian music, and of 
European writings, paintings and the 
technology ol the camera. Two majorlilcrary 
and intellectual figures should suffice as 
evidence, Tagore and Nirad Chaudhuri. 
Tagore’s Chhimapairahali, a collection of 
letters written during the 1880s and the 
1890s when his duties as landlord made him 
traverse East Bengal by boat, can be easily 
read as one of the first literary efforts in 
modern Bengali prose to describe the 
landscape deploying the idea of a western 
and painterly ‘perspective’. 

Some people’s minds are like the wet plate 
of aphotii/traph (the italicised words arc in 
English in the original]: unless the photo is 
printed on paper right away, it is wasted. 
My mind is of that type. Whenever I .see a 
scenery. I thinkl must write it down carefully 
in a letter."' 

Our boat is anchored on the other side of 
Shilaidaha in front of a sandbank. It is a huge 
sandbank, a vast expanse, no end in sight, 
only the river appears as a line from time 
to time - there are no villages, no humans, 
no tree:, no grass .turning the head to the 
east one can only see the endless blue above 
and down below an infinite paleness, the sky 
IS empty and so is the earth, a poor, dry and 
harsh emptiness below and a disembodied, 
vast emptiness above. Nowhere is to be such 
desolation [in English] seen.^" 

I had sat outside barely for fifteen minutes 
yesterday when massive cknids collected in 
the western sky - very dense, disorderly 
clouds, lit up here and there by stealthy rays 
of light falling on them - |ust as we see in 
some paintings of storms 

N’lrad Chaudhun’s self-conscious 
di.scussion of the Bengali landscape and Ins 
expencnccofit inihe 1920s, shows the .same 
changes to be still under way a few decades 
on. Chaudhuri’s discussion is extremely 
aware of the recent origins of the practice 


of seeing Bengal as beautiful. “The curious 
thing was”, writes Chaudhuri, “that the 
Bengalis taken collectively showed no 
awareness of their natural environment, not 
even of their great rivers” and adds: 
“Generally speaking, when modern 
Bengalis acquired a feeling for the beauties 
of nature they showed it by a vicarious 
enjoyment of those described in the source 
of their new feeling, namely, English 
literature. Thus English and Scottish 
land.scapes in their imaginative evocation 
became the staple of the enjoyment.”” 
Chaudhuri’s own experience of coming to 
grips with the landscape of Bengal shows 
the modernity of the landscape-question in 
Bengali history Indeed, one could argue, 
nationalist perceptions of the Bengal 
landscape owed much to the labour of 
cultural workers such as Chaudhuri himself. 
He writes; 

when I grew up I began to put this question 
to my.self. does the Bengali landscape have 
any beauty I could not be sure ...But one 
day I had an experience which I can regard 
as conversion in the religious .sense. That 
was in 1927 during that very last stay at 
Kishorganj I was always in the habit of 
taking long walks, and on that day I was 
strolling along the railway embankment 
northwards from Kishorganj After 1 had 
gone about three miles I suddenly noticed 
a homestead with half-a-do/en huts to my 
left, which was silhouetted against the sunset. 
There was a long pool of water by the side 
of the railway line ... There was the usual 
pond before it.. The whole scene was like 
one of Constable’s landscapes, and I can 
confirm the impression after seeing the 
Constable country...! do not know if other 
Bengalis have felt like me, but for me it was 
like enlightenment bestowed in a blessed 
moment ” 

It would be untrue to give the impression 
that this was ail there was to the way the 
city/country question was given shape in 
Calcutta’s urbanism. The nostalgic, folksy 
image of the village never died. In the early 
decades of the 20th century, however, after 
the emotionalism of the Swadeshi days had 
subsided, ’realistic’ novels such as 
SaratchandraChattcrjce’sPti//«atfiq/helpcd 
develop yet another stereotype of Bengali 
rural society. Bengali villages, so often 
described as abodes of peace, now became 
the obstacle to Bengali enlightenment, dens 
of factionalism, castei.st exploitation and 
malarial diseases, all making them deserving 
candidates for nationalist developmental 
work.^'* \ et the softer image, locat^ in the 
lush water-washed landscapeof East Bengal, 
remained and was celebrated, for instance, 
in Jibanananda Das’s sonnets Rupushi 
Hangla [Bengal the Beautiful] written in the 
I93()s (though published posthumously in 
the I9S0s and soaring in popularity during 
the 1971 liberation war of Bangladesh).^’ It 


is clear that by the time Bibhutibushan 
Bandyopadhyay’s novel Father PanchaU 
was published, in 1927, it spoke to a dearly 
held urban image of the ’generic Bengali 
village’ - a place, true, marked by suffering, 
poverty and sometimes a meanness of spirit 
but yet the abode of some very tender 
sentiments of intimacy, innocence and 
kinship. This was the picture of the Bengali 
village as a modem cultural value. The exact 
geographical location of the village of 
Nischindipur, the village where the story of 
Father PanchaU unfolds, was not relevant 
to the way Bengali readers appreciated the 
story. As Suniti Chatteijee, the noted linguist, 
.said of the novel; “I have always lived in 
Calcutta but 1 have affection for the village. 

I feel that Nischindipur is familiar to me. 
Likewise, Apu and Durga’s story seems to 
be our own. even though we have grown up 
in the city”.“ 

It is not surprising, then, that journeys ~ 
to East Bengal, to the countryside - should 
be a majoi feature of the literature dealing 
with the bSauty of the Bengali landscape. 
For, quintesscntially, that perception was 
urban. Tagore’s eyes often frame the 
countryside through the window of his bo'at: 
“Now, after a long lime, being seated near 
the window of my boat [English in original], 

I have found some peace ot mind. ... I sit 
in a reclining position by the side of this 
open window. I feel the touch of a gentle 
breeze caressing my head. My body is weak 
and slothful having suffered a prolonged 
illness, and this nursing by nature, calm and 
soothing, feels very sweet at this time”.” 
Travel, by boai, is a major motif in Nirad 
Chaudhuri’s appreciation of the Bengali 
landscape as well: 

Consciously, I never credited Bengal with 
beautiful landscapes Yet when I pas.sed 
through one orotherof most commonl’' seen 
aspectsof the Bengali landscape, forinstance, 
a great river (and 1 have journeyed in bo.'ii 
and steamer on all the big threel, the rice 
fields either in their green or in their gold 
stretching out lo the horizon and billowing 
under strong winds, the bamboo clumps or 
the great banian tree, there was not one 
occasion when I did not lose my sense of 
being a viewer only and became one with 
these scenes like Wordsworth’s boy. 

I shall never forget one such occasion. It was 
April 14, 1913, that I was going from 
Goalundo Ghat to Narayanganj in the rivei 
steamer Candor... i had just read about 
Turner’s paintings in a book... The glow of 
his paintings, visuali.scd by imagination, 
seemed to lie on the wide landscape all 
around me.^* 

Tagore, of course, was a landlord visiting 
the countryside on business, and Nirad 
Chaudhuri, a salaried clerk in the city of 
Calcutta, visiting his familiy in East Bengal 
during holidays. But in either case, as in the 
case of so many other members of the Bengali 
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bhadralok, it was a matter of accommodating 
the village and the country into the rhythm 
of an urban life, where the village and 
holidays stood in relationships of intimate 
association. 

Chhere Asha Gram repeats these 
associations between urban life and images 
of the pastoral that informed the Bengali 
sense of a beautiful life which, it was said, 
was never theirs in the city. The.se themes 
appear in Chhere Asha Gram not as so 
many masterpieces of Bengali writing but 
as hackneyed expressions derived from 
Tagore and other sources, short cultural 
cliches, pieces of literary kitsch, aimed at 
the shared nostalgia of the city ’ $ bhadralok. 
in other words, this memory places the 
idyllic village squarely in the middle of the 
‘city-country’ question as it had evolved 
in Calcutta’s urban culture. Here, too, the 
beauty of the village is often tied to travel 
by boat and to the rhythms of holidays 
in urban working or student-lives, the 
holidays coinciding with religious fc.stivals. 
1 reproduce again a long string of quotations 
to illustrate how pervasive the sentiments 
are. 

I remember the days of autumn. How long 
peop'e would wait the whole year for this 
season to come. And what preparation! The 
people who lived afar were returning home. 
Everyday new boats would come and lay 
anchor on the banks of the Dhaleshwan. We 
boys would crowd the [riverside] For a few 
days, Gangkhali was full of people. And 
everybody would renew their acquaintances 
(Shabhar, Dhaka, p 12). 

The steamers on the Narayanganj line 
would leave Goalundo... and stop at 
Kanchanpur. 1'he wind on the Padma would 
carry to our Staiionghat the sound of the 
siren of departing steamers. And the sound 
would be heard in other villages across the 
Ilamoru fields and the tanks of Aairmara 
..all the people of this di.strict knew that 
their relatives who lived in exile in Calcutta 
were coming by those steamers (Notakhola, 
Dhaka, p 47). 

We arc educated, we have tasted the 
intoxication of the city. We have lost our 
caste. That is why we feel international. 
Without tap-water and machine-made bread 
nothing tastes good to our palate... The door 
of returning back to the village has been 
shut for ever in our lives (Binyapher, 
Mymensingh, pp 68-69). 

We had to take the ferry across the Jamuna 
after alighting at the Sirajganj ghat, and 
then take a boat to our village. I can clearly 
recall, even in darkness, the picture of the 
sun setting on the river. When the young 
sun, bright and bearing [the message of 
hope], appeared in the body of the sky, my 
head would automatically bow at its feet. 
I found life in the water of the river and 
youth in the sun... The taste of the gravy 
of rice and curried Hi Isa fish that I 
used to have at the Sirajganj Hotel those 


days still lingers in my mouth like the 
taste of nectar...(Sankrail, Mymensingh, 
pp 89-90). 

My [village] Gomdandi, surrounded by the 
endless beauty of nature, had only green on 
all four sides. Whenever we could get over 
the seduction of the artificial environment 
of the city and find refuge in the green lap 
of the village, our mother, we would forget 
all the sadness and suffering of city-life... 
Travelling on boats with white sails along 
the Karnaphuli in the month of Bhadra and 
Aswin, when the river over-flowed both 
its banks, the exiles’ minds would experi¬ 
ence thrill at the very sight of the paddy 
fields... (Gomdandi, Chittagong, p 196). 
The puja[-holiday.s] are close. At this tune 
of the year, every year, the mind yearns to 
go to Shilaida[ha]. As soon as we got off 
at the Kustia station, our hearts would fill 
up with an immeasurable sense of joy 
[Shilaidaha, Kustia. p 286j. 

I specially remember today the days of the 
Durga puja. Every year 1 would impatiently 
look forward to these days. A few days 
before the puja I would leave Calcutta fur 
the village. The distance seemed 
inexhaustible The moment I set foot on the 
village station after a long journey, 1 felt like 
a king. Who am I in Calcutta? I am only 
one among the innumerable ordinary men. 
In my village, the station-master at the very 
sight of me would ask with smile. ‘So you 
have come back to deshV (Phulbari, 
Dinajpur, p 306) 

It was within this city/country division 
thai the village appeared both as an ideal 
and an idyll, its idyllic qualities 
enhanced - in the experience of the writers 
and in their telling of their stories-by 
allusions to literature and festivals. Both 
of these allusions, as we have already seen, 
actually direct our attention to the city 
where this literature was produced and 
where the majorHindu festivals punctuated 
the annual calendar of modern work. But 
they also imaginatively endow the village 
with its ‘folk’ character, festivals being 
particularly important to the construction 
of the folk.^" The literary allusions are 
sometimes direct and sometimes buried in 
the very style o! writing: 

Whenever 1 could break the harsh and 
gloomy bonds of the city and placed myself 
within the affectionate and calming 
embrace ol my mother-country, I would 
remember the truth of the great message 
of the Kaviguru [Tagore]... In a moment 
1 would forget the insults, suffering and 
the weariness of the city . (Gabha.Barisul, 
pp 111-12). 

Today I am a man of Calcutta. But I cannot 
forget her in thedust of whose .san-wrapped 
tender soil I was born... The moment I get 
a holiday, I feel like running away to 
that village three hundred mites away. I 
wish 1 could walk along the tracks of that 
dream-tinged green village of Bikrampui 


and sing like I used to as a child: ‘Blessed 
is my life. Mother, that 1 have been born 
inihisland.’ [Tagore](Bairujogini.Dhaka, 
p 4). 

II 

Where was the place ,)f the Muslim - or 
indeed of people who were not Bengalis • 
in ihis idyll? This Bengali home - that the 
village was supposed to he - was it without 
a place for the Muslims? The language ol 
kinship is one of the means by which the 
Other is ab.sorbcd into the idyllic and 
harmonithus village. The Muslims parti¬ 
cipated in the Hindu festivals and thus 
were narratively absorbed into the image of 
the eternal Bengali folk The boatmen and 
other Muslims treated their Hindu 
pa.sscngcrs with civility, and are hence 
placed within the pleasures ot the putative 
bonds of village-life F.ven the market-place 
is seen as an extension of this harmony 
(pp20.3, 215). The imputed idyllic nature 
of this home helps to place in sharp relief 
the inexplicability ot communal violence 
and the sen.sc of trauma that the violence 
produced. 

There was a woman who belonged lo ilie 
Muslim community of a distant village Wc 
called her Madhuptshi jauntte Madhii] It 
was said that she had no family She would 
often come to our house Wo were apparently 
all she had -- there is no counting ol the 
numbci of tinjes she would say this Never 
did the thought arise in our minds that 
Madhupishi was Muslim. She would otten 
bring for us pre.senls from her house oi 
fruits and herbs from the held Wc wi/uld 
receive them with eagerness and joy Not 
only this A group of Bihari people 
villagers from Bihai, ‘ had become people 
of this village, sharing our soul. Aic they 
.still there in my village? In our childhood 
we noticed that the Muslims' joy at Durga 
Puja was not any less than ours As in the 
Hindu households, new clothes would he 
bought in their houses too Muslim women 
would go from one neighbourhood to 
another to sec the images (of Durga] 
(Shabhar. Dhaka, pp 8. 13) 

The moment the college closed tor the 
summer vacation, my mind would he 
restless to go to the village Harisul is I jII 
of waterways. When would the stcamir 
arrive at the Gaurnadi station? with 
what anticipation I would look forward to 
it As soon as I reached the ghat, 
.Shonamaddi, the ] Muslim) boatman, would 
smile his evcr-familiar smile and s.iy, 
‘Master, .so you have airived? Come. I 
have brought my boat Of course. I knew 
that you would come today*’ (Chandshi, 
Barisal, pp 131-32) 

The Goddess Kali was a live goddess in this 
region People used to come from many 
distant villages to worship (her] loi 
fulfilment oftheirdcsircs I have seen Muslim 
brothers make pledges [to the goddess] with 
folded hands... I cannot recall seeing an 
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instance of devotion to Kali that was so 
independent of caste or religion (Shonarang, 
T)VtttV.a, p 58). 

'Babu. so you have come back to the 
village?’, asks (he Muslim peasant out of 
an ordinary sense of ettiquette... A strong 
pungent smell assails my nostrils as I 
approach the house of .Syed Mun.shi. He 
works both as a kanraj (an ayurvedic doctor 1 
and as a teacher.. He got calls whenever 
anything happened to small children in our 
village There was no demand for ‘visits’ 
[fees] but often he would receive [gifts] of 
home-grown fruits and vegetables. Even 
today I consider them the closest of my 
relatives For so long we Hindus and Muslims 
have lived together like brothers - we have 
always felt a strong connection with 
everybody.. jJul today? (Dakatia. Khulna, 
p 258). 

In this idyllic home it is the Muslim of 
he Muslim L.eague who enipts as a figure 
>f enigma, as a complete rupture fiom past, 

1 modernist dream of ‘junking the past’ gone 
'ompleiely mad, a discordant image on a 
:anvas of harmony. The following 
Ic.scription of a Muslim man called Yaad 
Mi is typical. 

They used to build the image of the goddess 
on our chandiinandap [the courtyard ol a 
well-to-do Hindu household used lor 
conununal worship). Close to the time of (he 
pujas, three potters would be at work late 
intoihe night, working by the lightof lanterns. 
Until the ume they were overwhelmed by 
sleep, a ciowd of children .. would sit there 
making many demands (on the pouers]; 
‘Brother Jogen, could you please paint my 
old doll? . My horse has a broken leg. Brother 
Jogen, could you please mend it?’ ’You 
children, don't talk when it is time for 
work!’ - Yaad All would scold the children 
from (he other side of the couiiyard 
‘ ..Don’t you listen to these lascals Mr Pal. 
concentrate on painting, after all, this is 
all god’s work’, Yaad AM would advise 
logen. But even befoic wc left the village, 
we noticed that Yaad had changed He is 
a leader of the Ansais now. He would mu 
even say tlic name of a Hindu god, he now 
explains Islam beautifully' (Kheriipara. 
Dhaka, pp 27-28) 

The story of Yaad’s transformation into 
in activist Muslim and the utter 
ncoinprehcnsibility of that phenomenon to 
he authors of the essays of Chhere Asha 
jram give us a clue to the problem ol this 
liscourse ol value within which the Hindu 
lurhors sought to place iheir Muslims 
jrothers. These essays, being instances of 
jublic memory, eschew the low language of 
trejudicc and produce iirstead a language ol 
:ul(ural value. The home thai the Hindu 
■efugec has lost is meant to be more than 
lis home alone; it is the home of the Bengali 
lationality, the village in whicti in the 188U.s 
lationalist wriicis had found the heart of 
Bengal. But in doing (his they illustiutc a 


fundamental problem in the hi.story of modem 
Bengali nationality, the fact that this 
nationalist construction of ‘home’ was a 
Hindu home. It is not that the Muslims did 
not share any of (his language - after all. 
the national anthem of Bangladesh is a 
song of Tegore’s that powerfully cxprcs.ses 
the nostalgia I have di.scussed. The point 
IS rather that for all of their talk of harmony 
between the Hindus and the Muslims, there 
is nut a single sentence in the memories 
described in Chhere Asha Cram on how 
Islamic ideas of the sacred might have been 
of value to the Muslims in creating their 
own idea of homeland or indeed how they 
might have helped create a sen.se of home 
for Beng.alis as a whole. The Muslims did 
nut do this thinking, but nor did the Hindus. 
There arc passages here that even saw - at 
a time when the Muslims of Ea.st Bengal 
would have been savouring their new¬ 
found independence (not always nicely) - 
[iastern Bengal as dead without a vibrant 
community of Hindus; 

The villages, markets, settlements of East 
Bengal are today speeehlc!,s and without 
life, their con.sciousncss wiped out by the 
horrors of the end ot time [kal/uinia: the 
measure of a day in the life of the supreme 
Hindu god, Brahma). In that land of 
‘thirteen fc.stivals in twelve months’ (a 
Hindu-Bengali saying], no conchshell is 
sounded marking the advent of the darkness 
ul evening, no ululatiun in the hesitant 
voice of (he housewife is to be heard on 
Thursday evenings, the time lor the worship 
of [the goddess] Lukshmi. The ektnru [a 
musical instrnnientj is silent at the 
gatherings of the Vaisnavas. the siring of 
the fjohijtinlra [an instrument played by 
hauls] has perhaps acquiicd rust, while 
mice and cocroaches have probably built 
their worlds cutting into the leathei ol the 
drums of the devotees of Hansabha 
(meeting place lor Hindu devotional 
singing] (Kheriipara. Dhaka, p 22). 

In other words, without the sense of a Hindu 
home. East Bengal is simply reduced to an 
eerie emptiness! 

This IS where Chhere Asha Cram leaves 
us, with the central piobiem of tlic histoiy 
of Hindu-Bcngali nationality. Hindu 
nationalism h.id created a .sense ot home 
that combined sacredness with beauty. 
This sacred was not intolerant ot the 
Muslim. The Muslim Bengali had a place 
in it created through the idea of kinship. 
But the ho ne thus created was a Hindu one 
in which the non-Muslim-League Muslim - 
that is, the Muslim who did not demand 
Pakistan - was u valued guest. Its .scn.se 
ol the sacred w.is constructed here 
through an idiom (hat was recognisably 
Hindu. What had never been thought about 
was how the Hindu might live in a home 
that embodied the Islamic sacred. What 


would it mean to be a guest in a home that 
belonged to the Muslims, for the demand 
for Pakistan had indeed been based on the 
idea of a land that manifested the Islamic 
sacred? 

The Hindu narratives, both in Chhere 
Asha Cram and elsewhere, try to Find 
resolutions to this question in real and 
I magined emotions of kinship. An anecdote 
recounted in the reminiscences of Mnnal 
Sen, the noted film-maker, demonstrates in 
a telling fashion both the complexity and 
the impossibility of resolution of ethnic 
conflict within this narrative strategy. Sen 
grew up in the 1920s and 1930$ in a 
nationalist Congressite family in Fandpur. 
His family did not shun the company of 
Muslims. Once, says Sen, his oldest brother, 
then a student of class 10, showed their 
father a poem written by a Muslim boy 
from his cla.ss. Moved by the writing. Sen’s 
father encouraged his son to invite this boy 
home. The young Muslim poet came, 
befriended the lamily and. in Sen’s words, 
became one of them: 

My eldest brother brought his friend home. 
The boy turned up with his feel covered with 
dust, a pure pcasani-boy. The nickname of 
this poet was Sadhu He would move in and 
out of our household us though he was a buy 
of this tamily It was after I had grown up 
a little more that 1 came lo know that he was 
not our brother.’*’ 

This poet. Sen reveals, was none other 
than the famous and gi I led Muslitn-Bcngali 
poet iasimuddin. But Sen’s narrative lets 
us see how a crisis set in in this bond of 
putative kinship as the demand for Pakistan 
gathered pace. Jasimuddin was not 
unattected by the sentiments growing in 
the minds ot many Bengali Muslims Nor, 
Irom an opposing point ot view, was Sen’s 
father. Sen writes: 

There were no communal troubles in 
Faridpur Bui Hindu Muslim conllici wa.s 
on the rise in other places and had an impact 
on Fandpur as well. The grown-ups had to 
be a little caretui therefore I noticed lhai 
a certain Hindu-ncss asserted itsc'f in my 
father whenever there was a communal 
conflict somewhere else. There would be 
furious arguments and counter-arguments. 
And Jasimuddin would ui guc taking (he side 
of Muslims One day Jasimuddin said to my 
mother. ‘Mother, if it is true that I am one 
of your sons, why do you feed me .seating 
me outside? Why is it that you never let me 
sii with your sons to cal from the same 
plate?”' 

It IS Sen’s narrative resolution of the 
emotional impasse that this moment 
creates which shares something of the spirit 
of the essays in Chhere Asha Cram. He 
continues; 

My mother found herself in difficulty. What 
Jasim said wa.s not untrue after all. But 
mother was helpless. She explained to him 
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that she had no objection to having him 
sit inside while feeding him but the servants 
of the household would not accept this 
arrangement. Her eyes glistening with 
tears, she said, ‘Sadhu, you may not know 
this, but it is me who washes up after 
you.’’* 

This is a poignant moment in Hindu-Bengaii 
liberalism. The Bcngali-Hindu mother, who 
acts as a critical nodal point in the affective 
structure of kinship, speaks here for Hindu 
liberalism in acknowledging the call for 
justice in the grievance of the Muslim 
whom she has recognised as her son. At 
the same time, she pleads helplessness, 
blaming - like men have at many critical 
moments in the history of modernity 
anywhere - tradition and unreason, now 
allegedly embodied in the servants of the 
household. But she does not stop there. 
Tearfully', she makes a claim on the 
Muslim's .sentiment: the mother has both 
accepted and transgressed difference for 
the sake of her feelings for her Muslim son. 
Why would not the Muslim reciprocate? 

This, in a sense, is the question that 
reverberates through the essays in Chhere 
Asha Gram. Yet, however full of pathos 
It may he, there is a deafness to the Other 
that structures this question from within. 
Jasimuddin, the Muslim in Sen's story, 
was declining the role of a good guest in 
a hou.sehold that defined itself as Hindu. 
He was asking for a change of the rules 
which defined hospitality and which 
decided the question of who was in the 
position of offering it. Was he within his 
rights to do so? It is this question that goes 
unacknowledged and undiscussed in the 
essays under discussion. Chhere Asha Gram 
stands witness to a hi.storic Hindu-Bcngali 
deafness to the call of the Other. This 
deafness is us constitutive of ethnic distance 
as may be the more explicit elements of 
violence. It is a mark, indeed, of one’s 
participation in the politics of ethnicity. To 
be deaf to the call for justice in the Muslim 
demand for a home for their own imagi¬ 
nation of the sacred, was to express 
prejudice, however silent that expression 
may have been. It is in this sense that what 
spoke in public life of value in the es.says 
in Chhere Asha Gram also spoke, 
ultimately, of prejudice. In treating the 
Bengali Muslim’s ethnic hatred as 
something inherently inexplicable and 
hence profoundly shocking, it is their own 
variety of prejudice that the essays refu.se 
to acknowledge. 1 do not say this in a spirit 
of blaming the indus, in particular those 
displaced, for their cup of suffering was 
more than full. I say this to underline the 
intimate relation that necessarily exists 
between values and prejudice, for this 
relationship, when unattended by criticism, 
plays a role in producing the deafness 


that ~ in moments of crisis - stops us from 
bearing what the other might be saying 
about ourselves. 
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Ladms and Gentlemen. 

I heartily welcome you to the Forty-first Annual General Meeting 
of your Bank in the city of Chandigarh 

Indian Economy 

The Indian economy performed extremely well during the year 
The economy grew at a high rate of 7 per cent (latest CSO 
estimate) dunng the year, with the industrial sector surging further 
ahead with a growth of 12 per cent Foodgrains production was 
of the order of 192 million tonnes and public food stocks soared 
to a level of 24 5 million tonnes in March t996 Gross domestic 
savings rate set a new record of 24 4 per cent of GDP Exports 
registered a satisfactory growth rate of 21 4 per cent in Dollar 
terms while the current account deficit as a percentage of GDP 
stood at a sustainable level of 1 5 After two years of double digit 
inflation the rate fell to below 5 per cent 

Banking Environment 

The growth of deposits of all scheduled commercial banks, 
though somewhat sluggish initially, picked up slightly in the latter 
part of the year The non-food credit of all scheduled commercial 
banks rose substantially and the incremental non-food credit 
deposit ratio reached a historically high level of 94 6 per cent 
The moderation in deposit growth, coupled with the unusual credit 
expansion, created liquidity problem for the banks The exchange 
value of the Rupee experienced some degree of volatility at times 
The activities in the capital market were also on a low key 
Nonetheless, through the studied intervention of the monetary 
authorities the system was brought back to normal To boost 
the equity market the SEBI initiated several measures, which 
I included the Depositories Ordinance (1995), permission to offer 
' custodial services and many other investor protection measures 
, The money market also witnessed the entry of Pnmary Dealers 
: in gilts, and tracks were broadened to usher in the Money Market 
Mutual Funds in a bigger way These developments present new 
challenges as well as opportunities to the banking industry 
Working Results 1995-96 

Your Bank performed well during the year The net profit of 
Rs 831 60 crore represents an increase of 16 2 per cent over 
the last year's figure of Rs 715 50 crore This profit has been 
achieved alter providing for a sizeable investment depreciation 
due to the altered yield pattern The overall satisfactory performance 
of your Bank is manifest in the improvement of key financial ratios 
which are internationally used to evaluate the performance of 
commercial banks The Return on Average Assets has gone up 
from 0 563 per cent in 1994-95 to 0 598 per cent in 1995-96, 
and the Return on Equity has improved from 15 13 per '•ent to 
15 22 per cent Profit per Employee has increased substantially 
to Rs 35 703 from Rs 30,829 in the previous year Besides, your 
Bank's Non-performing Assets are on decline This is more as 
a resu't of higher recoveries than write-offs, which is a heartening 
feature The Book value of your Bank's share stood at Rs 115 25 
as on March 31 1996 Your Bank’s performance has, thus, 
confirmed its posit'on as the market leader in the Indian banking 
sector 

Managing Liquidity 

The second half of 1995-96 witnessed severe liquidity crunch 
Your Bank was no doubt, affected by this However, the Bank 
put in Its best endeavour to meet all the genuine demands for 
credit to the maximum extent possible, even by mobilizing high- 
cost funds from the money market comprising CDs, Call money 
and also FCNR(B) deposits This was done to ensure that the 
overall national objectives of achieving higher industnal and 
economic growth do not suffer The Bank also went slow in 
implementing the across-the-board reduction in credit limits of 
Its large borrowers for the same reason 
Deregulation - Some Critical Implications 

In a deregulated environment, where a bank's accountability 
and responsibility towards millions of its shareholders, depositors 
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and other creditors increase manifold, it is essential that the bar 
remains safe and sound The unique and provenly most powerf 
tool to make banks safe is capital Your Bank is comfortab 
placed with a capital adequacy ratio of 11 6 per cent, which 
much above the internationally accepted minimum benchmai 
of 8 per cent, also stipulated by the Reserve Bank of India Th 
challenge for the Bank, however, is not only to ensure capiti 
adequacy but generate acceptable returns to the shareholder! 
who, understandably, have high expectations A refocus c 
enhanced profitability will be the cornerstone of business plan 
of your Bank and, accordingly the goal of your Bank has bee 
modified as “profit with growth" instead of “growth with profir a 
hitherto 

With a view to translating this goal into action the top leadershi 
of State Bank of India Management, Officers’ Federation and Sta 
Federation met in a Workshop on March 29 and 30 1996, < 
Hyderabad and deliberated jointly In the face of challenge 
thrown domestically and internationally, all the parties unanimousi 
committed themselves to safeguard zealously the premier positio 
of the Bank 
Managing Risks 

Your Bank’s approach to manage risks has always been - an 
will continue to be - professional Banks, normally, encountr 
two types of risks in their business operations, viz market risk 
and credit risks In order to manage effectively interest rate ns 
and risk arising out gf asset liability mismatches the proces 
of asset liability management has been formally initiated b 
creating an Asset Liability Management Committee (ALCO) i 
the Corporate Office The role of ALCO has been primanl 
directed towards formulating a balance sheet policy for your BanI 
based on a detailed assessment of nsk-return trade offs As 1c 
the credit nsks, our existing expertise has beenfurtherstrengthene 
by instituting a specialised Department at the Corporate Offic 
of your Bank This Department is exclusively managing the siz 
and risk profile of the Bank’s credit portfolio in order to lim 
concentrations in terms of nsk, quality, geography, industryproduc 
matunty and large exposure aggregates With appropnate ns 
assessment and management mechanism in place, your Ban 
IS well positioned to accelerate a turnaround in asset quality an 
earnings momentum 

Need for Greater Autonomy 

Functional autonomy and operational flexibility are the sine qu 
non for successful business operations in a deregulate 
environment Strategic business decisions must be taken withoi 
undue interference from the State or the political system Thi 
philosophy has been the cornerstone of the recommendation 
of the Narasimham Committee to rejuvenate the banking sectoi 
No doubt, risk-banking is fraught with probabilities of failures 
Risk management policies and techniques can be more refine 
and operated in a more effective and transparent manner if th 
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confusion emanating from dual control is eliminated. While there 
can be no objection to errors arising from procedural oversights 
or gross negligence being punished, those from judgements and 
decisions need to be examined with absolute professional 
approach. 

New Basiness Horizons 

The emerging environment offers ample opportunities for your 
Bank to venture into new and profitable areas. Your Bank has 
always been the first and foremost to enter new areas of business. 
Big ticket leasing and project finance are financial services which 
will be in great demand on account of the thrust on infrastructure 
development in the country. Your Bank, has created specialised 
Strategic Business Units (SBUs) directly under the Corporate 
Office to cater to these services These SBUs, acting as banks 
within the Bank, with distinct profit goals, will be major profit 
centres in the coming years. The debt market and. iri particular, 
the gilts market, is expanding very fast in the country and the 
secondaiy market segment is being consciously groomed. To 
capitalize on these opportunities, a specialized subsidiary, SBi 
'Gilts Limited, has been set up and has become operational on 
July 1, 1996. SBI Gilts, acting as a primary dealer in gilts, is 
expected to emerge as a dominant player in the gilts market in 
the years to come A new subsidiary to deal exclusively in sales 
and distribution of shares and debt instruments is also being 
planned and will become ope rational soon on receipt of necessary 
clearances. Proposed to be named as SBI Securities Limited, 
the new subsidiary will be active in broking, market making, 
trading and portfolio advices and will complement the activities 
of the SBI Capital Markets Ltd., the existing merchant banking 
arm of your Bank. The Government of India is planning to 
encourage tourist traffic in the country in a big way in the years 
ahead. To capture business opportunities arising out of this 
activity, your Bank is also contemplating to enter travel-related 
financial business. These new activities which your Bank has 
undertaken or proposes to undertake have been carefully planned 
keeping in view the requirements of your Bank’s discerning 
clientele and will form a powerful springboard for future and 
contribute substantially to the Bank’s bottomline. 

Technnlogy - Key to Future 

Banking can no longer remain divorced from the rapid 
developments that are taking ptace in the world of information 
1 technology. Your Bank, realizing the paramount importance of 
technology, has plans to invest heavily in this area. It has, already 
on hand, plans to computerize fully 1,000 branches by March 1997. 
Our investment in technology will, of course, go beyond mechanizing 
operations of branches and will extend to offering technology-driven 
products and senrices to larger segment of customers. 
Customer Focus 

A distinguishing feature of the current banking environment 
. is the growing expectations of the bank customers. This change 
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has beer>brought about by the forces of competition and technology. 
Today’s customer is far more discerning and quality conscious 
thanhe was, say, a decade ago. As a progressive bank committed 
to customer satisfaction, your Bank welcomes this change. 
Howsoever hard a bank may try to meet customer expectations, 
there will always be occasions for customer grievances and, 
hence, an independent authority to look into such grievances is 
welcome. I am happy to note that the Reserve Bank of India has 
instituted a scheme known as the Banking Ombudsman Scheme. 

It is aimed at protecting the interests of customers and redressing 
their grievances. It will be the endeavour of your Bank, however, 
to ensure that its customers are not required to approach this 
forum and all their genuine grievances are settled amicably within 
the Bank, as much as possible. 

Priority Sector 

As you are aware, your Bank has been playing a pioneering 
role in lending, particularly to the priority sector, constituting 
agriculture, small scale industries and small business, since the i 
late fifties. Even in the changed environment, your Bank isequally I 
committed to meet its social responsibilities by adequately meeting < 
credit requirement of these sectors. The progress under the 
priority sector has been constrained mainly by the lack of sufficient 
absorption capacity in the rural areas for the finance provided 
to the activities under the relative schemes To bring about any j 
major quantitative change in the priority sector credit, what is i 
required is an enlargement of the conventional definition of the 
priority sector credit which has become time-worn. For instance, 
export credit by banks could be counted towards priority sector 
credit. The need to establish an alternative benchmark to measure 
the performance of banks in lending to the priority sector has 
been voiced in the past also. The present system of linking priority 
sector lending to the net bank credit as at the end of the financial 
year is not a very sound proposition for two reasons - first, the 
quantum of priority sector advances {o be made during the year 
remains indeterminate and secondly, there is generally a spurt 
of large advances towards the end of the financial year. There 
is thus a need to have a pre-determined level of priority sector 
advances to be achieved each year which is feasible if such 
advances are linked with the level of net bank credit as at the 
end of the previous year. 

From a long-term perspective, a relook at the entire rural credit 
system and structure is warranted. In this connection, the 
Government may have to reconsider a proposal earlier mooted 
by the Narasimham Committee. While proposing "rural banks” 
to be constituted as one of the tiers in the four-tier banking 
structure, the Committee observed that the operations of the 
Rural Banks (including RRBs) would be confined to the rural areas 
and their business would be to engage predominantly in financing 
agricultural and allied activities. 

Proposed Euro Issue 

Before concluding, let me make a brief mention here about your 
Bank’s plans to tap the global capital market in order to strengthen 
its capital base. The Government of India has recently liberalized 
guidelines in respect of Euro-issues and it is now possible foi 
your Bank to access the global markets on very favourable terms. 
The Euro-issue will augment the Bank's resources and will enable 
It to operate in the competitive environment on safe, sound and 
profitable lines. 
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Democratic Transition and Challenge of 

IVansformation 

Ananta Kumar Giri 

The glohulisation of democracy as a form of more legitimate representative government has not been accompanied by 
genuine efforts to tackle the problems of democracy, or efforts to widen the universe of democracy in accordance with 
the historical changes taking place in social systems and in the light of a desired agenda of transformation. This article 
presents some of the crucial gaps in the theory and practice of democracy and suggests ways to rethink democracy as 
a prelude to a genuine transformative engagement. 


But the dcmoci ati.. |iru(.ess dues not exist, and 
cannot. e.\ ist as adisemhodicd entity detached 
from historical conditions and histoncally 
cundmuned human beings Us possibilities and 
its limits uie highly dependent on existing and 
emergent social su-ucture.s and consciousness. 
Yet. because the democratic vision is sodanng 
in Its promise, it lorcver invites us to look 
beyond, and to break ihiough. the existing 
limits of structuie and consciousness 

- Robert A Dahl (iy85»'.D2) 
But the typological dilYerentiation between 
man and overman no longer makes sense, if 
it ever did For the overman constituted as 
independent, detached type refers simul¬ 
taneously to a spiiitual disposition and to the 
residence of free spoils in a social space 
relatively insulated from leactive politics.. If 
theie is anything in the type to be admired, 
the ideal must be dismantled as a distinct caste 
of solitary indisidiials and loldcd into the 
political fabnc of late-modern society. The 
‘overman’ now falls apai t as a set of distinctive 
dispositions concentrated in a piuticularcaste 
or type, and its spiritual qualities migrate to 
a set of dispositions that may compete for 
presence in any sell The type now becomes 
(as It already was to a signilicant degree) a 
voice in the self contending with other voices, 
including those of resentment. 

William Connolly (I'Wl: 187) 
DIJRS IS an age of democracy. Democracy 
IS a form o( govcrnincnt, characterised 
>y elections and the installation of a 
rcpicsentativc’ government, has been 
lecoming a global phenomenon. The tail ol 
he socialist wOlid, .iml domestic and global 
:hangcs in l.atin Aineiica. Alnca. and the 
vest Asia have biought democracy to places 
ind shores wheic it was undreamt of a icw 
icars ago. giving jicoplc a taste of Irccdom 
Jut the globalisation ol denmcracy as a form 
if mo re legitimateicpresentative government 
las not been accompanied by genuine eflorts 
o tackle the problems of democrat y - such 
IS the tension between equality and liberty, 
he dictatorship ol the majority, the actual as 
veil as manufactured disiiueiesi on the part 
)f the so-called cni/ens not to participate in 
he electoral process resulting inasmuch as 
50 per cent of them not fulfilling their 
institutional obligation to vote' - the 
uoblems highlighted by no other than the 
Host tht'ughtlul observer of dcmociacy as 
1 practice, Alexis de 1'ocqucville - and to 
widen the universe of democracy in 
iccordance with the historical changes taking 
place in social systems as well as in the light 


of a desiicd agenda of transformation. The 
pre.scnt article aims at presenting some of the 
crucial gaps in the theory and practice of 
democracy and suggests ways we can rethink 
democracy as a prelude to a genuine 
transformative engagement. 

The demise of the sociali.st systems has led 
to eupht-ria on the part of the advocates of 
market and western models of democracy. 
But a majority of our legislators and 
interpreters have not subjected the existing 
arrangement ol democracy in advanced 
industrial countries to a critical scrutiny nor 
they have looked critically at the process of 
political and economic liberalisation m the 
peripheries In fact, a narrow dctlnitian ol 
both economy and politics in the existing 
di.scour.se of democracy has reduced it lojust 
a formal kind of political arrangement, whose 
most important fiiiiction lies in ensuring 
regular (supposedly) legitimate reproduction 
ol the existing system. But factors which arc 
considered extraneous to the theory and 
practice ol democracy such as economic 
inequality between citizens (which play a 
determinant role in the very process ol 
politics), the deprivation of the actors, the 
immorality of the professionals whoconstitutc 
an unquestioned elite tn the management of 
social systems, etc have not been given 
systematic considciation in the agenda of 
dcmociatisation But issues such as economic 
equality, protcssional morality, and 
entitlement ol citi/ens arc important tor 
democracy at a contemporary stage, which 
Robert Dahl (l‘)89) calls ‘third democratic 
transformation’. It is perhaps foi this reason 
that Dahl writes; “In an advanced democratic 
country the economic order would be 
understood as instrumental not merely to the 
production and distribution of goods but to 
a much more larger range of values, i ncluding 
democratic values" (I989;32.5). Thcrelore, 
economic democracy is an important theme 
which is conspicuous by its absence in our 
contemporary obsession with entrepreneurial 
rights and freedom of choice, and requires 
seiious attention Irom those who are genuine 
about democracy. 

At present, market economy is being 
liortrayed as a natural ally of democracy. But, 
as markets arc being promoted as holding the 
panacea to all human ills, (heir advocates 
forget thechalicngcof makingmarkets ‘people 
friendly’ in their zealous drive to make 
governments market-friendly (Streeten 1993], 
Few rcali.se that “our current version of 


market institutions jeopardise freedom on 
both a large and a small scale”; and even 
fewer are interested in articulating an 
“alternative institutional definition of market" 
lUnger 1987:480, 4821.^ Even after the 
supposed death of Marxism it is true that “we 
find the legal tools of privilege hold over 
capital reciprocally linked, through a series 
of mediating institutions and preconceptions, 
to the forms of privileged access to state 
power” [Unger 1987:490], In advanced 
capitalist societies, the stability of the 
established institutional arrangements, 
including the arrangements that define 
markets, depends upon a “long-standing 
socialdemobili.sa(ion”( 1987:491 )-notveiy 
different from the viled Soviet ca.se. For 
Roberto Unger, such social demobilisation is 
being encouraged and even deliberaicly 
sought “by the constitutional organisation ol 
government” [Unger )987|. 

Unger provides usablucprint of the desired 
economic tcconstruciion that should he an 
integral part of the democrattsation process. 
In order to reorganise the economy. Unger 
emphasises the need for the creation ol “the 
rotating capital fund and its democratic 
control" as well us on decentralisation and 
the recovery of the small-scale as a unit of 
cieativc economic production. Unger, like 
Streeten (1993), believes that the state ha*^ a 
moral responsibility to preserve the small- 
scale I which is subject to the threatening logic 
of international capital) and create conditions 
for its better lunctioning m the contemporary 
context. This retrieval of the small-scale, 
which is nut meant simply for mu.seum 
display, has to be accompanied by institutional 
encouragement towards decentralisation, 
upholding the “bioadcr commitments of 
empowered democracy” rather than merely 
handing over decisions to local elites 
[Unger 1987:4751. Its objective is no le.ss 
than facilitating “the .self-organisation of 
society outside governincnl” (1987:476). 
"Decentralisation refers, at a minimum, both 
to the number of agents who are able to trade 
and produce on their initiative and for their 
' own accounts and to the extent of their 
independence” (1987:503). An empowered 
democracy, taking decentralisation seriously, 
encourages “both more economic decon- 
ccnirution and more innovation in the 
organisational form of production and 
exchange...” (1987:383). It must encourage 
“variety in (he ways of doing business, and 
organising work” and multiple strategies of 
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production andieproduction - includingthose 
which are not guided by market and follow 
the idioms of its exchange - rather than 
subject them to the control of the market 
[Giri 1993c]. 

In this context, Unger’s idea of rotating 
capital fund also ought to draw the attention 
of those who look at democratisation as 
promotion of market in the economic sphere 
as well as those who look at democracy as 
a process of seeking fortotal transformation. 
Unger argues that the key idea here is the 
“breakup of control over capital into several 
tiers of capital takers and capiul givers” 
[Unger 1987:491). For instance, “the 
collaboration among small-scaleand medium- 
scale farmers on the basis of government- 
supponed arrangements for the pooling of 
financial, marketing, and technological 
resources modestly prefigures the multi-tiered 
system of rotating capital allocation the 
programme of empowered democracy 
embraces” [Unger 1987:436].’ 

Such an agenda of economic reconstruction 
does posit a great deal of significance in the 
creative role of the government, which has 
almost been made a taboo in the current 
discourse of privatisation. This agenda is 
integrally linked with efforts to revitalise 
governments and transform the state.'' 

The agenda of economic reconstruction 
cannot dispense with public institutions, and 
takes seriously the task of enhancing the 
'functioning and capability' of individuals 
through welfare programmes, which are meant 
not to reduce them into clients but transform 
tliem into agents of well-being and freedom 
[.see Sen 1986. 1989, 1991). Therefore, the 
neo-liberal view that "in any government’s 
wai on poverty, it is poverty that always 
wins”[Strceten 1993:1284] cannot be allowed 
ns ancxcusc to disband the welfare functions 
of government since the ultiinatejustification 
of .such welfare engagement lies "not on 
grounds of social justice or human needs, but 
on grounds of human capital formation, of 
reducing baniers to inconie-caming oppor¬ 
tunities, and of promoting social stability” 
tl99l 1284) In fact, a stress on functioning 
and capability of individuals, instead of on 
the discredited modes of iu.stification such .is 
the fulfilment of basic needs can help the 
government "struggle against the tendency 
of some of its constituents to adopt aclicntelist 
attitude to state...” [Unger 1987:435). 

CoLLccnvi, M0RI1.ISAI10N AS Collective 
Creation 

Imagining Alternative htxlitulional 

Arrangements 

The agenda of economic reconstruction 
briefly outlined above requires building up 
of new institutions. For realising the 
programme of empowered democracy it is 
not "enough to Change the way in which we 
describe and explain the formative contexts 
of social life; it is also necessary to imagine 
institutional arrangements now available in 
the world” [Unger 1987:365). But this 
requires a shift in the way we think about 
institutions, namely, institutions as legal 
entities. For this, among other things, we 


need to make a shift from the model of 
analytical law that provide the foundational 
vision to modem institutions. For in.stance. 
David Apter argues that now there is a need 
to make a move from ‘law as an analytical 
discourse’ to law as an emancipatory and 
enabling one.’ Institutions of a democratic 
society ought to be founded upon a broader 
conception of law and rights whose model 
of law “cannot be confined to the realm of 
criminal justice, as Herbert Spencer and the 
state minimalists would prefer" [Whitehead 
1993a: 1257). In the agenda of an empowered 
democracy, law “must be expanded and 
adapted to govern the very different issues 
raised by the welfare state and the mixed 
economy - to universalise full citizenship - 
and therefore, Bobbio in From Structure to 
Function regards shrinkage of the scope of 
public law as an indicator of social decay” 
[Whithead 1993a]. Insofar as the lealisation 
of full citizenship is concerned, it is impor¬ 
tant to realise that “citizenship docs not 
stay within the confines of the political” 
[O’Donnell 1993: 1357], The inherently 
public dimension of private relationships is 
“violated when, for example, a peasant is dc 
facto denied access to the judiciary against 
the landowner. This ’private’ right must be 
seen as no less constitutive of citizenship 
than the 'public right’ of voting without 
coercion” [O’Donnell 1993). “Even a 
political definition of democracy.. .should not 
neglect posing the question of the extent to 
which citizenship is realised in a given 
country" (1993:1361).'’ 

Speaking of law, citizenship, and insti¬ 
tutionalisation of democracy. Unger argues 
that it IS essential to grant citizens in an 
empowered democracy immunity nghts and 
destabilisation rights. Unger’s discussion ot 
rights is part of his argument that economic 
and social reconstruction must be integrally 
linked with etiorts tocreatea new consliiution. 
Tlie same argument is also olfered by Claus 
Offe and Ulrich Preuss who emphasise upon 
“new constitutional procedtires which will 
help to improve the quality of citizens’ 

I n V0I vement m the democratic process” [ Offe 
and PreiLss 1991:170). While “immunity 
rightsprota'tthcindividual against oppression 
by coiicciiirations of public or private power, 
against exclusion from the important 
collective decisions that influence his life, 
and against the extremes of economic and 
cultural deprivation”, "destabilisation rights 
protect the citizen’s intcrc.st in breaking 
open the large-.scale organi.satlon or the 
extended areas of social practice. .’’[Ung-r 
1987:524. 5,30).’ 

Beyond Instiiultonalism 

Bhikhu Parekh has argued that "strictly 
speaking liberal democracy is not 
representative democracy but representative 
government” [Parekh 1992.167). In fact, 
democratisation has been a statist agenda and 
even the institutionalists in the discourse of 
liberal democracy have not gone beyond the 
state and taken seriously the work of culture 
and communities [Apter 1991) In the words 
of Apter: “Democracy tends to separate the 


state from society at a decision-making leve 
even as it becomes closer to it in terms o 
public support. Insofar as this renders th( 
content of politics relatively empty of meaningi 
it becomes preci.scly what critical theonstii 
consider false consciousness” [Aptei 
1992:166). In this context, the Latin Americaij 
experiment of bringing back community td 
the discourse and practice of democracy 
deserves our attention. Liberation theologu 
and the base community movement in Latin 
America have striven to revitalise communities 
as liK-ales of action, dialogue, and critical 
intervention. The search for lost communtlM 
in Latin America has been accentuated by thd 
disintegration that has taken place in society 
as a result of its globalisation and transiiatiuniu 
integration [Lcchner 1991]." 

Of the Latin American experience, onej 
observer tells us: ‘The majority of citizens 
in our countries prefer democracy to any 
other regime. In practical terms, this preference 
appears to be motivated by identificatiun of 
democracy with the restoration ol 
community” [l.x;chner 1991.548). But the 
same ob.scrver thinks that since “community 
cmphasi.ses a monistic view ol society which 
represses both particular interests -md a 
companson ot alternatives” and does not 
permit a creative view of lonflict “it is 
problematical whether a political culture ol 
this kind can build a sound democracy’ 
(1991:546). This objection also reminds us 
of the Indian debate on this issue and the 
same scepticism of libei als such as Ambedkai 
and Nehru towards the Giuidhian agenda ol 
making village community an unit in the 
democratic process. It is true that iht 
“emphasis laid on the expression of th< 
collective curbs any centrifugal movement’ 
in communities hut this cannot be the leasoi 
for throwing the baby along with the batl 
water. The challenge here i.s to introduce thi 
desired concerns such as ‘cieative view o 
conflict’. 'recognitionofpluralism' [Lechne 
1991) and the issue ot human rights withii 
communities through the work o 
transformative movements.'' 

Building Communities as Transformativ 

Striving 

11 1 s here that I ingcr’ s pica for a transfornio 
conception of community holds the key I 
the genuine dilemma that the above critic ha 
highlighted. For Unger, “a transformativ 
conception of commiinily" constitutes 
■‘unifying theme of the cultural- revoluiionar 
progiammc” [Unger I987:560[ For Unge 
the kernel of the revised ideal ol ctmimunit 
is “the notion of a zone of heightened mutui 
vulnerability, within which people gam 
chance to resolve moie fully the conflii 
between the enabling conditions of scl 
as.scrtion ..” (I98'’:562) Reconccptualisin 
communities as zonesof mutual vuincrabilil 
al.so helps us to reimaginc and relive if 
familiar categories of modern democrat 
such a.sthe‘publicsphere’ [Habermas 198‘ 
and ‘public spaces' [Mclucci 1992] i 
communities of discourse rather than siinpl 
a localcforbringing the posscssi ve individual 
for half an hour, tinly to dis|rcrsc to tlici 
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especiive shells later. For Melucci (1992), 
'onsolidating independent public .spaces -- 
vhose main function is “rendering visible 
nd collective the questions rcl.-ou by the 
novements" [Melucci 1992.72] and which 
i e, this act of con.solidation) is a reflection 
if the “collective signifying processes in 
everyday lilc” (1992:71)- can go a long way 
n retrieving and creating community in 
'.omplex societies where it does nut exi.st as 
I natural datum 

The reassertion of community in the 
nstitutional reconstruction nl democracy has 
ilso a potential to creatively respond to the 
.hort-circuiting of the flow of time that takes 
)lace in liberal democracy. “Democratic 
nstitutions generate time: for example, they 
ipace out future time in a schedule of 
successive elections" [Lcchner 1991:546], 
rhus, elections constitute the markers of time 
md after elections, people in power usually 
orget the promises of a longer-time horizon 
hat they had given during the elections. 
While it is true that “democracy makes it 
aossible to forecast the future on surer 
foundations than the dc facto duration of 
dictatorship", it is also true that “liberal 
reprc.sentation can cope with sub.stantive 
complexity (interdependence) but not-with 
temporal complexity (permancnccof decision- 
making)” [Kitschelt 1993:25]. But culture 
and communities usually have a Inngcr-time 
horizon than the state and the market and, 
in fact, they only hold the key to the resolution 
of the problem ol contemporary ‘space-time 
compression’ [Harvey 1989]. Thus, it is no 
wonder that Lechner writes: “The time factor 
shows clearly that, over and above i nsli tutional 
difficulties, areform policy comes up against 
obstacles which may be described as of a 
cultural nature. Paradoxically . the major 
challenges to demociacy in Latin America 
come from the cultural context" [Lcchner 
I991:546]."> 

The revitalisation of the public space as an 
object of transformative seeking must go 
hand in hand with a recovery of public 
morality. The process of “consolidating 
democratic iastitutions and stabilising market 
relationships is not just a matter of extending 
the machinery whereby individuals are 
empowered to make autonomous decisions, 
it also involves the affirmation of a revised 
and elaborated code of conduct” [Whitehead 
1993a: 1248], Here we can take note of the 
re-entry of public morality to the stage of 
modernity in general and democracy in 
particular[Whitehead i993a: also see, Etzioni 
1988; Giri 1993a; Habermas 1990]. For 
Whitehead, “one manifestation of this is the 
prominence of the religious sentiments 
emerging in the course of many democratic 
transitions, and the influence (at least in Latin 
America) of catholic social thought as a 
counter-weight to the doctrines of unfettered 
market liberalism" [Whitehead 1993a|." 

Institutions of democracy must aim at 
providing transformative challenges to 
individuals so that it is not only theiregoistic 
preference which becomes the criterion of 
accountability but thcirenlightenedpreference. 
Democratic institutions must refine and 


educate the preference of the actors and must 
create conditions for a new trend of 
‘enfranchising’ where the conflict is not only 
between different social groups but between 
different kinds of desircs-the “innerconflict 
between what the individuals themselves 
experience as their more desirable and their 
less desirable desires” [Offe and Preuss 
1991:166]. The challenge is to build 
institutions which would create opportunity 
for refining one’s preference since such 
preference learning is a democratic way of 
creating enlightenment within citizens - a 
moral resource, which is absolutely essential 
for institutions of transformed democracy. 
Institutions should “upgrade the quality of 
citizenship by putting a premium on refined 
and reflecti' e preferences rather than 
‘spontaneous’and content-contingentones.'^ 
... .Such reflectiveness may be facilitated by 
arrangements that overcome the monological 
seclusion of the act of voting in the voting 
booth by complementing this necessary mode 
of participation with more dialogical forms 
of making one’s voice heard” (1991:170). 
At the same time, the challenge for those 
concerned is to strive towards building 
institutions which are transparent and 
accountable to people.'^ 

In putting into practice an alternative 
institutional design, transformative 
movements have played and continue to play 
asigniticimt role. Transformativemovements, 
first of al I, affi rm the “pri macy of institutional 
reforms over the redistribution of wealth and 
income" [Unger 1987:433]. “By engaging 
people in conflicts and experiments required 
for the development of new institutions, the 
movements give them a focus of concern 
other than immediate redistribution. It thereby 
establishes a bond with ordinary working 
men and women stronger than the gratitude 
or love that people may be expected to show 
a pkernalist welfare state” (1987:433). 
Exploratory movements contain germs of 
‘d 5 -differentiation’ “beneath a politics 
reduced to administration, and on the periphery 
of a highly mobilised economic system” 
[Bebermas 1984:25] and offer a “more 
compictccxperienceof self-assertion through 
attachment than we can find in the everyday 
world of work and exchange” [Unger 
1987:431]. According to Kitschelt, “some 
residues of direct democratic practice persist 
in the self-transformation of contemporary 
social movements, even though in a muted 
and constrained way” [Kitschelt 1993:23] 
when direct democracy refers to the process 
where “actors discover their common 
objective in a communicative process of 
political deliberation” (1993:20). 

But prolif ration of critical social 
movements in advanced democracies does 
not mean that movementscan replace complex 
economic and political institutions. The 
emergent configuration in advanced 
democracies “indicates less a polarisation of 
different modes of participation and 
democratic decision-making than the 
opportunity for a new complementarity” 
(1993:28). Kitschelt helps us make sense of 
the contemporary predicament and possibility 


vis-a-vii institutions and movements; 

In advanced capitalist democracies, citizens' 
personal resources to engage in direct 
democratic practices have increased. At the 
.same time, die scope and depth of policy issues 
that give rise to discrete point decisions 
vulnerable to challenge by social movements 
appear to have increased... Advanced 
democracies face the problem not of replacing 
complex political and economic institutions 
with social movements but of finding way to 
accommodate spontaneity, individuality, 
enirepreneurship, and responsiveness in a 
bureaucratic and commodified society 
(Kitschelt 1993;281.« 

The challenge of building new institutions 
of democracy is nowhere more urgent than 
in the emergent transnational sphere. 
Democracy today is no longer confined either 
to the boundaries of the city state - as was 
the case in the first .stage of democratic 
transformation - and to those of the nation¬ 
state as it was the case in the .second stage 
of democratic transformation [Dahl 1989]. 
Democracy now is part of a transnational 
process since all societies are now part of a 
transnational world, characterised by the 
globalisationof theircconomies and polities. 
“7’be proliferation of transnational activities 
and decisions reduces the capacity of the 
citizens of a country to exercise control over 
matters vitally important to them by means 
of their national government. To that extent 
the government of countries are becoming 
local governments" (1989:319). The 
democratic idea must be “adapted to the new 
change in scale” (1989:320). For Dahl, “the 
must obvious is to duplicate the second 
transformation on a larger scale: from 
democracy in the national state todemocracy 
in the transnational state” [Dahl 1989], 

But the existing practice of democracy is 
still bound to the models of state-centne 
discourse. Ours is the ‘Age of Democracy’ 
and now there is a global euphoria about the 
emergent democratic spaces in the east and 
in the south. But “nations are heralding 
democracy at the very moment at which 
changes in the international order are 
compromising the po.ssibility of an 
independent democratic nation-state” [Held 
1991; 138]. Nation-states have usually been 
treated as self-contained units, but demociaiic 
theory and practice bound within the logic 
of the nation-state is incapable of preparing 
us to face the challenge of living in a 
transnational world. Democratic politics 
remaining fetishised, even fossilised, within 
theelectoral politics of the nation-state, offers 
outmoded statist solutions to the global 
contingencies - be it global warming or global 
terrorism. While “the very process of 
governance seems to be escaping thecaiegories 
of the nation-state” [Held 1991:147], “the 
state deploys... diverse set of objects to 
organise discourse” [Connolly 1991:210]. 

Connolly (1991) provides us a picture of 
the theatre of the nation-state playing out 
familiar responses to the contemporary global 
contingencies. The state receives a fund a 
resentment from those whose identity is 
threatened by the play of difference (such as 
represented by the terrorists and the welfare 
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underclass) and then construct differences as 
the dangerous ‘other’ to protect identities 
they represent. Thus, electoral politics in 
advanced capitalist societies become a 
“closed circuit for dogmatism of identity 
through translation of difference into threat 
and threat into energy for the dogmatisation 
of identity” (1991:210). This process of 
scapegoating and the late capitalist state’s 
culture of sacrifice is easily noticeable in its 
construction of terrorism and weifansm. The 
erasure of the external ‘other’ in the 
construction of terrorism coincides with the 
erasure of the internal ‘other’ in the 
construction of welfarism. Terrorism is now 
a global phenomenon which “challenges or 
supersedes legitimacy, explodes 
conventionality” (Aptcr 1987:42]. But the 
constmetion of terrorism in the discourse of 
the stale provides an easy excuse to both the 
state and citizens. The state protects its 
sovereignty and veils its inability to modify 
its action while the domc.stic constituencies 
are provided the .security of an agent of evil 
to explain the experience of danger. 
Construction of welfarism in the late-modern 
slate also creates a 'culture of sacrifice’ by 
constructing the welfare class as dependent 
and inefficient which “becomes a dispensable 
subject of political representation and an 
indispensable subject of political 
uisposability” [Connolly 1991:208]. It is in 
this context that there is a need to build new 
institutions that enable actors and governments 
to resolve global contigcncies which defy 
state boundaries democratically as well as 
address the so-called internal problems in a 
moral and universal manner.''' 

The inter-connectedness among societies 
and the rise of transnational processes, 
including global contingencies, which 
heighten the urgency of a global democracy 
has gone hand in hand with the evolution of 
social systems in the advnaced industnal' 
societies. Social systems have become 
increasingly complex now, with science and 
technology becoming crucially important in 
determining their scale and organisation. At 
the same time, the rise of the complex systems 
in all domains of our everyday life has made 
professionals will) expert knowledge of these 
complex processes important in not only 
managing these systems but also in 
determining theirde.stiny. But the increasing 
systemic significance of professionals has 
not been accompanied by any institutional 
effort to arouse moral consciousness within 
them, not to use their expert knowledge and 
power for exploiting the ordinary people who 
do not have such power and knowledge. In 
fact, apart from legislat'.on there has not been 
much.effort to subject professionals to a 
public scrutiny as a result of which 
professionals have become the new demigods 
in the present-day world. 

But the distortion that professionalism 
introduces in the work, of a democratic polity 
is no less, and in fact more dangerous, than 
the factor of economic inquality. However, 
the existing practice of democracy has not 
taken adequate steps to come to terms with 
this threat to democracy. As Dahl cautions us: 


“...I am inclined to think that the long-mn 
prospects for democracy arc more seriously 
endangered by inequalities in resources, 
strategic positions, and bargaining strength 
that are derived not from wealth or economic 
position but from special knowledge"[Dahl 
1989:333]. Now important policy issues are 
so complex that not only the government 
seeks the help of the professionals to come 
to a satisfactory and convincing judgment but 
also the ordinary citizens Ihem.selves who 
“no longer understand what would best serve 
their interest” (1989:337). In the context of 
the complexification of not only social systems 
but also the is.sues which affect the actors of 
these systems the uncritical advocates of 
democracy have to recognise the gap in the 
existing practice, since “complexity threatens 
to cut the policy elites from effective control 
by the demos” (1989:335). 

Thus, the challenge of institutional 
reconstruction at the contemporary pha.se of 
democratic transition is immense and our 
creative response would determine whether 
the contemporary democratic transition is 
going to be ephemeral or endunog."" 

ClIAl.LENCiF OF SCLF-TRANSFORMAnoN 

The common sense that moral quality of 
citizens and their enlightened understanding 
iscrucial to democracy becomes an imperative 
when we reflect upon the complexification of 
social systems. The complexification of social 
systems at the contemporary juncture is pan 
of what Darnel Bell (1973)called twodccades 
ago 'the coming of a post-industrial society’. 
Post-industrial societies are characterised by 
the proliferation of what Roger Benjamin 
(1981) calls ‘collective goods', which requires 
an ability within the citizens to overcome the 
temptation to be a' free rider' and to contribute 
meaningfully towards their creation, 
maintenance, and appropriate imagination. In 
fact,an ‘enlightenedunderstanding’ ’onthe 
part of the citizens is es.sential to the idea of 
the common good. The same challenge for 
enlightenment and self-transformation seizes 
us when we arc confronted with the need to 
expand democracy, for example, to a 
transnational universe, as discussed before." 

Thus it is not enough just to reiterate the 
fapiiliar themes of citizens and civil society 
but to ask what is the model of man woman 
that underlies the aspired for citizenship in 
a democratic polity. If democracy, as Alain 
Tourainc argues, “is not just a competitive 
market; it implies the ability of each individual 
to act as a citizen ’ [Touraine 1991:261 j then 
the question that is often ignored is what is 
the model of citizenship that underlies the 
discourse and practice of democracy’.^ Here 
It is important to realise that models of 
citizenship differ from one model of 
democracy to another. While liberal democrats 
look at citizens as “self-regarding individuals 
who expcnence political involvement as a 
burden to be delegated to a spcciali.scd group 
of professionals", organisational democracy 
looks at them as “other-regarding and 
therefore contributing to mass-parties” 
[Kitschelt 1993:20]. But it is only in the 
framework of a direct democracy that a new 


model of citizenship is promoted wheq 
citizens are viewed as “other-regarding [bu 
at the same time] involved in politics as ai 
opportunity for self-realisation and self 
transformation, not as a burden on one', 
time and energy" [Kitschelt 1993]. 

In diicct democracy “an alternatiw 
definition of the spirit of the constitutioi 
emphasises an ideal of personality am 
p.sychological dynamic” [Unger 1987:575] 
For Unger, “the citizen of the cmpowerei 
democracy is the empowered individual. Hi 
is able to accept an expanded range of con flic 
and revision without feeling that it threaten 
intolerably his most vital material and spintua 
interests” (1987‘579). What makes hir 
participate in struggles is not just the urg 
to improve “the material circumstances of hi 
life but nature and structure of groups li 
which he belongs and even his prc-cxistin; 
sense of personal identity” [Unger 1987]. A 
the same time, the citizen is prepared fo 
renunciation and has “learned the secret o 
how to be in [conflicts] but without bein 
entirely of them” (1987:579). But ihi 
perpetual readiness for renuneiation is nc 
perceived as a sacrifice by the citizen nut o/il 
because of “the guarantee of immunity affoi 
ded by a system” but becuase of a spiritui 
commitment to transformation. In the word 
of Unger: “It:, higher spiritual significanc 
consists in the assertion of transcendence a 
a diurnal context smashing” [Unger 1987 
But the citizen renounces not to mak 
himself a hero but to give herself moi 
meaningfully in this world, conceptualised a 
a perpetual celebration of the saerifice c 
creation."* An urge to share rather than t 
dominate rescues him from the vicariou 
pleasure and danger of “the aesthetic c 
empowerment” [Unger 1987:584]. It als 
frees him from the “corrupting associatio 
with the cult of leaders and of violence” sine 
his “driving force is the desire to dojustic 
to the human heart, to free it from indignil 
and satisty its hidden and in.sultcd lungin 
for greatness in a fashion it need not b 
fearful or ashamed of (1987:585).“ 
The ideal citizen is able to resolve tf 
dualism between individual and collectis 
rationality and embody in his transformatn 
striving the moral resource of reciprocit; 
But this requires a change in the way we thir 
of actors, institutions and discourse. Tf 
standard route here is one of Jualisn 
reduction and fixation and if ‘reciprocity’ 
the ideal and also the saving language the 
wc would have to go beyond a reduction! 
view of the relationship between individu 
and institutions, self and the other. Tl 
challenge is no less than to work out 
transformative view of the sell. In terms i 
political theory the task is to realise that 
theory of discourse, when discourse t 
definition means only those utterances whic 
have political significance, is not a theory 
self-transformation^' and the languageof net 
is inadequate to describe the moral topograpi 
of the self. Democracy is not an instrumcni 
mechanism to satisfy human needs, whi 
these needs themselves have been let loo 
from the beginning to be limitless, but 
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<pr()ccss of cultivating a more meaningful and 
-caring self, where the development of the 
'individual becomes a precondition for the 
development of society.'’ 

■^Widemng the Universe of Discourse: Self, 

I Other and Bevond 

In widening the uni verse of democracy the 
■starting point is a retlcction of seif, which 
' stri ve.s to pul food and freedom, and the local 
land the global in the same space of 
transformative strivings. The challenge here 
■ is to start with an alternative account of the' 
I self, not simply as a locus of desire, utility. 

' and interest butas aseekeroftransformation. 

1 But “providing an alternative account of the 
I self, however, has so far proved more difficult 
i than critique. Part of the reason is that 
i expansive democratic theones also suffer 
I from underdeveloped assumptions about 
ithe self’ [Warren 1992:11; emphasis 
i added].” Thus, we have to have a Irans- 
I formative view of the self in order to widen 
V the universe of democracy. This is possible 
; only when we take (he moral and spiritual 
f dimension within the .self (which is usually 
d conceptualised as a mere functional role and 
r a sociological individual) seriously and try 
c tocultivatcitthroughourindividual strivings 
ti including our conduct in the public sphere, 
r Thus, democratic theory and moral theory 
a have to be relinked. As Warren argues; 
f . .1 assume that a de.scription ot the .self in 
i terms of interests can be redesenbed in moral 

( lei ms. 111 this way linking democratic and 
j moral theory. This is because scIl-identity 

includes idc.il reprcsentutiuiis of the self to 
' .sell, anchoiiiig a person’s cunception of their 
^ interests in a moral repi csentation of who they 

* would like to be( ITO. 17). 

( 

, DenuKTUcy, Self and the Idetd Representation 
( of the Scheme of Becoming 

1 Thus, the ideal representattcui of our scheme 

of becoming is important here Impoitant 
also here is a characteristic of the self, which 
' .seeks to and has the courage to he. and has 
I the capacity to distinguish values Irani 
' appetites and interest. Democratic theory is 
' now in need of atransfonnalivc self, and this 
< we find in the work of Mahatma Gandhi. .Sn 
' Aurobindo. G C Pandc. and Charles Taylor 
' among others. G C Pande argues that “it is 
I only a self which is conscious of its ideal 

• universality that can distinguish value from 
appetites, pleasures, and selfish interests and 
can become the moral .subject It is the notion 
of the ideal self which is the source of the 
moral law on which .social unity and cohesion 
depend” [Pande 1982; 113). For Gandhi, the 
self is characterised not only by the political 
and economic dimension but also by the 
J/wnni'cand.rnrvrtgra/iicdimcnsion. It is this 
moral dimension within the self, with its 
desire for truth, that democracy must put it 
at the centre of the social system, as it must 
helpdevelnpthi$dimension.Gandhi’s]ioIitical 
practice of satyagiaha, civil disobedience and 
attachment to non-violence provides help in 
expanding Ihc universe ot democracy and 
anchoring it in a truth-seeking moral sell, 
which IS courageous to fight evil in a non¬ 
violent manner. For Gandhi, “the highest 


moral law is that we should unremittingly 
work for the good of mankind...” [quoted 
in Pantham 1989]. Such practice of the self 
is neither a reiteration of theexisting opposition 
between self and other nor a submission of 
the self to the appetite and ego of the other. 
As Pantham interprets the Gandhian agenda 
of emancipation: “unlike the cultural relativists 
who assert and cling to the radical essential 
separateness or otherness of the to-be- 
colonised Other from the ethnocentric- 
imperialist self.Gandhi baseshisemancipatoiy 
struggle of satyagrahaon apost-liberal/post- 
rchitivist conception of the human 'self, 
namely, self that is hermeneutically implicated 
with other selves” [Pantham 1989:15].” 

In this search fora hermeneutic selfCharles 
Taylor (19K'>) provides us probably one of 
the rare modern accounts of the work ol the 
self as an agent of critique and construction. 
Fur Taylor, a moral and a spiritual intuition 
charactcri.scs the work of self and when we 
reflect upon ‘the self in moral space’ “the 
sense that human beings are capable of some 
kind of higher life forms part of the background 
tor our belief...” |Taylor 1989:25]. Self 
provides us an identity and to work on self 
IS to know what one is.” The moral space 
of the self is a space of orientation, having 
a “crucial set of qualitative distinctions", 
which tells us that “some action, or mode 
of life, or mode of feeling is incomparably 
higher than the others which are more readi ly 
available to us” (1989.19). 

Ronald Ingichart’s (1990) description of 
-theculture shift in advanced societies around 
the axis of the emergent postmatcriai values 
and Anthony Ciddens’ (1991) work on self 
and society in the late modem age provide 
us some engaging descriptions to relate these 
ideas ol self to Ihc agenda of a desired 
demiK'ratic politics. Giddens stresses that 
“the self in high modernity is not aminimalist 
self...” [Giddens 1991:181]. For Giddens, 
“the reflexive project of the self generates 
programmes of actualisation and ma.stcry," 
which IS manifested, among other things, in 
Ihc choice of a particular lifestyle and 
participation in new social movements 
(1991:9). The reflexive project of the self, 
“which consists in the sustaining ol 
coherent, yelcontinuallyrevivcdbiographical 
narrati ves" is not an “extension of the control 
systems of modernity to the self’ but a 
project of moral choice and transformative 
seeking, which gets manifested in the actors’ 
pariicipatinn in transformative movements.” 

In this context, Giddens speaks of “the 
emergence of life politic.s” (1991:209). 
Giddens argues that life politics is a politics 
of choice - ‘a politics of lifestyle’ rather than 
‘a politics cTlife chances’ (1991:214). It is 
a poliiicsof self-actualisation where the power 
that defines the field is not hierarchical but 
generative.” Life-politics brings to the fore 
“problems and questions of moral and 
existential type” because it centers on “how 
we should li ve our I i ves in emancipated scKial 
circumstances" (1991:224). In this context, 
Giddens urges us to lake note of 
the significance of ‘new forms of religion 
and spirituality’, which “represent in a most 


basic sense the return of the repressed, since 
they directly address issues of the moral 
meaningofexistence whichmodeminstitutions 
so thoroughly tend to dis.solvc” (1991 ;207). 

The reflexive mobilisation of the self that 
is at work m life politics is different from 
the opposition between the Self and the Other 
as manifested, for instance, in familiar models 
ofemancipaiory politics. Whileemancipatory 
politics is usually a politics of negation, life 
politics “is aimed not at reducing the negativity 
of otherness, as embodied in the colonial, the 
subaltern, the prisoner, vis-a-vis the 
mainstream, but to ‘liberate’ the mainstream 
from Itself’ [Apter 1992:162]. The task here 
is to simultaneously criticise the Self and the 
Other, thus going ‘beyond emancipation’ and 
realise the dialectic between Ihedimcnsion of 
dichotomy and the dimension of ground in 
the agenda of transformation [Laclau 1992].” 

Beyond Emancipation and Challenge of 

Freedom 

The agenda of democracy is an agenda ot 
freedom [see Dahl 1989]. At the same time, 
thcdiscourscofliberal democracy, especially 
in its current manifestation of libertarianism, 
is based upon a narrow view of I rccdom, and 
haunted by the problem of dualism. Ii has 
not addressed the question ol the meaning 
of freedom as an objeci of transformative 
seeking. The work oflsiah Berlin and Amartya 
Sen has made us aware of Ihc distinction 
between negative freedom and positive 
freedom (Sen 1989]."' But even m Amartya 
Sen’s continued quest for Irccdom, the 
spiritual dimension of hecdom has not 
received enough attention The dualism 
lictween negative and positive freedom is still 
a problem even in Amartya Sen, and there 
IS a need to transcend this dualism at some 
level in order to be able to meaningfully 
imagine the agenda of democratic trans¬ 
formation. By having a view of freedom as 
a spiritual process of transformation and the 
agent of freedom as a transformative sc!’’, 
which begins with self-control'" of one's 
lower self and cullivalion of one’s higher 
self, can we go beyond good and evil, posi¬ 
tive and the negative? For instance, Sri 
Aurobindo (1950) argues that standn'ds of 
conduct and the practice of freedom must be 
anchored in a spiritual plane where the goal 
of freedom is not only to have the freedom 
to choose but also to transform our needs 
and desires. A spiritual seeking also helps 
us discover the ‘secret godhead within us’, 
a discovery that helps us create a universal 
ground within us where the social distinction 
between individual and thccollective, negative 
and positive freedom get a new frame of 
reference for criticism and transcendence 
even if it does not get out-rightly dissolved." 

OrMOCRACY ANO SpIRmiAI-TlIANSRORMATION 
OF Sei.f AND Society 

The spiritual challenge of freedom is one 
of transcending the opposition between self 
and other, and creating communities of 
discourse and practice where both can live 
as seekers of freedom. In fact this act of 
creation of communities is itself a spiritual 
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act. The challenge here thus is as much for 
religion as for democracy. While in religion 
the challenge is to revise that the con¬ 
temporary compctiti ve existence "that di vides 
what is to be a man and a woman, a white 
or a black, is a form of human suffering” 
[Bellah et al 1991:210], in terms of actual 
challenges for the theory and practice of 
democracy it means looking at it primarily 
as a mode of paying attention [Bellali et al 
1991). Democracy means paying attention to 
the needs and care of the .self, family, 
neighbourhood, communities, country, man¬ 
kind and the mother earth. “Attending means 
to concern ourselves with the larger meaning 
of things in the longer lun, rather than with 
short-term pay offs” [Bellah et al 1991 ]. Fot 
Bellahetal, channel-flipping.TV watching, 
compulsive promiscuity, and alcoholism is 
a Inrm o( distraction while spending time 
with one's spouse and children, and repairing 
the broken car of a neighbour is a form of 
attention.'’ Bellah et al make it clear that we 
must understand this plea for attention in the 
normative sense. In their words; 

. as in the religious examples, we mean to 
use attention nomi.ativcly, in the sense of 
'inintlfulncss’. as the Kuddhisis pul it. oi 
opennes v iii the letuiinf;:, of God. as the qiiakors 
say. On the face of it. it may seem haul to 
tell the ditferenee between attention and 
obsession. But ;ik wc shall u.se the tenn here, 
attenlion implies an openness to expenence, 
a willingness (o widen ihc lens of apprceiation 
that IS appropriate, and this obsession is 
incapable of doing. Ob.sessive 'attention' in 
this normative sense is not attention at all but 
distraction, an unwillingness to he genuinely 
aitentive to surrounding reality |iU91 256, 
emphasis added | 

But this alicntiuii to the self and surrounding 
reality is hard to see in a democratic society 
such as contemporary American .society. In 
the words of Bellah el al. “Americans have 
pushed the logic of exploitation about as tar 
as it can go” (1991:271) This is manifested 
in addiction to conspicuous consumption 
where goods take precedence over man and 
God as objects of attention, the rise ol 
homelessness and in the decadence of the 
built environment of the cities.” 

In this context of dislocation, distraction 
and despair Bellah et al pleaded for a politics 
of gcnerativity and a pattern of cultivation. 
For them, ‘‘the major problems that come to 
light require the virtue of gcnerativity to solve 
- indeed, a politics of gcnerativity. The most 
obvious problem is the perilous neglect of our 
own children in America: levels of infant 
mortality, child poverty, and inadequate 
schooling just as at ot near the bottom in these 
rcspccisanuing industrial nations" (1991:274) 
A pattern of settlement and culti-vation is 
interested in creating communities. As Bellah 
and his colleagues say; “A pattern ol 
.settlement and cultivation allows not only the 
nurturing of ethnic and racial cultures within 
communities of memory but an open inter¬ 
change of learning between such communities, 
a kind of global localism” (1991:275). 

This concern for attention isdiffcient from 
a preoccupation with cither money or power 
as the ultimate measure of life. It is also 


different from a clinical preoccupation with 
whether one’s own country would continue 
to remain number one in the new global 
environment. Here a genuine (ransiiatioiuil 
spirit must be the guide for action, reflection, 
and intervention.” Johan Galtung (1980) had 
argued long ago that transnational politK s i.s 
a politics of indivkliial human beings 
Widening the universe of democracy means 
making a move towards both sides: towaids 
the supranational collectivities as well us 
towards one’s reflexive .self which is not 
hounded to the dogmas of social roles and 
statist citivcn.ship. and which has the capacity 
tocriticisefamiliarinstitulionsandtnrnthcm 
mti) i.slands ot problematic justice [sec Giri 
199.)a; Habermas 1990a j. Bellah’ s agenda ol 
democracy as paying attention and a pattern 
of cultivation falls in line with the argument 
of this papci that self-transformation is the 
key issue while coming to terms with the 
challenge ol democratic transition and the 
complcxification of .social systems. It is a 
spiritual awareness that can make profes¬ 
sionals treat other citi/.cns as human beings 
and with dignity .and respect. It is a spiritual 
awareness that provides us ‘freedom from 
lear’ in the comext of the all-pervasive ‘tear 
ol freedom’ and help us realise what Aung 
.Sun Kyi says “It is not enough merely to 
call forfrceclom.dcmocracy and human rights. 
There has to he a united determination to 
pciseverc in itic struggle, lo make sacrifices 
111 (he name ol enduring truths, to resist ihe 
corrupting mriucnces of desire, ill-will and 
tear" [Kyi 1W1:153[. It is this awareness 
which IS crucial to huild solidarity and ‘dc- 
diflcreiiliation'jBcck 1992;HahenTnis 1984| 
in the infinitely differentiated bul lightly 
integrated regime of the system worlds. It is 
the discovorv of the miiversal self within 
oneself and the inner gotlhcad that is essential 
to build a iiansnational democracy. Thus, 
scit-transiorniationisthckcychallengcinihe 
face ol the current democratic transition and 
evolution of social systems. Bellah and Ins 
colleagues lx;st articulate this challenge lor us- 

We tan indeed by genuinely lo attend lo the 
world around us and to the meanings wc 
discover as we interact with dial world, and 
hope to iculisc in our experience lhal we uie 
part of a universal community, making .sense 
of 0111 b ves as deeply conneticd to each olbei 
As wc enlaige our attention to include ibe 
natural universe and the ultimate ground il 
expresses and from which it tomes, we 
arc sometimes swept with a teeling of 
th.-inklulncss. of grace, to tie able lo pailici- 
pate in a world that is both terrifying and 
exquisitely beaiilifiil. At such inomenls weteel 
like celebrating the joy and mysleiy we 
purlicipale m 'Ibe impulse towards targei 
meaning, thanktulncss, and celehratuin has to 
have an institutional form, like all the olhei 
ccntial organising tendencies in our lives, so 
that wc don't dissipate ti in purely piivaie 
sentiment | Bellali el nl 1991] 

Notes 

(This IS the revised version of a paper presented 
al the national seminar on “Schools for Life and 
Ihe Challenges of Tomorrow” at Tnvandium. 
organised by Mitianiketnnaiid Danish folk High 
School Association in September. 199,J ) 


1 Political scientists l-'riuices Fox Pivcn and i 
Richiiid A (Tlowuid (1988) make Ibis ■ 
oh.servuUoii atioul the voting pattern m 
.'\metic.in prestderiiial elections. 

2 As Unger argues, on a l.iige-scale market 
mstiiulii'iis leave a ‘'restricted numher of 
people w ith a dis|iroportionate influence over 
the flow.sol invesimcnldeeLsions'' while on 
a small-scale the.se undermine freedom by 
“generating and permitting inequaluie.s of 
wealth that reduce some people to effective 
dependence upon others "[Unger 1987.483). 

3 Uncci develops his idea of rotating capital 
lundihus. 

The ullimntc capital giver is a social capital 
fund controlled by the decisional centre of 
the empoweied democracy: the p,irty in office 
and the .supporting i epi esenlali ve assemblies. 
The ultimate c:tpilal takers arc teams of 
workers, technicians, and eiitrepreneurs, who 
make Icmiporary and eondibonul claims upon 
divisible poitions ot this social capital fund. 
The central capital I und does not lend money 
out directly to the primary capital users. 
Instead, il allocates resourcs lo a variety of 
scmi-independent mvesimeni funds Each 
investment fund specialises in u sector of the 
economy and in a type of investment The 
central democratic insliluhons exercise their 
ultimate control over the forms and rates of 
economic accumulation and inconie distri- 
hniion by cslahlisliing these lunds or by 
closing them out. by assigning them new 
inlusiuiis of citpilal or by taking capital away 
Il om Ihein. by charging them mteresi (whose 
payment rcpiesenis the nia|or source ol 
govemmcnl.ii finance ). and. nuisl importantly, 
hy selling the outer limits of variation in the 
teims on which the cunipelmg investment 
funds may allocate capital lo the ultimate 
capital lakers. The investment funds may take 
resources away from one aiiothei thus fonmng 
in el left f nunpelilivc l aptlal market, whose 
opeialions arc al.so oveiseen hy Ihe central 
lepresentative bodies ol domoeraey [Ungci 
1987-4161 

4 DavidOsbomell9K8)hasdescnbcdseveial 
cxpeiiincnls in the United Slates to make 
govs’iniiientsonqiebtive luid fulfil us social 
obligation more ellicienlly [also see Gin 
199 te: Osborne and Gaeblei 19921 In this 
context, v. h.it (J'Donnell writes deserves our 
aitcntion 

There is no quesuon that in most newly 
demoeraliscd countries the stale is loo big, 
and that this leads lo numerous negaiive 
consequentes Bul.intfiisioniexi.ihcanionym 
of big IS not small bul lean, • e, an elfeclivc 
und less weighty set of public organisations 
lhat IS capable of creating solid roots for 
democracy. for progresi-ivcly solving the mam 
issues ol siK'ial equity, and for geneialing 
coiiililions for lates of economic giowth 
suitable for sustaining Ihe .idvances in areas 
ol both democruev and social equity 
10’DonncU1994 |th8i 

5 In the words oi Apicr “I'hcoldinstilulion.'ilists 
used law as art analytical discourse, both as 
hisioi y and system Democracy, the systemic 
altcrnkive loarlnirary power, consisted oflaw. 
puriicipation. and accoiiiuahility. so fashioned 
to produce a moving equilibrium in the 
political sphere piu allei lo the moving equili- 
mum in the economic” |Aplcr I99|- 4(i7). 

6 In his words. “The denial ol liberal rights 
lo (mostly but ntu exclusive’y) the poor or 
otherwise deprived seclions is analytically 
disimet fi om, and heai s no necessary relation 
lo vat ions degrees of social and economic 
dcmocratisalion But, empiiically, various 
forms of discriniinalion of extensive poverty 
and their correlate, extreme disparity in the 
distribution ol (not only economic) resources, 
go hand in hand will) low iiitensity cili/enship 
fills IS ihe essence of the social-conduiuns 
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necessorv for the exercise of cilixenship” 
[0’Donclll99.5.l36l], 

7 For Unger, “the thcory'of immunity rights 
rests, in part, on thccmpiricui hypothesis that 
freedom from violence, coercion, .subjugation, 
and poverty... enters into people’s ordinary 
conception of essential security. These goods 
are rivalled in importance only by the more 
intangible .sense of being accepted by other 
people as a person, with a place in the 
world" [Unger 1987.524] 

8 In the words of Lechner: “Latin American 
society becomes a ‘two-thirds’ society, with 
the remaining third of the population 
unemployed and living on what is cast off 
by the rest" jLechner 1991:542]. 

9 I owe this point of introducing the concern 
of human nghts into the f uncuoning of com¬ 
munities to a discus-sion I had with B D 
Sharma, a tireless champion of the cause of 
the tribals and tla: downtrodden of India and 
the author of The Webs of Poverty, in March 
1992 in Delhi. 

10 Here it is worth remembenng the seminal 
work of Anthur E Morgan, one of the most 
engaging advocates of community in modern 
times It is no wonder that Morgan who 
pleaded for creation of communities in 
complex industrial societies also pleaded for 
understanding the significance of a longer- 
time hon/on. 

11 But Whitehead himself makes clear that 
“public morality is by no means reducible 
to religion" [Whitehead 1993a: 1248) 

12 Offc and Preuss tell us what they mean by 
reflective preferences: “By reflective prefer¬ 
ences wc mean preferences that arc the 
outcome of a conscious confrontation of one's 
own point of view with an opposing point of 
view, or of the multiplicity of viewpoints that 
the citizen, upon reflection, is likely to 
discover within his or her own self” [Offe 
andPrcu.ss 1991:170]. 

13 For instance. Whitehead believes that if 
in.siitutions arc “soundly based, with high 
professionalism and good standing in the 
society, le. ‘transparent’ and ‘accountable’, 
then they may serve to absorb and even 
reconcile clashes’ ‘between economic and 
political liberalisation' ” In the word:> ot 
Whitehead' “Two ot the most vital areas for 
liberal insbtulion-building are the legal sy.stem 
and the apparatu.s of economic management 
Both of these are often severely af fected both 
by economic disorder and by authoritarian 
abuse. If the process of economic and poli iical 
liberalisauon is to become routintsed these 
institutions will have to be reformed and 
reorganised to provide the necessary continuity 
and support" [Whitehead I993b:1386]. 

14 Unger also makes a similar argument when 
he writes, “Empowered democracy attempts 
instead to change the relation between ItU'ge- 
scale, inclusive institutions and non-institu- 
tionaliscd collective acuon. to make the former 
into a more congenial home for the latter. 
The closer the movementcoines to its moment 
of power - and therefore also to its hour of 
institutional definitions - the less room there 
is fordi.screpancy between means and ends" 
[Unger 1987-173-74) 

15 Here I draw upon the arguments of Habermas. 
While discussing the problem ol poverty 
within a country and incquali ties between the 
North and South, Habermas argues, “a 
dynamic self-correction cannot be set in 
motion without introducing morals into the 
debate, without universahsing interests from 
a normative point of view" [Habermas 
1990b 20] 

16 A contemporary critic helps u$ understand 
this and go beyond the euphoria and illusion 
in the wall streets' “In the contemporary 
world, the Joyful celebration of the advcni of 
democracy must be complemented witli the 


sobcrrecognitionoftheimmenseland.iwleed, 24 
historically unusual) difficulties its institu¬ 
tionalisation and Its rmiting in society must 
face... In addition, there are no immanent 
historical forces which will guide the new 
democracies toward on institutionalised and 
represenuitive form, and to the elimination 
of their brown areas and the manifold social 
ills that underlie them. In the lung run, the 
new dcmociacics may split between those 
that follow this felicitous course and those 
that regress to all-out authoritarianism. But 
delegative democracies weak horizontal 
accountability, schi/ophremc states, brown 
areas and low-intensity citizenship are part 
of the foreseeable future of new democracies" 
[O’Donnell 1993:1.367). 

17 Here what Mark W arren argues deserves our 
attention 

PMu material goods present unique op¬ 
portunities for self-transformation when 
(ompared with other goods Although they 
arc inherently conllictual and do not depend 
on commonality for their value, they can 
only be gained through common action 
Combing with expanded democracy, tliis 
characteristic presents individuals with 
opportunities to change the way they make 
trade-offs between individual and public 
material goods, as well as to discover 
other, non conflictual goods associated with 
the common deliberation and action that 
public giKids require [Warren I9'>2'2I, 
emphasis added). 

18 However, such an agenda of moral criticism 
and sclf-transfoimatron has been peripheral 
to the discourse of modern democracy since 
It was preoccupied with supplanting the 
medieval hero-worship and collectivism with 
people's verdict and individualism without 
thinking deeper about the nature of the person 
who IS suppo.sed to be at the centre of the 
drama of democracy, not simply as a viewer 
butprimarilyasanactor[seeAdo 1984) But 
Warren argues that “transformations of llie 25 
self arc important for expansive demiwrats 
because they view democracy as justified not 

so much because it allows maximisation ol 
political wanLs or preferences ns because it 
maximisesoppoiluiii ties for self-govemaiice 
and self-development" (1984:11). 

19 Here I have in mind Rabindranath Tagore's 26 
line. Jugate Aiiandajagye Anutr nimantrona 
meaning “I am inviti^ to the world of the 
sacrifice of Aiianda (pleasure)" 

20 David Harvey (1989) cautions us against 
aeslheticisatioti of politics. 

21 1 owe this argument to Mark Warren (1993), 

22 As Warren argues; 

Fortunately, the self-transformation thesis 27 
requires only a very weak theory of needs. 
one that focuses on the general functional 
requirements of the self [what Aniartya 
Sen calls ‘functioning’ and ‘capability’ [ in 
relation to classes of goods that would 
satisfy them This is because democratic 
theory is not a theory of welfare (although 
there are essential welfare requirements) 
but a theory of choice, public decision 
making, and self-governance A stronger 
account of needs is unnecessary and 28 
undesirable, since the point of expansive 
theories of democracy is to recommend 
instiiLitional arrangements under which 
individuals develop control over their own 
need articulation.. [Warren 1992-16; 
emphasis added). 

23 The same problem ol underdeveloped accoi ints 
ot the self haunts even anthropology and 
cultural studies even when they self-con¬ 
sciously want to be sel f-cntical and transform 
themselves into critiques of culture. For 
instance, in anthrojiology the champions of 
self have not been able to go beyond the 
liberal-bourgeoisie model of individualism 


In4he svord.s of Ponthom: 

The satyagrahis regard their initial truth- 
claims as well as lho.se of their ^ponents 
or oppressors to be relativistic. 'They then 
go through a rigorous discipline of her¬ 
meneutically testing the truths of the rival 
claims. The discipline of satyagralia 
includes hermeneutical and dialogic 
interpretattonsof the competing truth-claims 
and a set of actions based on the refusal 
to do harm even to one's opponents. These 
actions include self- purification and self- 
suffering, the vow of ahimsa, showing love 
and charity or doing good to the opponents, 
etc. In this way, for the satyagrahi, truth- 
seeking is not a mere attempt to secure 
a mirror copy of some out-ttiere object. 
The attempt is rather to transgress the 
relativity of their initial truths as well as 
that of their opponents and thereby to mo ve 
on to a post-relativist plane of truth. In this 
transgressive move from relativism, there 
IS no submersion of the individuality of the 
satyagrahi. It is also not a passive or 
quietest stance. It is rather a hermeneutical 
movelPanthom 1989:14) 

RolphTemplin, writing about dciiiiKracy and 
non-violence nearly 30 years ago, also 
acknowledges the signal conhibution Gandhi 
has made to modcni man’s search foi truth 
and says' 

In the West, to experiment with truth is 
now praciically unheard of or, at any rate, 
not regarded as scientific. It is this lack 
in western science that has given ihe 
phenomenon of Gandhi‘s life, movement, 
experiments and death their special 
significance against the western backjpomid. 
Future historians may rcgaidGaiidhi as ihe 
most consistent pursuer ol his age of the 
truth which makes men free, and the most 
valiant experimenter with trulh in the 
greatest of all laboratories. Ibe human 
conitiiuniiy jTcmphii 1965' 192) 

In the words of Taylor “To know who you 
arc is to be oriented in moral space, a space 
in which questions arise about what is good 
or bad, what is worth doing and what is not. 
what has meaning and importance for you and 
what IS trivial and .secondary" [Tayloi 
1989-28) 

In the words ol Guldens “It becomes more 
and more apparent that lifestyle choices, 
within the settings of local-global 
inteaelationships, raise moral issue.s which 
cannot simply be pu.shcd into one side .Such 
issues call for forms of political engagenieni 
which ine new .social movements both prc.sage 
and serve to help" [Giddens 1991'9.) 

Ill Ihe woids of Giddens. "life politics is the 
politics of a reflex I vely iiiobi 1 i sed o -dcr - the 
system of late modcinity which, on an 
individual and collective level, has altered Ihe 
existential paianietcis of social activity It 
is a noliiics of .sell -actualis.itioii in a refle- 
xively ordered environment, where reflexi- 
vity links self and body to system.' of global 
scope. In this arena of activity, power is 
generative ratlier than hierarchical ’ [Giddens 
I99l'9| 

As emancipatoiy politics has shown us the 
significance of the particular and negation, 
now life politics must enable us to have a 
ground where we are concerned with “the 
desti ny of the universal” [ Laclau 1992' 132]. 
Laclau helps us make sense of the challenge 
of the ground against the backdrop of 
modernity 

If, on the one hand, modernity started by 
strictly typingreprcsentahtlity to knowledge, 
the coiisti tiiti ve opaqueness resulting from 
the dialectic of emancipation involves not 
only that society is no longer tran.spareni 
to knowledge, but also - since God is no 
longer there to substitute knowledge by 
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revelation - that all representation will be 
necessarily partial and will take place 
against the background of an essential 
unrepresentability. On the other hand, this 
constitutive opaqueness withdraws the 
ground which made it possible to go beyond 
die dialectic of incarnation, given that there 
is no longer a transparent society in which 
the universal can show itself in a direct 
unmeditated way. But again, as God is no 
longer there, ensuring tivough his word the 
knowledge of a universal destiny which 
escapes human reason, opaqueness cannot 
lead to a restoration of the dialectic of 
incarnation either. The death of the ground 
seems to lead to the death of the universal 
and to thedissolulion of social singles into 
mere particulansm (ibid: 131 -132^ 

It is probably for this reason that Laclau 
concludes his engaging account of beyond 
emancipation with the following plea; 

We are today coming to terms with our own 
fmitude and with tlw political possibility 
that it opens. This is the point from which 
the potentially liberatory discourses of our 
post-modern age have to start. We can 
perhaps say that we are at the end of 
emancipation and at the beginning of 
freedom (ibid: 137; emphasis added). 

29 For Sen, enhancing the ‘functioning and 
capability* of individuals is an engagement 
in positive freedom, while preoccupation 
withone’s individual rights and security alone 
is an iastaiKc of negative freedom [Sen 1989]. 

30 It has to be noted that no less a person than 
Joseph Schumpeter speaks of the significance 
of democratic self-control. It is important to 
read Schumpeter when he writes: “It is 
easier for a class who.se interests are best 
served by being left alone to practice 
democratic self-restraint than it is forclasses 
that naturally try to live on the state” [quoted 
III Whitehead 1993a: 1253). 

31 Again the following long extract from Sri 
Aurobindo may clarify what 1 have in mind 
when I speak of the spiritual dimension of 
trecdom’ 

all conduct and action are part of the 
movement of a power, a lorce infinite and 
divine in its origin... This power is leading 
towards the Light, but still through the 
ignorance. It leads man first through his 
needs and desires; it guides him next tiirough 
enlarged needs and desires modified and 
enlightened by a mental and moral ideal. 
It is preparing to lead him to a spiritual 
realisation that overrides these things and 
yet fulfils and reconciles them in all that 
is divinely true in their spirit and puiposc. 
It transforms the needs and desires into a 
divine will and Anunda. It transforms the 
mentalandmoraliispiralionmtoihemiwers 
of truth and Perfection that are beyond 
them. It substitutes for the divided training 
of tlie individual nature, for the passion and 
strifeof the separatecgo.thecaliii.profuund, 
harmonious and happy law of the uni- 
versalised person within us. the central 
being, the spirit that is a portion of the 
supreme Spirit... This is the high realisation 
ill front of all our seeking and striving, and 
it gives the sure promise of a perfect 
reconciliation and transformation of all the 
elements of our Nature. A pure, total and 
flawle.ss action is possible only when that 
is effected and we have reached the height 
of this secret Godhead within us [Sri 
Aurobindo 1950:193-94; emphasis added). 

32 As Bellah et al argue: “For we have not 
experienced the potentialities of ourselves 
and our relationships, and so we have not 
reaffirmed ourselves in the larger contexts 
that give our lives meaning. If. after a stres¬ 
sful day, we can turn our attention to somethi ng 
that is mildly demanding but inherently 


meimingful - reading a book, repairing a car, 
talking to someone we love, or even cooking 
the family meal - we ore apt to find tlut 
we are ‘released’ ” [Bellah et al 1991:255). 

33 In the words of Bellah and his colleagues: 
“The record of city growth (in the US) over 
the lost half-century graphically demon¬ 
strates that withoutsustaining institutions that 
make interdependence morally significant, 
individual attention becomes fragmented in 
focus and limited in scope. Vast social 
inequality is rendered invi.sible by residential 
separation, and an often shiKking indiffer¬ 
ence to human misery and environmental 
degradation goes generally unremarked” 
[Bellah ctal 1991:268). 

34 As Bellah c( al argue: “The whole argument 
about whether the United States is in decline 
or is as strong as ever is also besides the point 
and fundamentally distracting. Clearly we 
are headed toward a future in which a number 
of highly successful national or regional 
economics will coexist; rather than worrying 
about where the United States is in the 
hierarchy, we should be worrying about 
creating a humane economy that is adequate 
to our real purposes, and ahealdty intern otional 
economy that operates for the good of all 
people” (1991:272). 
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IDBI BANK LIMITED 

Registered Office: Chaturvedi Mansion, 2nd Floor, 15, Old Palasiu, Agra-Bombay Road, Indore - 452 001 


BALANCE SHEET AS ON 31 ST MARCH, 1996 


(Rs. ’(KM)) 


As on As on 

31st March, 31st March, 
1996 1995 


f’KOFrr AND LOSS ACCOUNT FOR THE YEAR ENDED 
JIST MARCH. 1996 


(Rs. ’(XX)) 



CAPITAL AND LIABILITIES 

Capital I 

Reserves and Surplus 2 

Deposits 3 

Borrowings 4 

^Other liabilities and 
provisions 5 


ASSETS 

Cosh and balances with 
Reserve Bank of India 
Balances with banks and 
money at call and 
short notice 
Investments 
Advances 
Fixed Assets 
Other Assets 


Contingent Liabilities 
Bills for collection 


1,000,000 

9,S31 

123,127 

44,100 

104,991 

1,281,749 


496,788 

49,488 

S51,343 

40,523 

116,210 

1,281,749 




_1_1_1_1 — 

PRINCIPAL ACCOLNTING POLICIES & NOTES FORMING PART OF ACCOUNTS AS PER SCHEDULE 17 APPENDED 

As per our report of even date 



For V. SANKAR AIYAR & CO. 

Chartered Accountants 

For and on behalf of the Board 

N. SAMPATH GANESH 

Partner 

S. S. MARATHE 
Chairman 

D. K. MUKERJ^ 
Managing Director 

Date : June 14, 1996 

Place: MUMBAI 


G. P. GUPTA 

D. B. PHATAK 
Directors 
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IDBI BANK LIMITED 


) 

: 

i 

Registered OfOce Cbaturvedi Mansion. 2nd Floor. IS. Old Palasu, Agta Bombay Road, 

Indoic • 452 (X)l 

SCHEDULES ANNEXED TO AND FORMING FART Of- THE ACCOVNl S 

(Rs '000) 

(Rs (XX)) 


As on 

As on 


As on 

As on 


3Ul March, 

tisl March 


31 St March, 

(1st March 


1996 

I99S 


1996 

1995 

SCHEDULE 1 - CAPITAL 



SCHEDULE 5 - OTHER 



Authorised Capital 



LIABILITIIsS AND PROVISIONS 



S00.000.00e equity shares 


S (XM) (XX) 

1 Bills pa>ablc 

- 


ot Rs 10/ each 

5,000.000 

II Inter ollice adjusimenis (net) 



Issued Subsinbed and Paid up Capiuti 



III Inieresl acetued 

568 


100,000,012 equity shares of 



IV Others (including provisions) 

1U4,423 

26111 

Rs l(V each 

Share applitalion money 

1.000.000 


7 olai 

104,991 

26111 

10,000 000 shares of Ks l(V each 

- 

lOOtXM) 

SCHEDULE 6 - CASH AND 



Total 

1,000,000 

KXXXX) 

BALANCES WITH RESERVE 
BANK OK INDIA 

1 Cash in hand (including 



&CHEDUI E 2 - RE.SERVI<:.S AND 





SURPLUS 



luicign cuiicncy notes) 

1,337 


1 S 1 . 1 U 1101 V Reserves 



11 Balances with RBI 



Openin}; balance 



1 ) in Current Accounts 

26,060 

. 

Additions during the year 

l.H5^ 


11 ) in Olhci Accounts 

- 

Deductions during Ihc ycai 



- 

- ■ 

Total 1 

1.»55 


local (1 and II) 

27,.397 

- 

II Capital Reserve 



SCHEDULE 7 - BAIANC'ES WI1 li 



(tpening balance 



BANKS AND MONEY AT CALI 



Additions during the ycai 



AND SHORT NOTICE 



Deductions during die year 



1 In India 



Total II 



( 1 ) Ualiinces with banks 



III Share Premium 



(a) in Cm rent Accounts 

16,764 


Opening balance 



(b) in Ollier Deposit 


Additions duiing the vcai 



Accounts 

50,000 

IK 

Deductions during the ycai 

- 


( 11 ) Money al call and shoil 


Total 111 


- 

noiiLt 



IV Revenue and other Reserves 



(a) with banks 

414,700 


Opening balance 

Additions duiing the year 
Deductions during the year 

- 

- 

(b) with other inslilulions 

10,000 



- 

Total (1) 

491,464 

18 

Total IV 



II Outside Iiidii 



V Balance m Profit and 



( 1 ) m Current Act ounis 

5,324 


Loss Account 

7,676 

257 

(IP in Olhei Oposil Accouncs 



Total (1 11 III IV and V) 

9,5.31 

257 

(III) Money at call and shoii 



SCHEDULE 1 - DEPOSITS 




_ _ -- 

. ■ ^ ^ 

A 1 Demand Deposits 



Total (ID 

5,324 


1 ) Prom banks 

- 


Grand 1otal (I and ID 

496,788 

18 

11 ) Fioin others 

42,463 

- 


Si - --= 

II Savings Bank Deposits 

3,625 

- 

SCHEDULE » - INVESTMENIS 



111 Tenn Deposits 



I fnvesiments 111 India in 



1 ) From banks 

- 


( 1 ) Govcinment Seciuilics 

4‘»,488 


11 ) From others 

77.039 

- 

( 11 ) Other Approved Securities 


- 

Total (I, II and III) 

B I Deposits ot branches 

123,127 

- 

(ill) Shares 

(iv) Debentures and Bonds 


102 9X2 




in India 

123,127 

- 

(V) Subsidiaries and/nr joinl 



II Deposits of branches 



vcntuies 



outside India 


. 

(VI) Utlicr investments 



Total 

123,127 

- 

Total (I) 

49,488 

102 982 

SCHEDULE 4 < BORROWINGS 



II Investments outside India in 



1 Borrowings in India 



( 1 ) Ciosemment Securities 



( 1 ) Reserve Bank of India 

44,100 

“ 

(including local authoiiiies) 


- 

( 11 ) Other banks 


- 

(ii) Subsidiaries and/or |nin( 



(hi) Other institutions and 



ventuies abroad 


- 

agencies 

- 

- 

( 111 ) Other investments 



II Borrowings outside India 



Toi.il (ID 

Grind Tolal tl and II) 



Total (1 and II> 

44,100 

- 

49,488 

102 982 

1 Secuted borrowings included in t and II aibove Rs 

NIL 
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IDBI BANK LIMITED 


Registered Office; Chaturvedi Mansion, 2nd Floor, IS, Old Palasia, Agra-Bombay Road, Indore - 452 001 


SCHEDULES ANNEXED TO AND FORMING PART OF THE ACCOUNTS 


(Rs. '000) 


As OB As on 
31st March, 31st March, 
1994 I99S 




SCHEDULE 9 - ADVANCES 

A. (i) Bills purchased and 

discounted 

(ii) Cash credits, overdrafts and 
loans payable on demand 

(iii) Term loans (includes amount 
Rs. I34S thousand due from 
the Managing Director; 
maximum amount due at 
any time during the year 
RS.I34S thous^) 

Total A 

B. (i) Secured by tangible assets 

(ii) Covered by Bank/ 
Government Guarantees 

(iii) Unsecured 

Total B 

C I Advances in India 

(i) Priority Sector 

(ii) Public Sector I 

(iii) Banks 

(iv) Others 

Total C I 

11 Advances outside India 

(i) Due from banks 

(ii) Due from others 

(a) Bills purchased and 
discounted 

(b) Syndicated loans 

(c) Others 

Total C II 

Grand Total (C I and C II) 


310,812 

168,774 

71,757 




SCHEDULE 10 - FIXED ASSETS 

I. Premises 

At cost as on 3tst March of the 
preceding year 
Additions during the year 
Deductions during the year 
Depreciation to date 

Net 

II. Other Fixed Assets (including 
Furniture and Fixtures) 

At cost as on 31st March 
of the preceding year 
Additiomi during the year 
Deductions during the yesr 
Depreciation to date 

Net 

III. Capital Work-in-Progress 

Total (I, II and III) 




SCHEDULE 11 - OTHER ASSETS 

I. Inter office adjustments (net) 

II. Interest Accrued 

III. Tax paid in advance/tax 
deducted at source 

IV. Stationery and Stamps 

V. Non-banking assets acquired 
in satisfaction of claims 

VI. Others (Includes Rs. 10.264 
thousand fees for technical 
and business consultancy and 
Rs. 53,876 thousand software 
license fees to be written ofO 


SCHC»ULE 12 - CONTINGENT 
LIABILITIES 

I. Claims against the Bank not 
acknowMged as debts 

II. Liability for partly paid 
investments 

MI. Liability on account of 
outstanding forward 
exchange contracts 

IV. Guarantees given on behalf 
of constituents 

a) In India 

b) Outside India 

V. Acceptances, endorsements 
and other obligations 

VI. Other items for which the Bank 
-is contingently liable 

Grand Total (1. II, III. IV. V and VI) 



Year Ended Pcnod Ended 
31st March, 31st March. 
1996 1995 



SCHEDULE 13 - INTEREST 

EARNED 

I. Interest/discount on 
advances/bills 

II. Income on investments 

III. Interest on balances with 
Reserve Bank of India and 
other Inter-bank funds 

IV. Others 

Total 

SCHEDULE 14 - OTHER INCOME 

I. Commission, exchange and 
brokerage 

II. Profit on sale of investments 
Less: Loss on sale/redemption of 
investments 

Ml. Profit on revaluation of 
investments 

Less: Loss on revaluation of 
investments 



1,704 


27,439 

3.000 

3,090 

- 

- 

- 
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IDBI BANK LIMITED 

Registered Office: Chaiurvcdi Mansion. 2nd Roor. 15. Old Palasia, Agra-Bombay Road. Indore - 452 001 


SCHEDULES ANNEXED TO AND FORMING FART OF THE ACCOUNTS 


(Rs. ’(XK)) 


(Rn ’(XK)) 



Year Ended 
31st March, 
IWd 



SCHEDULE 14 - (Contd.) 

IV. Profit on sale of land buildings 
and other assets 

Ijfw: l^ss on sale of land 
buildings and other assets 

V. Profit on exchange transactions 
Ijexs-. Loss on exchange 
transactions 

VI Income earned by way of 

dividend.^, etc. from subMdiarie.s/ 
companies and/or joint vciitufcs 
abroad/in India 


VII Miscellaneous Income 

5 

- 1 

Tnial 

26,253 

.V(K«) ! 

SCHEDULE 15 - INTEREST 



EXPENDED 



1. Interesi on deposits 

II Interest on Ke.serve Bank 

1,K74 

- 

of India/lnter-bank 



borrowings 

III Others 

270 


Total 

2,144 

* 


5,fi44 


6,SK0 

45 

1.127 

- 

9.453 

28 

1,418 

15 

26 


125 

10 

55 


1,352 


730 

9 

214 


67,827 

2.417 

94,551 

2.524 

1 



{ .SCHEDULE I<i~OPERATlNtJ 

■ EXI'EN.SE.S 

I I Payments to and piovisioiis 

lor employees 

II Kent, taxes and lighting 

III Printing and Stationery 

IV Advertisement and publicity 

V. IX'prcciulion on Bunk's 

properly 

VI Uireciors’ fees, allowances 
and expenses 

VII Auditors' fees and expenses 

VIII Law Charges 

IX. Postage, 'felegrams. 

I Tclcpliones. etc 

X. Repairs and main.enaiiee 

XI Insuiunce 

XII. Other expenditure (Includes 

preliiiiinary cxpcn.ses. fees for 
business and technology 
eonsultuncy and software 
license fee aggregating ’ 
Rs .59.42fi thousand 
wrillen otf) 


SCHEDULE 17 

PRINCIPAL ACCOUNllNG POLICIES 

I General 

The accompanying financial statements are prepaied on (he histoiicul cost basis and in accordance with the generally accepted 

accounting principles and conform to (he statutory piovision.s and piaciices prevailing within the banking industry in India 

2. rnuisacdons involving Foreign Exchange 

a) Foreign currency assets and liabilities are translated on the Balance Sheet date at the rates notified by Foreign Exchange Dealer's 
Association of India (FEDAI). The resulting profits or losses on revaluation are accounted for in the Profit aod Loss account. 

b) Contingent liabilities on account of outstanding foreign exchange contracts arc reponed at the contracted rates. The.se contracts 
have been revalued on the Balance Sheet date at the rules notified by FEDAI and the resulting profits or losses are accounted 
for in the Profit and Loss account as clarified by RBI Circular No HP BC.6X/21.04.01 K/96 dated June S. 19.96. whereas, as 
per AS II (Revised) is.sucd by the Institute ol Chaitercd Accouniani.s of India, the difference between (he exchange iMc at 
the date ol the transaction and the forward exchange rate is to he iccogniscd as profit/loss over the period of the contract. 

i. Advances 

The guidelines issued by Reserve Bank of India in respect of provisioning have been applied lo the loans and advances outstanding 

on the Balance Sheet date and all advances were required to and have been treated as Standard Assets 

4 Fixed Assets 

a) Fixed Assets are accounted for on a historical cost basis. 

b) Depreciation has been provided for on the siiaight line method, pro-rata liom the date of addition, at rates prescribed under 
Schedule XIV to the Companies Act. 1956. 

5. Deferred Revenue 

The following have been treated as Dcfciicd Revenue cx|>cnditure and arc wiittcn off over a 12 month period 

a) Prciiminary expenditure 

b) Fees paid for business and technology consultancy for setting up ol (he Bank 

c) Software License fee foi u,se of .software on a non-cxclusive. non-tiansleiablc ha.si.s . 

6 Gratuity 

l^ovision for gratuity has been made based on actuarial valuation 
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Global Market and Competitiveness of 
Indian Agriculti^ ^ 

Some Issues 

Sucha Singb Gill 
Jaswinder Singh Brar 

India’s signing of the GATT agreements in 1994 and her joining the World Trade Organisation as a founder member 
have put Indian agriculture into the framework ofglobal competition and rule of the global market. However, discussion 
of the issue of the competitiveness of Indian agriculture has been carried on in a narrow context, ignoring major 
questions such as global commodity prospects in terms of prices and their stability/instability and the movement oj 
domestic and world nwrket prices and of agricultural and non-agricultural prices within the country. The overriding 
issue of the structure of the global market has been hardly brought into the discourse. 

In this paper an attempt is made to examine competitiveness of some selected agricultural crops in the light oj 
empirical evidence of domestic and international prices, the world commodity situation and the structure of the global 


market for agricultural commodities. 

LAUNCHING of structural adjustment 
programme in July 1991 for macro-economic 
stabilisation has opened up Indian economy 
to outside competition and accelerated its 
integration with the global economy. This 
has .serious implications for the agriculture 
of the country in the sense that the supportive 
.system to agriculture has been put to resource 
crunch. Moreover, the feasibility and 
relevance of the suppeirt measures have been 
put under question mark both by a section 
of the farmers and the policy-makers. India's 
signing of GATT agreements in 1994 and 
her joining of World Trade Organisation 
(WTO) as a founder member has put Indian 
agriculture into framework of global 
competition and the rule of global market. 
These developments have brought the 
question of competitiveness of Indian 
agriculture to the centre stage of the 
controversy. In view of the majority of Indian 
population being dependent on agriculture, 
this question has attracted the attention of 
a large number of commentators, 
government-controlled media and 
researchers. Tlic di.scussion on this issue has 
been inan extremely narrow context ignoring 
major issues such as global commodity 
prospects both in terms of commodity prices, 
their stability/instability, movement of 
domestic and world market prices, movement 
of agricultural prices and non-agricultural 
prices within the country. The overriding 
question of .structureol global trading market 
is hardly brought in this discourse. In this 
paper an attempt is made to examine 
competitiveness of some selected agricultural 
crops in the light of empirical evidence of 
domestic and international prices, the world 
commodity situation and structure of global 
trading market of agricultural commodities. 
For illustrative purposes the analysis is ba.sed 
on agriculture of Punjab. The selection of 


Punjab is guided by two related factors. 
First, Punjab is agriculturally most advanced 
region in the country in terms of technology 
of production and per hectare yield of 
foodgrains, particularly wheat and rice. 
Secondly. Punjab produces a large amount 
of surplus production in both the crops. In 
other words, the state has a large export 
surplus and in eventuality of India emerging 
as exporter of these crops, Punjab will be 
the major contributor in this process. The 
analysis based on Punjab reality has a bearing 
for other regions placed in the similar 
situation. This paper is divided into four 
sections. Section 1 deals with the issue of 
globalisation of agriculture and its likely 
context for developing countries like India 
and their trade of agricultural commodities. 
Section II deals with international 
competitiveness of agriculture of Punjab 
particularly those of wheat and rice. Section 
III examines the structure of global market 
for primary commodities and problems of 
retaining gains of development for the 
primary producing developing countries. 
Concluding observations are made in the 
last section. 

1 

The discussion here is based on the 
assumption that GATT agreements 1914 
will be honestly implemented and advanced 
countries do not bring in fresh non-tariff 
barriers against the poor countries under the 
pretext of social clauses such as observance 
of human rights, environment protection 
and protection of child and female labour. 
Given this, the GATT commitments will 
increase access of agricultural commodities 
in the world trade due to (i) replacement of 
all types of non-tariff barriers with tariff 
barriers by the member countries, and (ii) 


reduction of tariff rates under a time boui 
programme. The developed countries w 
reduce by 36 per cent (of 1986-88 averaj 
level) of their tariff rates during six yea 
while developing countries by 24 per ce 
during the next 10 years. The least dcvclopi 
countries are not required to undertake ai 
such reduction. Safeguards against suddi 
and abnormal increa.se in imports, dumpin 
deficits in balance of payments ai 
threatenihg of food security have been ke 
in these agreement.^. 

Besides, a maximum limil of aggrega 
measure of support (AMS) to agriculture h 
been fixed at 10 per cent of the value 
agricultural produce, both product specil 
and non-product specific fur dcvelopii 
countries, and 5 per cent in case of develop! 
countries. In case AMS exceeds those limi 
then developed countries shall reduce it I 
20 per cent and developing countries by 13 
per cent during the implementation perio 
The least developed countries arc exempti 
from such reduction. While calculating AM 
exemptions have been given forexpenditu 
on research and extension in agricultui 
investment for building up of infrastructu 
such us electricity, reticulation of roads ai 


Table I Nei Proouceh Subsidy in Auricultu 
OF Developed Cowirios 
(Per cent of total value rtf productm 


Country 

Average 

1979-81 

1986 

1991 

European Union 
(12 countries) 

37 

50 

48 

Japan 

.37 

75 

68 

United States 

16 

42 

30 


Source: IMF (1992), tstues and Developments 
Trade Policy, Washington, DC. quoted 
The Worid Bank (1994). OlobalEconon 
Prospects and the Developing Counlri, 
Washington. DC. 
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< other means of transport, market and port 
’ facilities, water supply, dams and drainage 
' schemes and infrastructural works associated 
with environment programmes, public 
stockholding for fo<^ security purposes, 
domestic food aid to targeted sections of 
population, decoupled income support to 
targeted (weaker) farmers, income insurance 
and income safely net programmes, payment 
to farmers for relief from natural disasters, 
structural adjustment assistance provided 
through producer retirement, resource 
retirement and investment aid, payments 
under environment programmes and pay¬ 
ments under regional assistance programmes. 
GATT agreements on agriculture provide 
for minimum access to market to the outside 
suppliers. This has been fixed at minimum 
of 3 per cent of domestic consumption or 
the existing level of import in the reference 
period (1986-88) in beginning of 
implementation period which has to be 
increased to S per cent at the end of the 
implementation period. The GATT 
agreements provide for reduction in subsidy 
on exports to the extent of 36 per cent by 
developed countries and 24 per cent by 
developing country of 1986-90 base period 
levels at the conclusion implemenaiion 
period, ic, 2005 fWorldTrade Centre 1994]. 

In anticipation of conversion of non-tariff 
barriers into tariff barriers, differential 
reduction in the levels of customs duties, 
export subsidies and AMS. a hope has been 
built that increased market access of 
agricultural products will benefit the 
developing countries like India, It is expected 
that prices of the.se products will rise mure 
in the markets of advanced countries .such 
as the US. European Union and Japan where 
agriculture is highly subsidised (Table 1) 
and protected (Table 2). This will make 
.supply of agricultural products from the 
developing countries more competitive and 
these exports from the developing countries 
will perform better. On this basis, agencies 
like the World Bank view that agricultural 
trade liberalisation will benefit the 
developing countries through changes 
(improvements) in terms of trade, increased 
trade efficiency and wclfarecffectsof induced 
changes in tariff revenues. The level of gains 
to a country arc linked to the extent of 
participation in liberalisation. In support of 
this opinion, studies of Krisoff ct al (1990), 
Anderson and Tyres (1993) and Brandao 
and Martin (1993) are cited. In Indian siuation 
this view is upheld by Guiati and Sharma 
(1994), Guiati et al (1994), PAU Core Group 
(1994), Singh and Dhaliwal (1995). The 
World Bank view has a caveat for food 
importing countries which are expected to 
suffer on account of expected rise in 
foodgrains in the post-GATT era. This caveat 
is missing in Indian studies. UNCT.AD is for 
a more cautious approach on this i.ssue. It 


is evident from the information compiled 
from various studies on the expected rise in 
frices of agricultural commodities. 

Various studies which worked out 
simulated effects of Uruguay round of trade 
liberalisation on world prices of agricultural 
commodities do not give very encouraging 
situation in the post-GATT period from the 
point of view of the developing countries 
(Table 3). Maximum rise in prices is expected 
for temperate zone crops such as rice, meat, 
.sugar and dairy products but tropical products 
are expected to experience a minimum rise. 


Wheat is expected to gainin its prices between 
5 per cent and 7.5 percent, rice between -1.9 
per cent and 18.3 per cent, meat between 
0.5 per cent and 13 per cent, sugar between 
5.0 per cent and 10.6 per cent and dairy 
products between 7.2 per cent and 6.9 per 
cent. Thus, the expected change is not 
uniform and generally is moderate to low 
level. It is in this context that countrywise 
concrete studies are needed to find out the 
position of each one of them in the emerging 
new trading system. It calls for working out 
the export competitiveness of those crops in 


Table 2: Level of Protection in Developed and Deveixjpinc Countries, I98S-87 

(Per cent of total value «/ agricultural output) 


Commodity 

US 

Japan 

EU 

Asia 

Low Middle 
Income* 

North Latin Eastern 
Afiica America*' Europe 

FSU 

Beef 

38 

110 

112 

2 

168 

0 

0 

84 

3 

Dairy 

130 

367 

196 

12 

107 

50 

0 

6 

8 

Wheat 

51 

538 

72 

-6 

264 

24 

-3 

27 

38 

Rice 

49 

368 

122 

19 

119 

0 

162 

0 

100 

Coarse grains 

24 

416 

95 

0 

320 

23 

8 

38 

0 

Sugar 

70 

121 

115 

14 

142 

14 

32 

97 

31 

Oils 

7 

16 

67 

0 

363 

45 

-29 

20 

-12 


Notes: a Asian low income countries exclude India and China, 
b Exclude Brazil and Mexico. 

Source: Antonio Brandao and Will Martin (199.7), ‘Implications of Agricultural Trade Liberalisation 
for Developing Countries’, Agricultural Economics, 8:.71.7-43, as quoted in The World 
Bank (1994), Global Economic Prospects and the Developing Countries. Washington, DC, 
pp 42-43. 

Table 3: Simulated Effects of Uruguay Round Trade Liberalisation on World Prices 

(Percentages) 


Price Change 


UNCTAD/ 

Page and 

FAPRl RUNS 

RUNS 

WIDER 

Others 

(Brandao and 

(Goldin and 



Martin) 

Others) 


Temperate zone products 
Wheat 

7.5 

5.0 

6.3 

6.3 

5 9 

Caiarse grains 

3.4* 

1 8 

2.4 

4.4 

3 6 

Rice 

18.3 

1 2 

4.4 

4.2 

-1.9 

Meat 

13.0 

5.3 

0.5 

6.1* 

4 7*' 

Sugar 

10.6 

5.0 


10.2 

102 

Soybeans 

0.0 


0.0 

4.52« 


Soybean oil 

0.1 


3.8 


4 1' 

Dairy products 


9.3 

6.9* 

10 1 

72 

Tropical products 

Coffee 

0.4*' 

0.8 


0 41 

-6 1 

Cocoa 

0.0* 

1 0 


0.14 

-4.0 

Tea 

0.5 



2..34 

3.0 

Tobacco 

O-T"* 





Cotton 

0.9 



2.23 

3.7 

Groundnuts 

1.5 



4 52* 


Groundnut oil 

0.6 




4 1* 

Plants and flowen 


1.0 




Spices 


0.2 





Notes' *0 Simple aveiage of maize and sorghum. 

b Re' irs to beans: for roasted 0 per cent and for coffee extracts, 1.4 per cent, 
c Refers to beans; lor butter U.S per cent, for powder O.K per cent and for chocolate 1.8 per 


cent. 

d Refets to leaves; for cigarettes 0.1 per cent and for cigars 0.8 per cent, 
e Refers to butter. 

f Refers to beef, veal and sheepmeat; for other meats, 3.1 per cent, 
g Refers to all oilseeds, 
h Refers to beef, veal and sheepmeat. 

I Refers to all vegetable oils. 

Source: Commodity Review and Outlook, 1993-94, FAO, Rome, p 25. 
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which a coumry/region is expected to have 
export surplus. 

U 

Whether a country in intenational market 
is able to perform well or not depends on 
its export competitiveness. Assuming the 
quality of the domestic and foreign product 
as the same, export competitiveness is a 
situation when the difference between the 
domestic supply price and the foreign 
(market) price is enough to cover a large 
number of charges. In other words, a unit 
of a commodity fetches a price which is 
considerably higher than for what it is sold 
in the domestic market. A competitive 
exporting country after covering the supply 
price and other charges is in the position to 
supply a unit of the same quality of product 
at the lower price compared to the nval 
exports or the producers of the importing 
country. In order to examine the question 
of export competitiveness of Indian 
agriculture following charges need to be 
considered along with the procurement pnee/ 
market price (in case of non-existence of 
procurement price): (a) market handling, 
grading, packing and other charges such as 
market tee and taxes: (b) local transport and 
storage charges; tc) inland transport charges 
from the sale market to international port; 
(dI storage charges for the product awaiting 
shipment: tc) transhipment charges: (f) 
oversea transport and insurance costs; (g) 
unloading charges from the ship; (h) customs 
duty charged by the importing country; (i) 
trader's margin; and (j) locitl charges and 
taxes The list of these charges is indicative 
ol the fact that the exported commixiities not 


only crosses a long distance but also pas.ses 
through several processes before it reaches 
to the final user. This involves a lot of cost. 
The larger the bulk/weight of a commodity 
in relation to its value the greater is the share 
ofthe.se costs in the sale price of a commodity 
in the international market. Since agricultural 
copimodities fall in this category the compo- 
__neftts of these costs need to be examined 
cafctijfly heforc arriving at any conclusion 
on their export competitiveness. In the recent 
discussion on thrs" Issue in India this aspect 


has been dealt with very casually by the 
researchers. Toexamine (his we have chosen 
two main crops, i e, wheat and rice, to 
explore the possibility of their export from 
Punjab. The result perU'ining to Punjab are 
broadly applicable to Haryana as there is not 
much difference in the inland transport 
charges to Bombay. 

Estimates of market charges, local 
transport, storage, and packaging costs, 
railway freight and interc.st charges along 
with procurement price of wheat arc shown 


Table 5: Wheat PmcES (US No 2 Hard Red Winter) FOB Gulf Ports and Punjab FAQ ai Bombay 

(Prr quintal) 


Year 

Current 

US$ 

Average 
Annual 
Exchange 
Rate of Rujxie 
Per US $ 

Rupee Price 
of US 

Wheal (K)B 
Gulf Ports) 

Rupee Price 
of Punjab 
Wheal (Bombay 
Railway Stalion) 

Ratio of Price.s 
ot Puniab Wheal 
(at Bombay) and 
US Wheal FOB 
Gulf Ports 
(Perceiitage.M 

1982 

16 15 

9 46 

l.•<2 70 

192 33 

125 95 

1983 

1581 

It) 10 

1.59 67 

204 58 

128 13 

1984 

15 .33 

II..36 

156 58 

207 92 

1.32.79 

1985 

13.78 

12.37 

170 44 

226 40 

132 8.3 

1986 

II 49 

12.61 

144 90 

2.31.21 

1.59 57 

1987 

11.45 

12% 

148.41 

240 51 

162.06 

1988 

14,64 

13.91 

203 74 

252 94 

124 15 

1989 

17 01 

16 2.3 

276 00 

2% 55 

100 20 

1990 

1 3 68 

I7..50 

239.45 

324 64 

I 35 57 

1991 

12 89 

22.74 

293 14 

348.71 

118 96 

1992 

15 II 

25 92 

391 62 

379 45 

96 89 

1993 

14 18 

29 62 

419 95 

475 81 

11,3 56 

1994 

14 10 

.31 .37 

442 32 

510.16 

115.34 


Average of the post devaluation penud of four years, 

ielWI-V4 lino 


Sources' I UNCTAD, Year Book. 1994 

2 Commodity Review and Outlook, 1993-94. FAO, Rome. 1994 

3 FtMul llutlook. FAO. Rome. Novenibcr-December 1994 

4 IMF. Iniemaiional Financial Siaiisiics (vanous issues). Washington, DC. 


Table 4- pRiKTiRrMENT Prut:, Market Charges and Transkjri Costs and Otiilr Charges for Taking Whlat i-rom Patiai a ro Bombay 

iK.sper quintal) 



1980- 

81 

1981- 

82 

1982- 

83 

1983- 

84 

1984- 

85 

1985- 

86 

1986- 

87 

1987- 

88 

1988- 

89 

1989- 

90 

1990- 

91 

1991 

92 

1992- 

93 

1993- 

94 

lOJM 

95 

Prucurente-nt price 

117 00 

l.3().{X! 

142 00 

151 00 

1.52 (X) 

l62.(Kr 

I62.(X) 

166 00 

173 (X) 

183.(K) 

215 (X) 

225 (K) 

250.tX) 

.325 (X) 

350 (X) 

Compulsory market 

ch.u-ges‘ 

8 77 

9 75 

10 65 

11 .32 

II 40 

12 15 

12 15 

14 11 

14 70 

15 55 

19.35 

20 25 

22 50 

.32 50 

35,00 

Mandi labour 

t (X) 

1 10 

I.IO 

1 10 

1.20 

1 .30 

2.72 

2.98 

3 30 

3 57 

3 75** 

.3 93 

4 75 

4 67 

4 67 

Local transport and 

handling charges 3.30 
Uical storage charges 

.3.63** 

3.99**4.38** 

4.81** 

5 29* 

5.75 

6 35 

7(X) 

7 70 

9 10 

10 01 

11..30 

11 30 

11 30 

(fur two months) 

0 80 

0.80** 

0 80* 

•0 80** 

().80** 

0 80** 

0.80 

1 80 

1.80 

1 80 

1 80 

1 80 

2(K) 

1 80 

1 80 

Cost of gunny bag 

(fur packing) 

6.(X) 

5.90 

6 20 

6.70 

8.30 

II 30 

11.30 

9 60 

9 90 

1.3 60 

16 95 

16.95 

16 95 

18.(K) 

18 (K) 

Railway freight 

13.50 

16.09 

21 09 

22,36 

22.38 

25 90 

28.67 

31.54** 

34.69** 

41 98** 

46 18** 

50 80* 

• 57 36 

64 24 

69 81 

interest charges 

(3 months)*** 

5 26 

5.85 

6.50 

6.92 

7 03 

7 66 

7 82 

8 13 

8.55 

9 ,35 

12 51 

1.3 41 

14 59 

18 .30 

19 57 

Total 

155.74 

173.12 

192 33 

204.58 

207,92 

226 40 

23f 21 

240 51 

252 94 

276 .55 

324 64 

348 71 

.379 45 

475 81 

510 16 


Note.s:* This includes market fee of 2 per cent -e purchase lax of 4 per cent-f rural developmcnl fund from l987-!i8ai 1 |jer cent and Imin 199 3-94 at2 
per cent -E commission agent's charges at l.S per cent uplo 1989-90 and 2 percent fiom 199091 
** Estimated value. 

* * * Al the rale of 14 per cent per annum up to 1989-90 and at 1 b per cent since 1990-91 
a This includes additional bonus of Rs S paid by ihc government 
Estimates do not include transshipment cost and trader's margin. 

Sources' ESO. Slatislkal Abstract of Punjab (various issues), Chand.garh. 

FCI. Chandigarh Regional Office. 

Punjab Mandi Board, Chandigarh. 
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for 1980-81 to 1994-95 to work out price 
of Punjab wheat at Bomhay railway station 
for onward loading on the ship for export 
(Table 4).' This is price of fair average 
quality of wheat and it docs not include 
transhipment cost and trading margin for the 
exporter. Price of Punuib wheat at Bombay 
railway .station is compared with the US 
No 2 hard red winter fob gull ports. It is 
assumed that fob price of the US wheal will 
be the same at Bombay port as it is at Gulf 
ports. This assumption has been made 
because India has not been the major i mporter 
of wheat during these years. By multiplying 
current US $ price of wheat with India’s 
average otficial exchange rate, the prices are 
converted into rupees. Tlie ratio of Punjab 
wheat price to the US wheat is e.stimated in 
percentage for the period of 1982-94 
(Table 5). This has been used as a rough 
measure of export competitiveness.- It is a 
rough measure because it does not include 
trader's margin and transhipment cost. 
Estimates show that out of the 1.^ years of 
study only for the year 1992 this ratio was 
lower than 100, being 96.89, and 100.20 in 
1989. For the rest of the years this ratio stood 
between 113.56 and 162.06. This means that 
Indian price of Ihinjab wheat at Bombay had 
been considerably higher than the fob gulf 
priccofthe US wheat. In other words, dui mg 
the.se years Punjab wheat was not competitive 
in the export market. If we add 5 per cent 
more in Punjab wheat pnee as trader's margin 
and transhipment cost then it is not 


competitive for all these years in the 
international market.' It is also interesting 
to note that Punjab wheat is not competitive 
even in the post-1991 period when Indian 
rupee was devalued in a big way. Ignonng 
trader’s margin and transhipment cost, the 
average value of the ratio of prices of Punjab 
wheat to the US wheat was 111.13 for po.st- 
libcrali.sation years (l‘)91-94). 

In case of rice, Punjab is producing three 
di.stinct varieties. They arc superfine rice, 
common (coarse) rice and basmati nee. Whi le 
working out figures foi competitiveness of 


Punjab rice two more processes are added, 
compared to wheat. First is transportation 
of paddy to mill point and is dried for milling 
purpose. The second is processing the paddy 
to .separate rice from the husk which involves 
milling charges. Recovery of rice is estimated 
at the rate of 67 per cent in case of superfine 
variety (also for basmati ncc) and 69 per 
cent for common (coarse) variety. Various 
types of market charges and expenses along 
with local transport and storage charges, 
railway freight and interest charges are 
estimated for the period 1980-81 to 1994-95 


Tabu. 7 Comparison oi- Thailand Rk l (FOB Banokok) and Pcnjab Supfrhne Ricf 
(Bombay Railway .Station) 


I Per quintal) 


Year 

Thailand 
Rice in 
Current 
USS 

Exchange 
Rate of 
USS 
in Rs 

Rupee Price 
of Thailand 
Rice 

(Bangkok 
FOB price) 

Rupee Price 
of Punjab 

Rice (Bombay 
Railway Station) 

Ratio of Price 
of Punjab 
Rice and 
Thailand Rice 
(in Peicenlage) 

1982 

29 36 

9.455 

277 60 

266.71 

96 08 

198^ 

27 68 

10.099 

279 .54 

286 98 

102 ()6 

1984 

2H 23 

11 36.3 

286 69 

304 11 

106 08 

198,S 

21.73 

12 ,369 

268.78 

316 20 

117 64 

1986 

21.02 

I26II 

265.08 

.365 03 

137.71 

1987 

22 98 

12 962 

297 87 

.343.37 

115.28 

1988 

.10.16 

13917 

419 75 

386.64 

92 II 

1989 

32.03 

16 226 

519 72 

441 87 

85 02 

1990 

28 72 

17 .504 

502.72 

496 .35 

98 73 

1991 

31 42 

22 742 

714.55 

546 80 

76 52 

1992 

28 74 

25 918 

744 88 

627 37 

84.22 

199.3 

26 80 

29 616 

740 40 

74.3 99 

1(8)48 

1994 

25 (X) 

31 .370 

784 25 

801 81 

102 24 


Tabi t () l’i(oci;Ri.MFNr PRiri:. Makkct Charols, Transi-ort Cost and Other Charc.i s ok Pcnjab .SopkRKiNr Rice ai Bombay Rahway Siafion 

IK.\ per quintal) 


items 

1980- 

81 

1981- 

82 

1982- 

83 

1983- 

84 

1984- 

85 

198.5- 

86 

1986 

87 

1987- 

88 

1988- 

89 

1989- 

90 

1990- 

91 

1991- 

92 

1992- 

93 

1993- 

94 

1994- 

95 

Procurement price 
of paddy 

113 (X) 

123.(81 

1.30 (X) 

140.00 

148 (8)‘ 

1.50 (X) 

175 (X)‘ 

l-58(X) 

180 00 

205 Oo 

2.55.(X) 

250 (X) 

290 (X) 

,350 (X) 

380 00 

Compulsory maikel 
chaiges' 

8 47 

9 22 

9 75 

10.50 

II 10 

II 25 

13 12 

13.43 

15 .30 

17 42 

20 25 

22 -50 

26 10 

35 (X) 

38 (XI 

Mandi laboui 

1.00 

1 10 

1 10 

1.10 

1 20 

1 30 

2 72 

2.98 

3 .30 

3.57 

3 75 

.3 9 3 

4 75 

4 67 

4 67 

Local transjKirt and 
handling charges 
up lo mill po'iit 

3 30 

3 63 

3.99 

4 38 

4 81 

5 29 

5 75 

6 35 

7 (X) 

7 70 

9 10 

1(1.01 

II 10 

11 30 

11 ..30 

Lx>cul storage charges 
(two months) 0 80 

0 80 

0 80 

0 80 

0 80 

0 80 

0 80 

1.80 

1 80 

1 80 

1 80 

1 80 

2(X) 

1.80 

1 80 

Drying charges 
(2 per cento! 1-4) 

2 52 

2 74 

2 90 

.3 12 

.3 30 

3 36 

3 93 

.3.62 

4 It 

4 67 

5 16 

5.73 

6 64 

8 02 

8 68 

Milling charges 

3fK) 

3 30 

.3 63 

3 99 

4.36 

4 81 

5 (X) 

5.1X1 

.5.(X) 

(..50 

7.50 

7 50 

7 50 

7 50 

7 50 

Rice price at 
mill premises’' 

197 15 

214 61 

227 12 

244.61 

259.09 

26.3.90 

307 94 

285.34 

323 15 

355 07 

406 81 

449.96 

519 84 

624 31 

674 55 

Gunny hag cost 

6 (X) 

5 90 

6 20 

6 70 

8 .30 

II 30 

II 30 

9.60 

9 90 

1.3 60 

16 95 

16.95 

16 95 

1800 

I8(V) 

Local transport and 
handling charges 

3 30 

.3 6.3 

.3 99 

4.38 

4 81 

5 29 

5 75 

6 35 

7(X) 

7.70 

9,10 

1001 

II 30 

11.30 

11 .30 

Inicrcst 
(three months) 

7 22 

7 84 

8 .31 

8 9.3 

9.53 

) 81 

11 .37 

10.54 

11 90 

13 ,52 

17.31 

19 08 

21.92 

26.14 

28.15 

Rail freight charges 
to Bombay 

1 3 50 

16 09 

21 09 

22.36 

22 38 

25 90 

28 67 

.31..54 

.34.69 

41 98 

46 18 

50 80 

.57 36 

64 24 

69.81 

Rice price at Bombay 
Railway Station 227.17 

248 07 

2f>6 71 

286 98 

304 11 

316 20 

365 03 

343.37 

.366 64 

441 87 

496 35 

546 80 

627 37 

743.99 

801.81 


* roiimion wilh the wheal 

a include the bonus paid by Ihc govcmmenl. 
b recovery al Ihc rate of 67 per cent 

Nate. Estiniales ol rice price do not include traders margin and tianshipiiicni charges. 
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(Tables 6 and 8). On this basis, price of 
Punjab rice is worked out at Bombay rai I way 
station both for superfine variety and 
common vanety. Without considering 
transhipment cost and trader's margin ratio 
of prices superfine rice from Punjab and 
those of Thailand rice (Bangkok fob) are 
worked out for 13 years from 1982-94 
(Table 7). Out of 13 years for seven years 
(1983-87, 1993-94) Punjab rice has been 
costlier than Thailand rice. For two years 
(1982 and 1990) it has been less costly than 
Thailand’s rice marginally, hardly covering 
transhipment cost and trader’s margin. Only 
for four years (1988,1989 and 1991. 1992) 
it has been less costly than Thailand’s rice, 
the difference in prices being between 7.89 
per cent and 23.48 per cent. The last two 
favourableyear.s(199l and 1992) have shown 
these results due to mas-sive depreciation 
of the rupee as a part of liberalisation policy 
known as structural adjustment programme. 
This advantage has been dried due to 
doine.stic rise in the pnee during the last two 
years and fall in the international price. 

The coarse variety of rice has been and 
continues to be competitive in price terms 
in all the years since 1988. This is due to 
low procurement price and high recovery 
rate (by 2 per cent compared to superfine 
rice). Being inferior in quality, (here may 
be a problem ol selling it in the international 
market. Moreover, il one looks at (he (rend 
of price coinpclitivcncss it is declining at a 
fast rate. It was 30 07 percent in 1991 came 
down to 7.17 per cent in 1994 (Table 9). 


Basmati rice from Punjab has expanded 
considerably during the last few years. Due 
to its qualities of aroma, flavour and softness, 
its market is expanding. As yet in India, 
there is no policy of price support to this 
variety. Secondly, the average level of yield 
of this crop is very low compared to other 
varieties. Lastly, this crop is largely area 
specific. It is grown mainly in the 
submountainousdistrictsof Punjab, Haryana 
and adjoining districts of UP.' As yet. data 
pertaining to economies of cultivation of 
this crop and its competitiveness are not 
available. Available evidence suggests (wo 
things. One. the farmers producing this crop 
face uncertainty of pnccs. They vary widely 


from season to season. Secondly, India’s 
main rival in the export market is Pakistan. 
The quality aspect in export market is 
important factor and Indian rice exports has 
been complained to contain higher levels of 
inorganic bromide residues [Bhasin 1994]. 

India, in general, is nut major of exporter 
rice. It has started producing a large export 
surplus during (he last few years and is 
expected to do so up to 2()US [ World Bank 
1993 [.Her entry into the global trading will 
seriously reduce its prices. At present, her 
export surplus is larger than the total world 
exports of rice. 

On export competitiveness our estimates 
differ from Oulati ct al (1990. 1994) and 


Tabli- 9: Price of Indian and Thailand Rice 

(R.\ Prr ifumltili 


Year 

Thailand 
Rice on 
Current 
US$ 

Exchange 
Rale of 
US$ 
in Rs 

Thailand 
Rice in 
Rupees fob 
Bangkok 

Indian Rice 
in Rs at 
Bombay 
Railway .Station 

Ratio of Indian 
Price and 
Thailand Price 
(in Percentage' 

1982 

29 

9 455 

277 60 

247.32 

89()<J 

IPS.t 

27.68 

10.099 

279..54 

266 51 

95 34. 

1984 

25.23 

11 363 

286.69 

283 18 

98.78 

1985 

21.73 

12.369 

268 78 

295 11 

109 80 

1986 

21.02 

I26II 

265.08 

342 64 

129.26 

1987 

22.98 

12 962 

297.87 

.321.5.3 

107.94 

1988 

.30 16 

13.917 

419 75 

342 99 

81 71 

1989 

32.03 

16.226 

519 72 

4tK) 82 

77 12 

1990 

28.72 

17 .504 

502 72 

450 58 

89 63 

1991 

31 42 

22 742 

714 55 

499.71 

69.93 

1992 

28.74 

25 918 

744 88 , 

578 18 

77 62 

199.^ 

26.80 

29 616 

740 40 

657 53 

88 81 

1994 

25.00 

31.370 

784 25 

728 04 

92 83 


Table H: Procurement Pkk'e, Market CiiARaES, Transport Co.vr and Othi'.r Chari,es ior takini, Rice irom Punjab to Bombay 

(K<i /)cr ifniHlal 


Items 1980- 

81 

1981 

82 

1982- 

83 

198.3- 

84 

1984- 

85 

1985- 

86 

1986- 

87 

1987- 

88 

1988- 

89 

1989- 

90 

1990- 

91 

1991- 

92 

1992- 

93 

1993- 

94 

1994 

9; 

Piocuremcnt price of paddy 
(common coarse) 105 .(X) 

115 (K) 

I22.(K) 

132.00 

140 (Kl* 

142 00 

167.(X)' 

1.50 00 

160 00 

185 (X) 

205.00 

230 (K) 

270.(K) 

3I0(X) 

3.50.(X 

Compulsory market 
chari’cs’ 7.87 

8 62 

9 15 

9.90 

l()..5() 

10 65 

12 52 

12 75 

13.60 

15.72 

18 45 

20 70 

24 30 

31 (X) 

.35 (X 

Mandi labour 1 .(K) 

I.IO 

1 10 

1 10 

1 20 

1 30 

2.72 

2.98 

.3 30 

3..57 

3 75 

3.93 

4.75 

4 67 

4,6‘ 

Local Iranspurl and 
handling charges 3 30 

3 6.3 

3.99 

4.38 

4 81 

5 29 

5 75 

6 35 

7 (X) 

7 70 

9.10 

to 01 

11.30 

11 .30 

11. 3( 

Local storage charges 
(two months) 0.80 

0.80 

0 80 

0.80 

0 80 

0.80 

0.80 

1.80 

1 80 

1.80 

1 80 

1 80 

2(X) 

1 80 

1 8( 

Drying charges’’ 2 34 

2 57 

2 7.3 

2.95 

3.13 

3.18 

3.76 

3 44 

3 68 

4 24 

4 73 

5 29 

6 20 

7 14 

8o: 

Milling charges 3.00 

3 30 

.3 63 

3.99 

4 38 

4.81 

5 00 

5 00 

.5(X) 

6.50 

7 50 

7 50 

7 50 

7 ;,() 

7 51 

Rice price at 

mill premises’ 178.71 

195.6.3 

208.39 

224.81 

238 87 

243.52 

286.30 

264 23 

280.97 

325 41 

362 80 

404 68 

472.54 

541 17 

604 6 

Gunny bag cost 

(per quintal) 6.00 

5 90 

6.20 

6.70 

8 .30 

11..30 

11 30 

9.60 

9.90 

13 60 

16.95 

16.95 

16 95 

18 (K) 

18 0 

laical transport and 
handling charges 3..30 

3 63 

3 99 

4.38 

4 81 

5.29 

5.75 

6.35 

7 00 

7.70 

9.10 

10 01 

11 30 

11 30 

11..3' 

Interest (.3 months) 6.58 

7.18 

7.65 

8 26 

8.82 

9 10 

10.62 

9.8! 

10 4.3 

12 13 

15 55 

17 27 

20 03 

22.82 

25 3 

Railway freight 
charges to Bombay 13 50 

16.09 

2i 09 

22 36 

22.38 

25.90 

28.67 

.31 .54 

.34 69 

41 98 

46 18 

50.80 

57 .36 

64.24 

69 8 

Total (812) 208.09 

228.48 

247 32 

266 51 

283 18 

295 11 

.342 64 

321..5.3 

342 99 

400 82 

450 58 

499 71 

.578.18 

657,5,3 

728 0 


* They arc al the same rale as lor wheal 
a include extra bonus paid lo the fanners by the government. 

b al the rate of 2 per cent on procurement price-Fmandi chorges-Flocal transport and mandi labour 
c recovery rate of rice from poddy is calculated at 69 per cent, 
d at the rate of 14 per cent per annum up to 1989-90 and 15-16 per cent since 1990-91 
Note: Estimates of price do not include trader's margin and transhipment cost. 
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‘AU Core Group (1994). The major cause 
if differences arise oul of estimates of 
narketing costs and distribution margins, 
julati cl al have estimated tliem at the rate 
if 6 per cent and 5 percent of the procurement 
iricc, respectively, for wheat and rice of 
’unjab. These are grossly underestimates of 
he actual market costs and distribution 
nargins. The actual figures are much higher 
ind these costs have been rising over period 
if lime. But Gulati et al have used them at 
I given constant rates. Compulsory market 
:harges consisting of purchase lax, market 
committee fee, rural development fund and 
•ommission agents charges put together were 
'.5 per cent between 1980-81 and 1986-87, 
{..S per cent during 1987-88 and 1988-89, 
> per cent during 1989-90 to 1992-93 and 
;0 per cent since 1993-94. The other market 
landling charges other than railway freight 
lavc varied between 13.09 per cent and 
’0.52 per cent of procurement price during 
1980-81 and 1994-95 The market expcn.ses 
tavc been higher in case ot ricc due to 
nilling procc.ss which involve additional 
ransporl charges to mill point, cost of drying 
laddy and milling charges. If compulsory 
narket charges and other market handling 
osts are clubbed together they turn out to 
ie between 20.59 percent and 29.52 per cent 
if procurement price of wheal and even 
iighcr than this in case ol rice. Further, if 
'ailway Ircighi for export via Bombay is 
idded then these charges for wheal excluding 
ranship cost and traders' margin have ranged 
■ictwcen 33.11 per cent and 54.98 per cent 
juring 1980-81 and 1994-95 fTable 10). In 
case of rice these charges will be higher than 
those of wheat. These are much higher than 
nearly 10 per cent estimated by PAD Core 
Group. It is paintui to point out that Gulati 
el al and PAU Coie Group appear to have 
deliberately chosen to make underestimate 
of market handling and distribution margin 
to give results suited to the government 
propaganda that opening up of Indian 
agriculture to outside global competition 
will be beneficial to Indian agriculture 
Our estimates point out that il Punjab 
agriculture which is niosi advanced in the 
country with high jieracrc yield (much higher 
than other regions) is not internationally 
competitive then it will be much more 
difficult lor othei icgions to successfully 
compete with the agriculture ot the advanced 
countries in the world. 

The advantage of high pei hectare yield 
in both wheal and ricc ot Punjab is neutralised 
by high costs associated with marketing and 
distribution of these crops Agricultural 
products are bulky and involve a high 
transport cost from Punjab to ports Irom 
where It can be exported Diictofa.si increase 
in railway freight charges, its share as 
percentage of procurement price has been 
increasing over the years and stands aioiind 


20perceitlin 1994-95. The market handling 
cost has also been generally rising and has 
remained between 13.09 per cent and 20.52 
per cent of the procurement price. The 
compulsory market charges have increased 
from 7.50percent between 1980-81 to 1986- 
87 to 10 per cent of the procurement cost 
(Table 10). Given Punjab’s long distance 
from ports, it is difficult to economise on 
railway freight charges. In the same way, 
reduction in compulsory market charges 
involve the financc.s of the state government 
and any reduction below 1986-87 and 1988- 
89 average on exported items s^l invite 
WTO provisions and will be treated as export 
subsidy. Any general reduction in these 
charges will pul serious strain on the already 
shattered tinancial position ot the stale. The 
third component of thc.se charges is the 
handling cost. In this gunny bag is the major 
lactor. These bags arc supplied by the jute 
industry which is again beyond the scope 
of the stale policy. Similarly, in transport, 
storage and interest charges, which involves 
private transporters, commercial banks and 
warehousing corporations, there is little 
scope. 

Therefore, the only policy option remains 
with the state is to increase further pro¬ 
ductivity of agricultural crops. For this two 
di.slinct steps need to he taken, first, this will 
require massive In vesiment in the agriculture 
both by the cultivators as well as by the stale 
to strengthen inlrasructure, irrigation system, 
regular and cheap supply of electricity. 


Tabic 10 Makmt CiiAkias, Haniicino Costs 
ANo Railway Fri iciHt on Wiila r as PfiRCRNTACF 
Ol Prociirlmeni Pricl 


Year 

Compul¬ 

sory' 

Market 

Charges 

Handling' Railway' 
Com Freight 

Total 

1980-81 

7 S 

13 98 

11.63 

33 11 

1981-82 

7 .S 

13 29 

12 37 

33 16 

1982-83 

7 .S 

13 09 

14 85 

35 44 

1983-84 

7 .S 

13 18 

14 90 

35 .58 

I984-8S 

7 S 

14 S7 

1471 

36 78 

I98.S-86 

7,.S 

16 27 

15 97 

.39 75 

1986 87 

7 .S 

I7.S2 

17 25 

42.27 

1987-88 

8.S 

17 39 

18.91 

44.80 

1988-89 

8 S 

17 66 

20 05 

46 21 

1989-90 

90 

19 68 

22 44 

51 12 

1990-91 

9 0 

20 52 

21 47 

50 99 

1991-92 

9 0 

>0 40 

25 49 

54.98 

1992-93 

9 0 

19 84 

22 94 

51.78 

1993-94 

10 0 

16 64 

20.38 

47 02 

I994-9.S 

10 0 

15 81 

19.95 

45 76 


Niiiex I 3'his ..icliules (a) purchase lax. 

(h) murke; I'cc. (c) lunil devclopiiieiit 
liind. and id) coinmission agent's 
charges 

2 I'his miudes (a) niundi labour, lb) local 
transport and handling charges, (c) local 
s loragc i hai gcs. I d) cost of gun ny bags, 
and (c) interest charge.s for three months, 
t Railway trcighi Irom Patiala to 
Bombay 


provisions for efficient marketing system, 
etc. Secondly, there is need to strengthen 
agricultural research to achieve further major 
breakthrough in inventing new varieties of 
seed which lead to at least 30-40 per cent 
increase in per hectare yield. Since private 
institutions in agriculture research are non¬ 
existent. the state will have to shoulder this 
responsibility and give special attention in 
the area of agricultural research. Since the 
present system of research of public 
institutions such as agricultural universities 
is under considerable financial constraint 
and management crisis, innovative initiative 
need to be taken to tackle the problems of 
raising agricultural productivity on a 
priority basis. Under GATT agreements 
1994 and WTO provisions such initiatives 
do not invite any hostile response as they 
come in the category of exempted items 


Tabi.k 11 Primary Commooiiy Price 
Instabiliiy in the Worlo Marki.t 1979 92’ 


Commodity 

Instability 

Standard Peieem- 


Index 

age Oeviation 



from Trend 

Tobacco 

0 45 

4.93 

Bauxiic 

0 68 

6.83 

Beef 

0 78 

7 70 

Iron 

0.85 

9 31 

Phosphate 

1 08 

1 1 68 

Wheal 

1 14 

II 64 

■Soybean 

1 18 

II 28 

Rubber 

1 24 

12 35 

Sorghum 

1 29 

12 86 

Cocoa 

1 30 

13 71 

Mai/e 

1 32 

13 14 

Soybean iiiuul 

1 34 

12 20 

Tin 

1 35 

1281 

Cotton 

1 38 

13 96 

Oranges 

I 49 

14 77 

Wool 

1 50 

15 27 

l.ogs 

I..50 

14 41 

Bananas 

1 51 

14 85 

Soylx'an oil 

1 69 

16 66 

/.me 

1 76 

17 03 

Collce 

1 80 

16 96 

I'ea 

1 87 

15 44 

Rice 

i 90 

19 70 

Palm oil 

2 01 

19 20 

Copper 

2 01 

20 99 

Pell oleum 

2.06 

20 61 

Groundnut oil 

2.11 

23 13 

Ab'imnium 

2 12 

20 40 

Uad 

2.64 

27 08 

Jute 

2 65 

19 50 

Copra 

2.72 

27 91 

Groundnut meal 

2.72 

41 54 

Coconut oil 

2 94 

29.13 

Nickel 

3 17 

31.48 

.Sugar 

4 41 

43 .54 

Now * The instability index 

IS 


. 100 „■ 

given by-li;((x x,*)/x*J'| 

(n-2) 


where n is the iiuinher ol observations 
and X* is the trend forecasted value ofx 
Sourcf World Bank. Price /Proxpet ls for Major 
Primary Commotliliey. Vol II, 
Washington. IX?. I99X. p 120 . 
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Even if agricultural commodities show 
competitiveness in the international market 
the following three issues need a serious con¬ 
sideration. They arc: (1) volatility of prices 
in the international market, (2) trend of prices 
and (3) international trade market structure.' 
These factors considerably influence the 
realisation of gams to exporting countries 
of agricultural commodities. Proper know- 
ledgeof these factors and intelligent response 
of a country lead to enhancement of its gain 
from the trade. On the other hand, lack of 
knowledge or improper response may lead 
to loss of exploitation of international market 
situation. 

Agricultural commodities, unlike manu¬ 
facturers. arc subject to vagaries of nature. 
A crop failure due to draught or floods in 
a major supplier country lead to global 
shortage of a commodity and consequently, 
rise in Its price. A bumper crop, on the other 
hand, can depress the prices in the global 
market. The problems connected with storage 
and buffer stocks has been one of the factors 
in the destabilisation of pnccs and earnings 
from the primary commodities for the 
producers from the developing countries. 
Volatility of piiccs of pninary commodities 
has been one ot the issues continuously 
debated at various UNCTAD, and creation 
of a large fund for building buffer stocks 
has been suggested but non-implemented 
solution. Being exporters of primary 


commodities, the developing countries have 
substantially higher export earnings 
instability than the developed countries. It 
is argued that fluctuations in export earn¬ 
ings of developing countries generate 
domestic instability, complicate the task of 
development planning and reduce the 
efficiency within which investment resources 
are used (Macbean 1966; Schiavo-Campo 
andErb l969;Ma.sscll 1970,Glezakos 1973; 
Savvidos I9K4; I.anceiri 1987; Love 1992|. 
Wheat is mode-rately high instability 
commodity, rice is a high instability crop, 
and edible oils and sugai are very )ugh 
(price) instability crops (Table 11). India's 
opening up of agriculture to the world trade 
and further increased emphasison production 
for exports is likely to bring economic 
instability within the country with consequent 
instability in the earnings of the producers 
and their pattern of investment. High and 
frequent instability in prices nut only 
negatively influence investment hut brings 
peril to the small producers. In Indian 
agriculture more than 2/3 of the farmers 
being small and marginal in sue, the question 
of their future is an important policy issue. 
They are aficeted negatively not only as 
producers of these commodities hut as 
consumers also. Globalisation of trade ot 
agriculture means that the country’s agri¬ 
culture will also be subjected to the global 
instability Thcic is a need to be aware ot 
this problem and advance preparations arc 
necessary to avoid harmful consequences. 


Prices of primary commtxlities in the worl( 
market have been a subject by a large numbe 
ot scholars and an issue of debate at a largi 
number of international conferences in th« 
post-second world war period. It has beet 
argued that the pnccs of primary commoditiei 
have been lagging behind those o 
manufactured goods leading to dctcnoratioi 
of terms of trade of pnmary commixlitie: 
exporting developing countries (Kindle 
berger 19.‘56; .Singer 1950,1982;l^wis 1955 
Myrdal 1956; Prcbi.sch 1950,1964; Nurksi 
1959; Kaldor 1963; Emmanual 1972;Diwai 
andMarwah 1976; .Spraos 1980, 1983; Chi 
and Morrison I984|. Diakosnnas am 
Scandizzo (1991) analysed 81 studies oi 
this issue published between 1817 and 1986 
Aftei looking into positive, negative am 
secular trends, ultimately, they agree witi 
the conclusion that there can be controvers; 
on the extent ot detenoration but not oi 
deterioration as such. Recently, the Work 
Bank (1993) has published actual prices o 
primary commodities between 1970 am 
1991. and estimated projections for short 
term up to 1995 and long-term lor 20(X) ani 
2005 at constant dollar pneess of 199 
(Table 12). The constant prices have o 
various primary commodities have bee 
worked out by deflating them with MU' 
(manufacturers unit valueindcx 1990= 100] 
Data clearly bring out tiuit at constant price 
of primary commodities vts-a-vis tho.se o 
manutac[urcrs have actually decline 
between 1970 and 1991, and projected t' 


Table 12 Commoditv Pric is and Pkict PKOiEnioNS in 1990 (Constant Doli-ars* 


Acluals__ Proiectiu iis_ 

Short Term_ _ Iaiiii; Ti:rin 




1970 

1980 

1985 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

20l«) 

2005 

Fimti 

C'oftee 

c/KC. 

457 

478 

468 

318 

252 

197 

183 

130 

112 

164 

195 

226 

216 

Cocoa 

c/KG 

269 

362 

329 

166 

131 

127 

117 

KKi 

108 

111 

113 

124 

1.36 

Tea 

c/KG 

437 

310 

289 

188 

213 

203 

181 

193 

188 

182 

190 

198 

204 

.Sugar 

c/KG 

(23 

878 

130 

2.36 

298 

277 

194 

188 

185 

195 

220 

255 

280 

Beef 

c/KG 

52(P 

384 

314 

264 

271 

256 

261 

229 

228 

227 

228 

274 

2.53 

Bananas 

$/MT 

6.59 

527 

551 

502 

578 

.541 

.548 

471 

443 

4.39 

4.34 

422 

414 

Oranges 

$/MT 

670 

543 

581 

476 

471 

531 

510 

488 

473 

471 

470 

45.3 

4.36 

Kice 

$/MT 

574 

603 

315 

316 

238 

287 

308 

272 

261 

258 

260 

245 

217 

Wheat 

$/MT 

250 

265 

253 

188 

213 

1.56 

140 

161 

147 

146 

148 

159 

129 

Maize 

$/MT 

233 

174 

164 

112 

118 

109 

105 

99 

94 

95 

95 

101 

82 

Grain Sorghum 

$/MT 

207 

179 

150 

10.3 

312 

104 

103 

97 

92 

91 

91 

98 

79 

Fats unit oils 

Palm oil 

%/MT 

1037 

811 

730 

4.59 

370 

290 

3 32 

.371 

381) 

353 

343 

303 

266 

Coconut oil 

$/MT 

1584 

9.(6 

860 

593 

546 

337 

424 

554 

498 

509 

535 

564 

437 

Groundnut oil 

.$/MT 

1510 

1194 

1319 

619 

819 

964 

875 

568 

584 

583 

617 

5,54 

421 

Soybean oil 

$/MT 

1224 

829 

8.34 

486 

456 

447 

444 

404 

416 

443 

433 

409 

374 

Soybeans 

$/MT 

466 

412 

121 

318 

291 

247 

2.35 

221 

224 

234 

234 

219 

23.3 

Copra. 

S/MT 

897 

629 

.563 

417 

368 

231 

280 

.357 

.326 

.3.35 

350 

.396 

322 

Palm kernels 

$/MT 

670 

480 

424 

280 

265 

185 

215 

216 

214 

219 

234 

243 

227 

Groundnut meal 

$/MT 

407 

334 

208 

220 

211 

185 

147 

147 

149 

163 

172 

1.57 

175 

Soybean meal 

$/MT 

411 

364 

229 

28! 

260 

2(W 

195 

195 

199 

2(n 

20‘) 

185 

210 

Non-food 

Cotton 

c/KG 

252 

284 

192 

!47 

177 

182 

164 

122 

117 

136 

ltd 

150 

145 

Jute 

$/MT 

1092 

428 

8.50 

388 

.394 

408 

370 

.3(KI 

308 

311 

308 

321 

313 


Note- * Deflated by manufacturers unit value index (1990=100) p xviii. 
Soune: World Bank (1993) 
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,, remain low in shon term. Though some 
' recovery is expected in the long ran, yet 
, these prices will remain substantially lower 
. than their level during 1980s. Even when 
, ' current dollar prices are considered the 
situation is not encouraging (Table 13). 
. , Leaving the case of a few commodities such 
I as beef, bananas, oranges and coconut oil 
no other commodity is projected to attain 
the price level they achieve in 1980 or 1985 
I ' in the short term. Even in the long run. i 
e, 2005, many commodities will not be in 
the position to achieve the level of their 
'; prices of 1980 or 1985 in current dollar 
] terms. 

, The results of the studies of the past price 
j trends by a host of scholars and bodies and 
’ll their projections up to 2005 by the World 
t Bank .show that thecountries which specialise 
i ■ in the export of primary commodities, or 
' those which like India intend to do so in the 
, near future, arc bound to lose through the 
'' mechanism of the international trade. The 
evidence hiis an important policy implication 
which questions the wisdom of exporting 
primary commodities and provides a strong 
' support to the strategy of developing 
manufacturing sector in the primary 
commodities produci ng de velopi ng countries 
instead of relying and developing 
specialisation in the export of primary 
commodities. 

The entire of international trade theory 
has been built on the assumption of perfect 
competition in the v.orld market. There is, 
therefore, a general neglect among the 
-. scholars on the issue of structure of trade 


market in the world. This is in spite the fact 
that there has been many scholars writing 
on the rise and prominence of the MNCs in 
the world economy. 

The structure of the commodity market is 
an important determinant of distribution of 
gains between the producers, consumers and 
traders. Market imperfections affect the 
distribution of gains among these three 
categories of people. Since in the case of 
internationally traded commodities these 
categories belong to different countries' 
therefore, the changes in share of di.stribution 
of gains among them is converted into gains 
and ios.se$ to different countries. In the past, 
the developing countries tried to increase 
their gain through various forms of state 
interventions such as commodity agreements, 
state trading, etc. These measures partially 
helped these countries [Girman 1987]. In the 
post-Soviet era there has been a general 
environment against such state interventions 
in the world trading. Several of commodity 
agreements reached in the past have been 
al lowed to expire without their fresh renewal. 
The state intervention in the international 
trading are now described as undesirable 
market distortions. The GATT agreements 
1994 prohibit these measures except in 
serious economic emergencies such as 
balance of payments cnsis, threatened food 
security or threat to internal and external 
defence security and situation arising out of 
environmental problems. In an environment 
of free market thinking in the GATT 
agreements leading to c.stabi ishment of WTO, 
there is not a single word written on 


developing and enforcing a code of conduct 
for MNCs or monopoly companies involved 
in the world trading. 

MNCs are traditionally involved in mining 
and plantation of primary products and also 
in their exports from the developing 
countries. Several factors have contributed 
to their significant role. They are: (1) 
complexity of processing technology and 
the direct cost of capital, skilled labour, 
energy and other inputs used in processing; 

(2) monopoly and oligopoly in processing; 

(3) advantages of foreign processing such 
as economies of scale, availability of 
infrastructure and need to blend raw materials 
from different souces; (4) use of trade barriers 
by the developed countries for discouraging 
imparts of processed products from the 
developing countries; and (5) strategic 
decision of MNCs to process commodities 
at home or in third countries (Girvan 1987). 

Besides MNCs, giant trading companies 
have arrived on the scene. Though they 
existed earlier yet they have experienced a 
vast transformation in the post-second world 
war period. 1'hcir number has drastically 
shrunk, the size of their assets increased and 
they have diversified their activities into 
multi-commodity trading. Consequently, 
thcic is fast upsurge in concentration of their 
trading power. The bulk ot most of the 
commodities marketed in (he world trade arc 
handled by less than six multi-commodity 
tr.adcrs. These traders belong to western 
Europe, the US and Japan. The scale of their 
operation is so large that they dominate 
completely the world trade to the extent of 


Table 11' Wokid Commooity Prices and Price Projections in Cdrrint Dollars (U.S) 


Commodity 


Actuals 


Short Term 


Pniiuciions 


Uing Ter m 


t 



1970 

1980 

1985 

1988 

1989 

1990 

1991 

1992 

1995 

1994 

1995 

2(KX) 

2005 


Food 

Coffee 

c/KG 

115 

344 

.521 

305 

O' 

197 

187 

139 

187 

185 

225 

510 

340 


Cocoa 

c/KG 

6K 

270 

225 

159 

124 

127 

120 

115 

119 

125 

131 

170 

215 

f 

Tea 

c/KG 

110 

225 

198 

179 

202 

203 

184 

206 

208 

205 

220 

272 

52? 

Sugar 

$/MT 

81 

652 

90 

225 

282 

277 

198 

2(X) 

205 

220 

254 

550 

441 

!■ 

Beef 

$/MT 

no 

276 

215 

252 

257 

256 

266 

244 

252 

2.56 

264 

576 

599 

\ 

Bananas 

$/MT 

165 

579 

578 

478 

547 

541 

560 

502 

490 

494 

502 

579 

652 


Oranges 

$/MT 

168 

591 

598 

455 

445 

531 

521 

520 

525 

5.50 

545 

622 

687 


Kice 

$.'MT 

144 

454 

216 

501 

520 

287 

314 

290 

288 

290 

5(X) 

5.56 

374 


Wheat 

$/MT 

6.t 

191 

175 

180 

201 

156 

145 

172 

162 

164 

171 

218 

204 

t 

Maize 

$/MT 

58 

125 

112 

107 

112 

109 

107 

105 

104 

107 

110 

139 

130 

Grain Sorghum. 

$/MT 

52 

129 

105 

99 

106 

104 

105 

105 

102 

105 

105 

1.54 

125 

C 

( 

Fats and nils 

Palm oil 

$/MT 

260 

584 

501 

4,57 

550 

290 

339 

595 

420 

397 

596 

416 

420 

( 

Coconut oil 

.$/MT 

.597 

674 

590 

565 

517 

337 

433 

590 

5.50 

573 

618 

774 

721 

c 

Groundnut oil 

.$/MT 

,579 

859 

905 

590 

775 

964 

894 

605 

645 

656 

715 

760 

664 


Soybean oil 

S/MT 

507 

597 

572 

465 

452 

447 

454 

430 

460 

499 

500 

562 

590 

i 

Soybean 

VMT 

117 

296 

224 

504 

275 

247 

240 

255 

248 

265 

270 

300 

368 

1 

t 

Copra 

$/MT 

225 

453 

586 

398 

.548 

231 

286 

380 

360 

577 

404 

.544 

508 

Palm kernels 

$/MT 

168 

545 

291 

267 

251 

185 

220 

2.50 

237 

246 

270 

334 

3.58 

Groundnut meal 

$/MT 

102 

240 

145 

210 

200 

185 

1.50 

1.57 

165 

184 

199 

216 

276 

I 

Soybean meal 

$/MT 

105 

262 

i.57 

268 

246 

209 

199 

208 

220 

230 

241 

254 

331 

t 

\ 

Non-Jood 

Colton 

c/KG 

65 

205 

152 

140 

167 

182 

168 

130 

129 

1.53 

162 

206 

229 

! 

Jute 

$/Mi' 

274 

508 

585 

570 

575 

408 

378 

320 

340 

3.50 

556 

441 

493 

1 

i 

Source: The World Bank, Price Prosjiecls for Major Primary Commodities I990-20I)S. op cit. 
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85-90 per cent (Table 14). Out of the 21 
commodities, 3-6 big companies control 
more than 80 per cent of the world trade of 
13 commodities. Only in ca.se of hides and 
skins their share was 25 per cent and in the 
remaining 7 commodities the share of thc.se 
companies exceeded 50 percent of the world 
trade. The opening up of trade of agriculture 
will expose the producers from the 
developing countries to the operations of the 
giant trading companies. Their size of 
operation, financial clout and specialised 
trading techniques pul them in strong and 
strategic position vis-a-vis the large number 
of small producers from the developing 
countries. The need of developing countries 
to enter or retain their market share and earn 
scarce foreign exchange often forces them 
to enter into deals with these trading 
companies. It is pertinent to mention here 
that entry of Pepsi in India was argued and 
justified on the ground that this MNC was 
capable of marketing a large quantity of its 
processed vagetables and fruits from Punjab 
due to Its links with chain of stores and hotels 
[Gill and Gill 1990]. These trading companies 
pos.scss two other advantages in dealing 
with the developing countries. They arc: (1) 
economic intelligence network and (2) ability 
to sustain large inventories. Their well 
organised economic intelligence have 

TaBIF 14 CORHOKAII CoNTROI. OF GLOBAL 
COMMOOIIY Traol. 19Xt 

C'oiiiinndily World Percentage 

Exports Marketed 
($ million) by t-6 largest 
Transnational 
Traders 


Food 


Wheat 

17.8.51 

85 90 

Sugai 

It),636 

60 

Corn 

9.833 

85-90 

Coffee 

9,6.36 

85-90 

Ricc 

3,613 

70 

Cocoa 1 loans 

2.051 

85 

Tea 

1.844 

80 

Bananas 

1.324 

70-75 

Pineapples tresh 

74 

90 

Agricultural law in 

aerials 


Forest products 

47,255 

90 

Colton 

6,567 

85-90 

Tobacco 

4,2.39 

85-90 

Hides .and .skins 

4,047 

25 

Natural rubber 

3.321 

70-75 

Jule 

135 

85-90 

Ores. Minerals and 

Metals 


Mineral fuels 

3,82,685 

75 

Copper 

8,287 

80-85 

Iron ore' 

6,231 

90-95 

Tin 

2,320 

75-80 

Phosphates 

1,588 

50-60 

Bauxite 

8.33 

80-85 

Siiurce- Frederic F Clairmont and John H 
Cavanagh, 'World Commodities Trade 
Changing Role of Giant Trading 
Companies', Economic md Polilital 


Weeklv. October 15. 1988. 


computerised centres that monitor by .satellite 
everything related to commodity output, 
trade, meteorological conditions, prices and 
future markets. This is supplemented with 
information related to political conditions, 
domestic collaborators and social forces 
hostile to these companies. This information 
is used for building bargaining power of 
these companies. The capacity of these 
companies to build and sustain a large 
inventories ot the traded commodities help 
them in planning their marketing strategies. 
The small and poor producers of the 
developing countries arc compelled to .sell 
their output immediately after harvest which 
are purcha.scd by these companies to build 
their inventories to be unloaded when profit 
conditions are most favourable. With the 
centralised private command the big trading 
companies have the .advantage ol first strike 
capability which is used to destroy the 
bargaining power of not only small producers 
but also collcclive strength whenever built 
by the developing countries cither through 
state trading or through international 
commodity agreements which are under¬ 
mined by mega traders through inventory 
manipulations. In presence of such huge/ 
mega trading companies, private trading 
companies from developing countries arc no 
match. There is a history of take over by the 
mega trading companies such as Cargill, of 
the relatively weaker companies from Ihe 
advanced countries. They can indulge in 
collusion W'lth other such companies and 
influence luture market operations [Clair- 
mont and Cavanagh 19881. The near mono¬ 
poly or oligojioly jiosition of the mega traders 
IS one of the major distortions in the world 
commodity markets. This distortion has the 
tendency to be more serious with the increase 
of conceniiation of market power the mega 
traders. The developing couniries have to 
confront this distortion without the earlier 
backing of organised ideological strength of 
G-77 of lINtTAD. The consequence will 
be that in the luture, the prices of primary 
commodities will be more manipulated and 
ngged by giant trading companies to the 
disadvantage ot the producers of the 
developing country. Large investments by 
these companies in advertisements leading 
to creation of brand names recognition and 

loyalty and control over distribution net work 
are big hurdles which cannot be crossed 
without equally large investments by 
competitors backed by high quality products 
at competitive prices Tlic very high cost 
involved in the processes between the farm 
gate and the final consumers, such as 
processing, packaging, advertising, 
marketing and distribution, makes the share 
of primary commodity of the final product 
as very small For raw cotton growers price 
represents 4-8 jKr cent of the final product. 
6 percent for tobacco; 14 percent for bananas. 


11 -24 per cent for jute goods; 12-25 per cent ^ 
for coffee and for tea 15 per cent of the US 
retail price of tea bags [Girvan 1987; World 
Bank 1994). This means that any country 
such as India if it decides to specialise in 
production export ol primary products 
particularly that of agiiculture, it opts for the 
les.scr !ih.arc of the price paid by the final 
consqmers. 'Fhe major share of this price is 
taken iway by the giant trading and 
processing companies. This has a important 
policy implication for the developing 
countnes. In oider to retain the larger share 
of the price paid by Ihe final con.sumers. 
thc.se countries need to develop and promote 
I ndigenous processing (indu.strialisation) and 
collective marketing arrangement which 
operatesin favour of a large number ol .small 
producers. Obviously, lhe.se countries in the 
present day global market situation of 
monopoly or oligopoly cannot dispense with 
the state intervention on a bigger scale. 

IV 

With India’s signingofGATTagreements 
1994 and becoming founder member of 
WTO, globalisation of agricultural pro¬ 
duction will expicncncc an increase and global 
market lorccs v/ill play greater role in 
determination of cropping pattern, invest¬ 
ment level, price structure, quality of 
production and level ot international trade. 
The measures such as minimum compulsory 
market acccs., to foreign suppliers, removal 
of non-tariff barriers and their replacement 
by tariff barriers at a reduced rates, limitation 
of AMS, introduction of sanitary and phyto- 
.sanitary metisurcs, removal of restrictions 
on foreign companies in domestic tiadc and 
processing and acceptance of .standard 
Intellectual Property Rights and ihcir 
application to new seeds and plants varieties, 
will contribute to the proccssof globalisation 
and allow free play to the global trading and 
agro-processing companies in countnes like 
India. 

Globalisation of agriculture will create 
inci cased international tradingopportunitie: 
for those eountries/regions which produci 
a large surplus both in wheat and rice crops 
The possibility of these regions gaining Iron 
such opi'iortunities depend on their expor 
compclitivene.ss In other words, if thcsi 
regions are in the position to supply thesi 
commodities in the international market a 
prices lower than their competitors assumin; 
the quality of the products to he comparable 
These regions arc far off from the seaport 
and these commodities being bulky in rclatio 
to their unit price, there is a high componcr 
of rail freight along with high marketing an 
handling costs are subject to a high level c 
compulsory market charges. The Punja 
agriculture in spite of being mo.st advance 
in the country is not internationall 
competitive in wheat and rice commoditie 
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due to high costs involved between the farm 
gate prices and fob export prices. Under the 
present production technology, marketing 
and handling system and tax structure 
accompanied by double digit inflation has 
eliminated whatever advantages the country 
could acquire in these two commodities 
following massive devaluation of rupee in 
1991. To he internationally competitive in 
wheal and rice, the country will have to 
increase farm productivity, introduce 
efficiency in market handling and lower the 
tax rates in marketing of these crops. With 
growing consumers’ quality consciousness 
in advanced countries and signing of sanitary 
and phytosanitary agreement our crops have 
to be of high quality with minimum toxic 
residues. The improvement in farm 
productivity and improvement in quality of 
output requires more investment both in 
agriculture sector and agricultural research. 
The latter demands skill greater attention on 
account of application of uniform patent law 


on new seeds and plants varieties. Since 
private re.search in this area is non-existent 
in India, the existing research institutions 
such as agricultural universities and regional 
research centres must be strengthened and 
their functioning upgraded to meet the 
challenge ahead in evolving new varieties 
to compete with private multinational seeds 
companies such as Cargill. 

International prices of agriculture are 
subject to a high level of instability due to 
fluctuations in the level of production caused 
by vagaries of the nature. Problems a$.sociated 
with the storage makes it difficult question. 
The experience of the last decade also 
confirms this. Moreover, prices of these 
commodities have shown a declining trend 
at constant dollar prices vis-a-vis 
manufactured commodities. A large number 
of studies support the view that exporters 
of primary commodities (including 
agricultural products) experience a secular 
deterioration in their terms of trade. For 


producers of agricultural commodities the 
declining terms of trade become a mechanism 
of transfer of income from them to producers 
of manufactured goods. Moreover, when 
marketing of agricultural products gets linked 
up with the agro-processing with 
involvement of mega traders, the share of 
incomeof primary producers becomes small. 
It is found that trading of agricultural products 
is concentrated with 3-6 mega (global) trading 
companies. These companies with a large 
investment resources, trading network and 
skill, market intelligence, integration with 
complex processing and established trade 
brands rig prices of these commodities to 
their advantage and leave a little share for 
the farmers who have neither waiting capacity 
and nor bargaining power. 

The trend of international prices and 
structure of global trading market brings an 
important lesson for the developing countries 
like India. There is a need for effective state 
intervention in the international trading of 
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itgriculuiral commodities to protect the small 
and poor farmers from international 
instability of prices and their rigged 
downward trend by creating collective 
bargaining power. Another lesson is drawn 
from the sharing of price paid by final users 
between processors, traders and the farmers. 
Experience shows that when the three 
categories belong to different countries with 
farmers belonging to the developing world, 
the share left for the latter is very small. This 
questions the wisdom for developing 
specialisation in the export of non-proccssed 
agricultural commodities. In fact, this 
provides support to the time tested viewpoint 
that the developing countries must achieve 
a breakthrough in industrialisation and shift 
to the export of processed materials. This 
has a greater relevance for countries like 
India which suffer from the problem of a 
large unemployed human power. This will 
not only retain a large part of the value added 
within the country but also create oppor¬ 
tunities of employment for the unutilised 
workforce. 

Notes 

(Discussions with Baldev Singh and i R Gupta 
of Punjab University, Patiala. Karam Singh. 
Balwinder Singh and A J Singh of Punjab 
Agnculluial University (PAU), Ludhiana, was 
extremely helpful on various points. Their help 
is gratefully acknowledged without implicating 
them for errors and omissions.] 

1 The changes on (he actual amounts being 
collected in the markets are paid by FCl but 
the time period for storage has been reduced 
from four months to three months and interest 
charges to two months assuming that private 
exporters arc mote efficient than the FCI. 

2 The ratio of Indian price + other expenses to 
fob foreign pnee is used as a rough measure 
of competitiveness. If the ratio is equal to 100 
then the commodity is neither competitive nor 
non-competitive. If it is less than 100 it is 
treated as competitive and non-competitive in 
case of the ratio being 100. 

3 Estimates of tianshipment costs and trader's 
moigtn is lower than per cent worked out by 
Gulad et al (1989) under the head of port 
clearance charges. 

4 This is based on our discussion with experts 
of PAU. Ludhiana, officers agriculture 
department of Punjab government and some 
cultivators of the basmati rice. 

.3 In the recent discussion in India on export 
competitiveness of agricultuid in wake of policy 
of liberalisation and globalisation, these issues 
are neglected almost completely. 
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DISCUSSION _ 

Investment, Ebqioils and Growth 

Vindicated 

Prema-ChaiKira Atfaakorala 


IN an important article Prabhat Patnaik and 
CPCbandrasekhar (henceforth P-C) examine 
the investmeni-cxport-growth nexus in 
developing countries through the estimation 
of bivariate regression using cross-section 
dalafor 23 developing countries [Patnaik and 
Chandrasekhar 1996]. They claim that their 
results overwhelmingly support the 
proposition that the investment ratio plays the 
key role in determining inter-country differ¬ 
ences in both growth and export performance 
and that the so-called ‘efficiency of resource 
use' which undergirds Fund-Bank advocacy 
is of no relevance in this regard. 

The P-C results, if they are to be believed, 
have significant implications for economic 
policy reforms in developing countries. In 
particular, for India, the results, coupled with 
asignificant reduction in the inve.stment ratio 
during the post-reform year as reflected in 
the data published by National Statistical 
Organisation (NSO),' seem to make a strong 
case against the continuation of the maiicet- 
oriented policy reforms initiated in 1990. As 
the authors put it, “no increase in the growth 
ratecan possibly occur unless the investment 
ratio is raised substantially. In practice, 
however, the effect of these policies has been 
precisely theopposite - asignificant reduction 
in the investment ratio.” But are the P-C 
results robust enough to warrant such a 
strong policy inference? 

Dubey (1996) points to a number of pitfalls 
in the P-C analysis. In particular, he 
demonstrates that the regression coefficient 
which links growth toinvestmemratio(output- 
capital ratio) is sensitive to the countries 
included and time period covered in the 
analysis. When the sample is augmented by 
adding 13 more countries to the P-C list and 
the sample period is changed from 1968-88 
to 1972-92, the regression coefficient and the 
R’ (overall fit of the equation) drop from 0.32 
and 0.72 to 0.18 and 0.243 respectively. In 
the light of this comparison of regression 
results, coupled with an observation of wide 
swings in the output-capital rate across 
countries and over time periods as revealed 
in P-C data, Dubey infers that the output- 
capital rate is “a very slippery and unrealistic 
concept for planning and policy" (p 631). 
Dubey also argues (convincingly, 1 believe) 
that ‘Ihe authors' efforts to develop and test 
a neo-classical explanation of the causal link 
from exports to investment are not serious" 
and that the particular approach adopted by 


them* to demolish the neo-classical view that 
“getting prices right is crucial to export 
performance" is “extremely tenuous and 
difficuitto sustain" (p632). Notwithstanding 
these limitations, Dubey admits that for the 
sample of countries and the period studied, 
“the insight of the old development 
economists that investment is the key to 
growth comes out (from P-C results] with 
flying colours" (p 630). 

The purpose of this note is to demonstrate 
that even for the sample countries and the 
period stated the data used by P-C are not 
inconsistent with the neo-classical ‘dogma' 
which they strive to demolish. We do this 
by re-estimating more appropriate 
formulations of output growth and export 
growth regressions using P-C data. First, we 
discuss the methodological issues leading to 
our alternative approach, and then present 
and interpret the results. 

MenioDouxjicAL Issues 

The P-C results come from an econometric 
procedure which does not allow for explicit 
testing of the neoclassical view which favours 
outward-oriented policy on ‘efficiency of 
resource use' grounds. If one wants to 
demolish a particulartheoretical proposition 
in favour of another, both propositions need 
tobe appropriately incorporat^inthe model. 
What the authors do instead is to focussolely 
on the bivariate relations pertaining to the 
hypothesis the favour, and therefore by design 
their analytical procedure is not capable of 
discriminating between theold (‘investment 
holds they key') view and the neo-classical 
view. Put simply, ‘good fit' of their chosen 
model isonly sppportingtheold view against 
the null of no relation between investment 
and growth/exports, which is not the 
alternative postulated by the neo-classical 
economists. 

In an attempt to (implicitly) Justify their 
peculiar model choice, the authors observe 
that as the neo-classical position, which 
advocates outward oriented policies on 
efficiency grci-nds, came to occupy the centre- 
stage of development thinking, “the 
investment ratio dropped out of the picture 
as a significant phenomenon to concentrate 
attention upon". We wonder if this peculiar 
(erroneous) characterisation of the neo¬ 
classical view (or Fund-Bank position, as 
P-C call it) has more to do with setting up 
a convenient straw man for polemical 


purposes than setting the stageforanobjective 
analysis of the investment-expoit-growth 
nexus. The economists of neo-classical 
persuasion do consider investment as a key 
variable in the growth process. However, 
they differ from the pioneers of development 
economics in that they place emphasis on 
both resource accumulation (investment) and 
'efficiency of resource use' as key. 
determinants of growth [Krueger 1980, 
Edwards 1993]. After all, the concept of 
‘efficiency is meaningless in the absence of 
resources'! 

A key postulate of the neo-classical view 
is that the outward-oriented growth strategy 
generates faster export growth and faster 

Table; Invesiment, Exforts and Growth: 

Regression Results 

IIHTB M 

G = -1.95 + 0.32(IA') 

R’ = 0.72 

G = -1.25 +0.25(FY) +0.13G. 

(1.29) (4.29)»* (1.65)* 

R' = 0.75; « 3.45 

G, = 5.87 +0.59(iyY) 

R> = 0.52 

G. = -538 +0.49(IA') +3.33D,„ 

(2.48) (4.35)** (2.48)** 

R* » 0.63; « 6,I5** 

I968-7I 

G » -0.18 +0.29(IA') 

R’ = 0.47 

G » -1.00 +0.24(I/Y) +0.I6G. 

(0.07) (3.17)*4 (2.10)* 

R' = 0.51; F„ = 4.45** 
G, = -138 + 0.39(1/Y) 

R> = 0.15 

G. = -0.36 +0.25(|/Y) +4.73D„^ 

(0.45) (1..34) (2.19)** 

R» « 0.32; F„ = 5.65** 

197M8 

G = -4.03 +0.36(I/Y) 

R> = 0.54 

O = -2.13 +0.22(1/Y) +0.17G, 

(2.27) (4.33)** (3,57)** 

R» 0.77; F„„ = 1277** 
G. == -6.43 +0.S9(I/Y) 

R' = 0.34 

G, = -522 +0.39(1/Y) +7.87D,,, 

(1.23) (2.52)** (3.24)** 

R» = 0.55; Fv* = 1030** 

Mote; t-ralios of regression coefficients are 
reported in brackets with the level of 
statistical significance (one-tailed test) 
denoiedas; * = 5percent;** Ipercent. 
Fy. is the F statistic for the variable 
addition test conducted on the related 
bivariate regression, in all coses the 
degrees of freedom for the test is 1,22. 
Source: The bivariate regressions are reproduced 
firomPattiaikandChandrasekhvf 1996) 
Others are author's estimates based on 
data reported in that iuticlc. 
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expiMt^wth4ntufn,renilttininoiera|)idiy 
growing GPP. Quite apait frofi its direct 
contribution to output growth (exports are a 
part of GDP), export growth promotes 
economic growth through various dynamic 
effects - improved resource allocation in line 
widiinternationalcomparativeadvantage.the 
maintenance of higher capacity utilisation, 
economies of scale and technical change and 
relieving the foreign exchange constraint (on 
the procurementof imported inputs, including 
technology). Also the ‘stick and carrot’ of 
competition in export markets provides 
incentives for productivity improvement and 
technological change. Clearly the role of 
investment is implicit in this neo-classical 
characterisation of the growth-conducive 
implications of outward-oriented growth 
strategy. What the neo-classical economists 
simply postulate is that fora given investment 
rate different countries can achieve different 
growth outcomes depending on the nature of 
the policy regime. 

The proper analytical procedure is, 
therefore, toincorporate both the conventional 
investment-oriented view and the neo-classical 
efficiency considerations in the estimating 
equation, and then allow data to determine 
their relevance in determining inter-country 
differences in growth and export performance. 
A simple way to do this is to include export 
growth as an additional explanatory variable 
in the output growth regression and a variable 
to capture the nature of policy regime in the 
export growth equation.^ Thus, we have. 

G = P„ +p,(l/Y)-^(),G^ + M (1) 

0^ = 00 + a,(l/Y) + Oj D„g -I- M (2) 
P,. P,, a,. Oj 2 0 

where, 

G = GDP growth, I/Y = gross investment- 
output ratio, G^ = real export growth, 
=outward-orientationduttuny variable, which 
takes value 1 for countries which pursue 
outward-oriented policies and zero for other 
countries, and p the stochastic error term. 

Ideally we should use a direct measure of 
outward-orientation in place of 
Unfortunately such a measure is not readily 
available for all countries in the sample. In 
the absence of a direct measure, the common 
practice is to identify countries with outward- 
oriented policy regimes through a close study 
of their policy history and then distinguish 
them from the other countries in terms of the 
dummy variable technique.'* This is the 
procedure adopted here.' 

Results 

Equation I and 2 are estimated by applying 
the ordinary lea.st squares (OLS) technique 
to data gathered from various tables in P-C 
(1996). A common methodological concern 
relating to the econometric estimation of the 
relationship between export growth and GDP 
growth (or between export growth and I/Y) 


is die possibfetwb-way causality between the 
two variables (Edwards 1993], 'This may lead 
to biased coefficient estimates when esti¬ 
mation is done using OLS. Mindful of this 
issue, we tested for the endogeneity of G^ 
in both equations using the Wu-Hauseman 
))rocedure. There was no evidence of 
endogeneity, and hence the use of OLS is 
justified. The estimated equations, together 
with alternative P-C estimates, are reported 
in the Table. 

To comment on the results for the export 
equation (equation 2) first, there is strong 
statistical support for the hypothesis that, 
quite apart from the level of investment, the 
nature of policy-orientation does matter in 
explaininginter-country differences inexpoit 
performance. The coefficient attached to D^,^ 
is statistically significant at the 1 per cent** 
level in ail cases with the expected (positive) 
sign. The equation for the total sample 
period (1968-88) suggests that, for a given 
investment ratio, the export growth rate of 
outward-oriented countries is. on the average, 
3.33 percentage points higher than the average 
growth for the overall sample. For the two 
sub-sample periods (1968-78 and 1978-88) 
this figure is 4.73 and 7.87 respectively. (The 
lower figure for the former period may reflect 
adverse world market conditions surrounding 
the first oil boom.) It is also important to note 
that the inclusion of G^ as an additional 
variable improves the overall fit of the 
equation (as measured by R') in all cases, 
and the augmentations of the regression 
equation by adding G^ is amply supported 
by the variable addition F te.st. 

l>et us now consider the GDP growth 
equations. The coefficient attached to the 
export growth variable (G^) is statistically 
significant at the 5 per cent level or better 
in estimates for all three time periods. The 
inclusion of this variable improves theoverall 
fit as measured by R^ in all cases, compared 
to the P-C bivariate regressions. As in the 
case of export growth equation, this 
augmentation is supported by the F test for 
variable addition. More importantly, the 
output-capital rate (that is, the coefficient 
attached to I/Y) is considerably smaller in 
magnitude in our estimates, suggc.sting a 
significant omitted variable bias in P-C 
estimates. What the results simply suggest 
is that for two countries with the same I/Y, 
the growth rates tend to be significantly 
different depending on the nature of the 
policy regime; the country which pursues 
an outward-oriented policy stance (and 
hence maintains superior export perfor¬ 
mance) showing a higher growth rate. This 
is exactly what the neo-classical ‘dogma’ 
postulates. 

In sum, our alternative regression estimates 
provide strong support for the neo-classical 
(Bank-Fund) view that, in addition to the 
investment rate, the nature of policy-orientation 


is crucial in explaining inter-country' 
differences in growth performance. > 

Notes 

[The author is indebted to Kunal Sen for careful 
reading of the draft of this paper.) 

1 Elsewhere [Athukorala and Sen 1995] we 
have demonsuated that the decline in invest¬ 
ment rote as reflected in NSO data is 
largely a statistical artefact resulting from 
some shortcomings in the NSO estimation 
procedure. 

2 Bivariate regression analysis of the relationship 
between export growth and the ratio between 
the GDP in purchasing power parity (a la 
Kravis. Heston and Summers) dollar and GDp 
in ‘officiar dollar (as a measure of the 
‘cheapness’ of u counUry’s product in world 
trade). 

3 Note that P-C estimate two export growth 
equations, one with investment rale and the 
other with GDP growth os the explanatory 
variable We do not consider the loiter here 
as It is not central to the issue at hand. 

4 See for instance Stopford et al (1991) and the 
work cited therein. 

5 The country classification used here is the one 
developed by the World Bank (1987) and 
reproduced in Edwards (1993). We combine 
‘strongly outward-oriented’ and ‘moderately 
outward-oriented’ in this classification to form 
our ’outward-oriented’ country group. China 
is included in this group for the total sample 
period and the 1978-88 sub-period. Countries 
included in this group for the three lime 
periods aip: 1968-78; Brazil, Chile, Chino, 
Colombia. Guatemala. Hong Kong, Indonesia, 
Korea, Malaysia, Thailand, Turkey, Uruguay: 

1968-78: Brazil. Colombia. Guatemala, Hong 
Kong, Indonesia, Korea, Malaysia. Thailand; 
1978-88: Brazil, Chile, China, Hrmg Kong, 
Korea. Malaysia, Thailand,Turkey, Uruguay. 
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HongkcMigBank 

MmhirHSBC.CnM^ 


The Hongkong and Shanghai Banking Corporation Limited 
(Incorporated in Hong Kong with limited liability) 


Balance Sheet of the India Branches 

as 


Profit and Loss Account of India Branches for 

on 31 March 1996 



the year ended 31 March 1996 



As on 

As on 




Year ended 

Year ended 



31J.I996 

31.3,1995 




31.3.1996 

314.1995 

SCHEDULE 

(Rs 000> 

(Rs 000) 


SCHEDULE 

(Rs 000) 

(RsOOO) 

CAPITAL AND LIABILITIES 



I. 

INCOME 




Capital 

1 

590,000 

490,000 


Interest earned 

13 

\A 

5.319,101 

4,013,289 

1 






V^IICI dliWlilllC 




Reserves and surplus 

2 

6,734,556 

3,355,069 


TOTAL 


6,659,564 

5434414, 

Deposits 

3 

38,443.806 

34.006.383 






Borrowings 

4 

2,832,845 

2.893,895 

II. 

EXPENDITURE 




Other liabilities and 





Interest expended- 

15 

3.022,-560 

2.183.194 

provisions 

5 

4.151.280 

3.324.407 


Operating expenses 
Provisions and 

16 

1.420.783 

1,293.120 

TOTAL 


52,162,487 

434i79,7S4 


contingencies 


1,309,736 

1.374,335 

ASSETS 





TOTAL 


5,753,079 

4450.649 

Cash and balances with 
Reserve Bank of India 

6 

4,851,082 

7.029.917 

III. 

PROFIT 




Balances with hanks and 





Net profit for the year 


906.485 

483,-565 

money at call and short 


2,478,522 

1.441,644 


Profit brought forward 


1,643,401 

1,236,415 

notice 

7 


TOTAL 


2449.886 

1,719,980 

Investments 

8 

14,606,307 

14.162,516 

IV. 

appBopriations 




Advances 

9 

21,459.008 

16,047,919 




181,297 

96,713 



Transfer to statutory reserves 

Fixed Assets 

10 

3,897,862 

1.779,736 


Transfer trom capital 








reserves 


- 

(20.134) 

Other Assets 

II 

4.869,706 

3.118,022 


Transfer to capital 
reserves 


1,643,401 









TOTAL 


52,162,487 

43,579,754 


Profit remitted to Head 
Office during the year 












Balance carried over to 

Contingent liabilities 

12 

140.199,961 

56.493,551 


Balance Sheet 


725,188 

1,643.401 

Bills for Collection 


2,493,157 

2,353.716 


TOTAL 


2449,886 

1,719,980 

Notes to Accounts 

17 



Notes to Accounts 

17 



Schedules referred to herein form an integral part of the 

Schedules referred to herein form an integral part of the 

Balance Sheet. 




Profit and Loss Account. 





For BHARAT S RAHT & CO. 
Chartered Accountants 


SAMMY MEDORA C A G GIBSON J D PULLEN 

Partner Area Financial Controller Chief Executive Officer. India 

Mumbai' 14 June 1W6 
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(fongkmgBank 


The Hongkong and Shanghai Banking Corporation Limited 
(Incorporated in Hong Kong with limited liability) 


Schedules forming part of the Balance Sheet of the 

India Branches as on 31 March 1996 


As on 
31J.1996 
(RsOOO) 

As on 
3U,1995 
(RsOOO) 


As on 
313.1996 
(RsOOO) 

As on 
313.1995 
(Rs 000) 

SCHEDULE 1 - CAPITAL 
Amount of deposit kept with the 
Reserve Bank of India under 
Section 11(2) of the Banking 
Regulation Act. 1949. 

590.(X)0 

1 

490,000 

SCHEDULE 4 - BORROWINGS 
1. Borrowings in India 

i) Reserve Bank of India 

ii) Other Banks 

iii) Other institutions and 

2,015,800 

781,608 

1,610,000 

.343,446 

TOTAL 

590,000 

490,000 

agencies 

34,000 

926.100 

SCHEDULE 2 - RESERVES 1 

AND SURPLUS 




2,831,408 




II. Borrowings outside India 

1,437 

14,349 

1. Statutory Reserve 



TOTAL 

2332345 

2,893395 

Opening Balance 

Additions during the year 

490,616 

181,297 

393,903 

96,713 

SCHEDULE 5 - OTHER 



11. Capital Reserve 

Opening Balance 

Additions during the year 
Remittance from Head Office 
Transfer from Profit and 

Loss Account 

Transfer from Unremitted 

Head Office charges 
Revaluation of premises 
Transfer to Profit and 

Loss Account 

671,913 


LIABILITIES AND 
PROVISIONS 

I. Bills payable 

II. Inter-office adjustments 
Branches in India (net) 

III. Due to Heed Office 

IV. Interest accrued 

V. Others (including provisions/ 



1,218,494 

1,643,401 

304,050 

2,168,952 

1,050,408 

188,220 

1,152,569 

140,224 

1,844,459 

1,014,028 

1,195,462 

304,050 

1,258,117 

566,778 


TOTAL 

4,151,280 

3324.407 

(20,134) 

SCHEDULE 6-CASH AND 
BALANCES WITH RESERVE 
BANK OF INDIA 

I. Cash in hand (including 
foreign currency notes) 



III. Revenue and other Reserves 

Opening Balance 

Movements during the year 

5.334,897 

1,218,494 



2,558 

2,558 

86,698 

92,243 

2,558 

2,558 

II. Balances with Reserve Bank 



IV. Balance in Profit and 
l.uss Account 
(.ipening Balance 

Transfer to Capital Reserve 

1.643,401 

(1,643,401) 

1,236.415 

ol India 

i) in Current Account 

ii) in Other Accounts 

4,764,384 

6,937,674 


4,764,384 

6,937,674 

Transtcr of Profit for the 

725.188 

406,986 

TOTAL 

4,851,082 

7,029317 

year alter appropnations 





725,188 

1,643,401 

SCHEDULE 7 - BALANCES 
WITH BANKS AND 



TOTAL 

6,734,556 

3,355,069 



SCHEDULE 3 - DEPOSITS 

A. 1. Demand Deposits 

I) Prom banks 
ii) From others 

60,274 

7,876,714 

49..544 

8.896.572 

MONEY Ai' Call aNU 
SHORT NOTICE 

I. In India 

i) Balances with banks in 
current accounts 

376,639 

419,438 


7,936,988 

8,946,116 

376.639 

419,438 

U. Savings Bank Deposits 
III. Term Deposits 

5.091.833 

5,223,380 


ii) Money at call and short 
notice with banks 

_ 


i) From banks 

„ • 

,, 




It) From others 

25,414,985 

10,836,887 


376,639 

419,438 


25,414,985 

19,836.887 

II. Outside India 

2.101,883 

1,022.206 

TOTAL 

38,443,806 

34,006383 

In Current Accounts 

B, Deposits of branches in India 

38,443,806 

34.006383 

TOTAL 

2,478,522 

1,441,644 
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HongkongBank 


The Hongkong and Shanghai Banking Corporation Limited 
(Incorporated in Hong Kong with limited liability) 


Schedules forming part of the Balance Sheet of the 
India Branches as on 31 March 1996 



SniEXKlLE 8 - IhTVESTMENTS 
I Investments in India in 

i) Government securities 

ii) Other approved secuntics 
III) Shares - fully paid 

tv) Debentures and Bonds 

v) Subsidiaries and/or joint 
ventures - Fully paid 

Partly paid 

vi) Others 

TOTAL 

SCHEDULE 9 - ADVANCES 
A i) Bills purchased and 
discounted 

ii) Cash credits overdratts 
and loans repayable on 
demand 

III) Term loans 

TOTAL j 

B i) Secured by tangible assets 
ii) Covered by Bank/ 
Government Guarantees 
III) Unsecured 
101AL 

C Advances in India 
i) Pnonty Sectors 

(including export Tinance) 

II) Public Sector 

III) Others 

TOTAL 

SCHEDULE 10-FIXED 
ASSETS 
1 Premises 

(including Leasehold) 

Cost as at I April 1995 
including revaluation or 
cost taken over under the 
Scheme of Arrangement 
ADD Additions dunng 
the year 
Revaluation of 
Premises 

LESS Deductions during 
the year 

LESS Depreciation to 
31 March 1996 
Accumulated depreciation 
to date 

TOTAL i 


As on 
31.3.1996 
(Rs 000) 

As on 
31.3.1995 
(Rs 000) 

9,522 756 

1 048 959 

26 188 

2 377.120 

8 95. 127 
971 074 
22 595 

2 584 616 

1 

500 

1,610,581 

1 

500 
1,630 581 

14.606407 

14,162,516 

' 

i 

2.951 138 

2 878 677 

6,265,334 

12,242,536 

6 999 109 
6,170,111 

21,459,008 

16,047,919 

18,480,696 

12,540,039 

1 080,679 
1,897.633 

991.839 
2,516,041 1 

21,459,008 


5 560,727 
42 061 
15,856,220 

5 264,005 
259 

10 783,655 




I 211 S79 
21,951 
2J 68.952 


3 404 486 


I 180,157 
11 222 


I 211579 


I 213.579 




2182 


Exonomic and Polincal Weekly Aupist 10, 1996 






















































HongkongBank ^ 

MMcrHSKOnr 

ft 

Tlie Rotigkoiig ud Sbingliai Banking Corporation Limited 
(Incorporated in Hong K(»ig with limtt^ liability) 


Schedules formiug part ot the Profit and Loss Account of the 
India Branches for the year ended 31 March 1996 



Year ended 
31J.1996 
(RsOOO) 

Year ended 
313.199S 
(Rs 000) 


Year ended 
313.1996 
(Rs 000) 

Year ended 
313.199S 
(RsOOO) 

SCHEDULE 13 - INltREST 



SCHEDULE 16- OPERATING 



EARNED 



EXPENSES 



1 Interest/discount on 



I Payments to and 



advances/bills 

3,071,612 

1,956,064 

provisions for employees 

531,468 

448,877 

11 Income on investments 

1,800,488 

1,836,465 




HI Interest on balances with 



II Rent, taxes and lighting 

54,164 

47,383 

Reserve Bank ot India 






and other inter-bank funds 

336,858 

162.624 




IV Others 

90,203 


III Pnnting and stationery 

42,813 

37,846 

TOTAL 

5319,161 

4,013369 

IV Advertisement and 






publicity 

46,336 

57,703 




V Depreciation on bank’s 



SCHEDULE 14-OTHER 



property 

207,776 

222,719 

INCOME 






I Commission, exchange 



VI Indian Advisory 



and brokerage 

627 050 

567 491 

Committee Members’ 



11 Profit on Sale ot 



fees, allowances and 



investments (net) 

13,024 

341,797 

expenses 

757 

360 

III Loss on sale ot land 






buildings and other assets 



VII Auditors fees and 



(net) 

(221) 

(2.520^ 

expenses 

1,100 

1,100 

IV Profit on exchange 






transactions (net) 


381,669 

VIIl Law Charges 

2,473 

6 214 

V Miscellaneous Income 


32,488 




TOTAI 

1340.403 


IX Postage. Telegram 






Telephones, etc 

71,712 

72,547 




X Repairs and maintenance 

70 802 

63 017 

SCHEDULE IS - INTEREST 






EXPENDED 



XI Insurance 

30,924 

24 65b 

I Interest on deposits 

2.621,432 

1,840,997 

XII Head Office Charges 

140 224 

119 543 

II Interest on Reserve Bank 






ot India/inter-bank 






borrowings 

372,198 


XlII Other expenditure 

220 234 

191 155 

III Others 

28,930 





TOTAL 

3,022360 

2,183,194 

TOTAL 

1,420.783 

1,293.120 
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HoligkongBailk 

MiMhrHSBCGnnr 

The Hongkong and Shanghai Bankhig Corporation Limited 
(Incorporated in Hong Kong with limi^ liability) 

SCHEDULE 17 

NOTES FORMING PART OF THE FINANCIAL STATEMENTS OF THE INDIA BRANCHES FOR THE YEAR 
ENDED 31 MARCH 1996 

1. Basis of preparation 

(a) The financial statements made upto 31 March 1996 comprise the accounts of the IndiiiiiBranches of The 

Hongkong and Shanghai Banking Corporation Limited (“the Bank"), which is incorporated and registered in 
Hong Kong. The Bank's ultimate holding company is HSBC Holdings pic, which is incorporated and 
registered in England. 

(b) The financial statements are prepared under the historical cost convention as modified by the revaluation of 

premises, and in accordance with the generally accepted accounting principles and the statutory provisions and 
practices prevailing within the banking industry in India. 

2. Principal Accounting Policies 

(a) Income recognition 

imerest income is recognised in the profit and loss account as it accrues, except in the case of interest on doubtful 
debts. 

Fee income is accounted for in the period when receivable, except where the fee is charged to cover the cost of a 
continuing service to, or risk borne for, the customer, or is interest in nature. In these cases, the fee is recognised 
on an appropriate basis over the relevant period. 

(b) Transactions involving foreign exchange 

(i) Assets and liabilities denominated in foreign currencies are translated into Indian Rupees at the lates of 
exchange notified by the Foreign Exchange Dealers Association of India (“FEDAl”) at the year end, 
except for those foreign currency non-resident deposits eligible for conversion with the Reserve Bank of 
India (“RBI’’), which are translated at the notional rates applicable to these deposits. 

(ii) Revenues and expenses are translated at (he rates prevailing on the transaction date. 

(tii) Outstanding foreign exchange contracts arc revalued at the forward exchange rate notified by FEDAl at the 
year end and the resultant gain or loss is included in the Profit and Loss Account. 

(c) Staff retirement benefits 

Provision for retirement benefits in respect of pen.sion and gratuity funds is made based on actuarial valuations 
conducted by a qualified actuary. 

(d) Net profit 

The net profit in the profit and loss account is after providing for depreciation in the value of investments, 
provision for taxation, provision fur doubtful advances and other necessary provisions. 

(e) Secunties 

(i) All securities, which cover both debt and equity securities, are classified as current securities and are valued at 
the lower of cost and market value in aggregate for each category of investment in compliance with RBI 
requirements, except tor zero coupon negotiable instruments which arc stated at carrying cost (i.e. cost 
adjusted tor yield accrual). 

(ii) Maikct value is determined in accordance with the RBI circular DBOD No. BP.BC. 43/21.04.048/% dated 

6 April 1996. Quoted securities are valued based on market quotations. Unquoted securities are valued by 
reference to the yield to maturity as prescribed by the RBI. 

(0 Advances 

Advances are slated net of provision for doubtful advances and interest in suspense. Specific provision is made 
for doubtful advances as and when they are .so considered, based on a periodic review and in line with the 
provisioning guidelines issued by the RBI. When there is no longer any realistic prospect of recovery, the 
outstanding advance is written off. 

Interest on doubtful advances is credited to a suspense account which is netted in the balance sheet against the 
relevant balances and nut recognised in the profit and loss account until received, 
igl Fixed assets 

Ii) Fixed assets arc stated at historical cost less accumulated dcpreciaiton. with the exception of premises which 
are stated at valuation or cost less accumulated deptcciation. 

(ii) Premi.ses are revalued by professionally qual.ilcd valuers with sufilcient regularity to ensure that the net 
carrying amount dues not differ mateiially froir. the fair value. The surplus arising on revaluation is 
transferred to the ‘Capital Reserve’ account. 

(iii) Depreciation is calculated to write off the assets over their estimated useful lives on a straight line basis as 
tollows; 

- Freehold land is not depreciated. 

- Premise.^ are depreciated at 2% per annum. 

- Other fixed assets are depreciate:! at 20% per annum. 
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HongkongBank 

MnN«»rHSBCGnM«> 

Thf Hongkong and Shanghai Banking Corporation Limited 
(Incorponted in Hong Kong with limited liability) 


Fixed assets 

(a) The most recent revaluation of the freehold premises was conducted in Oecemher I9VS and the Bank revalued 
its owned freehold premises by R$. 2.169 million based on independent professional valuations. 

(b) Certain premises acquired under a Scheme of Arrangement are held in the name of Hongkong Bank (Agency) 
Private Limited, a wholly owned subsidiary, for the benefit of the Bank. Accordingly, these premises have 
been treated as assets of the Bank in these financial statemenu. 

4. .Securities 

(a) Securities include securities of Rs. 23.850,000 which have not been transferred to the Bank’s name, lihe Bank 
has filed an affidavit With the Custodian under the Special Court Ordinance, 1992 and awaits the Court’s 
ruling. On the basis of legal advice received, 'mapagenumt expect that these securities will transfer into the 
Bank’s name thereafter. 

(b) There are certatn securities transactions currently in dispute with the Bank involving an aggregate sum 
(including intesrest) of Rs. 331.3 million (Previous year Bs. 331.3 million) which are not acknowledged as 
-debts by the Bank. In addiuon, the consequential taxation implications of the above transactions remain 
unclear. The Bank has defended its position hy filing a counter claim. On the basis of legal advice received, 
maruigemeni does not expect any loss to the/Bank. 

5. Retirement brmeftts 

The Bank has made provision for pension paymiHitt to staff who retired on or before 31 December 1980 amounting to 
Rs. 13.63 million and for the monthly payrnems relating to the Voluntary Retiremem Scheme introduced in 1991 
amounting to Rs. 18.10 million and provision jtot accumulated leave amounting to Rs. 18.10 million based on actuarial 
valuation. This represents a change ftom the practice followed in the previous year wherein these costs were accounted 
for on a cash basis. Had the Bank not changed its policy, the net profit for the year would have been higher by 
Rs. 49.85 million. 

6 Other assets 

The Bank holds a valid Banker’s Receipt for 110,760 Canstock Units of face value Rs 100/- each which have not 
been physically delivered by the counterparty pending settlement of an uivesolved issue, included under contingent 
liabilities, in respect of securities transactions with the same counterparty. The uoiu were redeemed and the 
proceeds due at redemption are included in Other Assets pending settlement of the dispute, in February 1996, the 
Bank filed a suit against the counterparty to recover the assets/amount with interest, covered by the said Banker’s 
Receipt. 

7. Taxation 

Tax liabilities in respect of Mercantile Bank Limited taken over by the India Branches are pending final outcome 
of the tax assessments/appeals filed by the Bank/Tax authorities relating to the assessment years 1974-73 to 1983-84 
and those in respect of the Bank for assessment years 1984-83 to 1991-92. 'The amount of liability is not 
ascertainable In respect of assessment year 1992-93 and 1993-94 there is a Contingent Liability of approximately 
Rs. 427 million which is presently in appeal. Management consider that adequate provision has been made for tax 
liabilities relating to these items. 

8. Capital adequacy ratio 

The Bank's capital adequacy ratio, calculated in accordance with the RBI guidelines, is as follows; 



As on 

As on 


31.3.1996 

31,3.1995 


(Rs (X)0) 

(RsOOO) 

Tier 1 capital 

2,879,691 

2,698394 

Tier 2 capital 

1,411,343 

435.317 

Total capital 

4,291,036 

3,133,711 

Total risk weighted assets and contingents 

36,637,333 

26,913,444 

Capital ratios 

Tier 1 ciqiital 

7.86% 

10.03% 

Total capital 

11.71% 

11.64% 

Comparttive figures 

Certain comparative ftgures have been amende to conform with the current year’s presentation. 
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HdngkiongBaidc 

MfWBWr raNK* Oim^ 


Auditors’ Report on the Financial Statements of the India Branches of 
The Hongkong and Shanghai Banking Corporation Limited under Section 30 
of the Banking Regulation Act, 1949 


We have audited the Balance Sheet of the India Branches of The Hongkong and Shanghai Banking 
Corporation Limited (incorporated in Hong Kong with limited liability) (“the Bank”) as at 31 March 
1996 and the related Profit and Loss Account for the year then ended. We have obtained all the 
information and explanations which, to the best of our knowledge and belief, were necessary for the^ 
purposes of our audit and have found them to be satisfactory. 

In accordance with the provisions of Section 29 of the Banking Regulation Act, 1949, read with the 
provisions of sub-sections (I), (2) and (5) of Section 211 and sub-section (S) of Section 227 of the 
Companies Act. I9S6, the financial statements are not required to be, and are not drawn up, in 
accordance with Schedule VI of the Companies Act. 1956. The financial statements are therefore drawn 
up in conformity with Forms A and B (revised) of the Third Schedule to the Banking Regulation Act, 
1949. 

In our opinion, the financial statements give a true and fair view of the state of affairs of the Bank as 
at 31 March 19% and of its profit for the year then ended. 

We farther report that: 

(a) the financial statements are in agreeipent with the books of account and give the infoimation required 
by the Companies Act, 1956 in the manner so required for banking companies; 

(b) the Bank has maintained proper books of account as required by law insofar as appears from our 
examination of those books; 

(c) the returns received from the branches of the Bank have been found adequate for the purposes of our 
audit; and 

(d) the transactions which have come to our notice have been within the powers of the Bank. 


For Bharat S Raut & Co. 
CThartered Accountants 


Sammy Medora 
Partner 


Mumbai: 14 June 1996 
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HongkongBank 

MMcrHSaCOn^ 


HongkoDg Bank (Agency) Private Limited 


Balance Sheet as at 31 March 1996 


JI-«3.1V9S 
lb (OOlhI 

LIABILITIES 

RafOMul 

RsfOOM 

31413.1995 

IblOMi) 

ASSETS 

RafMQi) 

RafllMi) 

Rs (WNa) 

loou 

Share Capital 

Authoriiicd 

100 (NN) rtnlinaiy Shares 
ul Ks 10 each 


1000 


CniTcnt Aaaeia. 

Lonna and Advaaeea; 

Cuneni Asaeis 

Sundry Debtors 




1000 

baaed 

100000 Ordinal) Shares 
of Rs 10 each 


1000 

73 

9 

82 

Unsecured Considered 
Good over aia months 
Other debts 

40 

13 

S3 


• 

4UV 

Subacrlbcd 

100 Oidinury Shares of 

Rs 10 each fuliv paid 

OV 900 Ordinarv Shares 
ot Rs 10 each Rs 3 paid 

1 

499 



Bank balances sviin 
scheduled bank - 
On deposit with The 
Hongkong and 

Shanghai Banking 
Corporauon Ltd 
Calratia 




MIO 


SOO 


SOO 




Noie The entire share 
capital IS held by The 
Hongkong and Shanghai 
Banking Cotporalioii Ltd 
and Its noiiiinees 



63 

On Cufiem Account 
anih The Hongkong 
and Shanghai Banking 
Coiporauon Ltd 
Calcutta 

30 



62 

Reserves and Surphis 
Balance in Profit ^ 

Loss Account 

Current IJabdUiea 
nod Pravahmi 

Cuneni Liabilities 

Sundry Credilois 


67 

JfiL 

731 

On Currem Account 
with The Hongkong 
and Shanghai Banking 
CurporalKHi {.Id 
Mumbai 

Loans and Advances 

201 

731 


348 

rhe Hongkong and 

Shanghai Banking 

Curporaiioii Lid 

Othm 

232 

IS 

247 

30- 

Advances Recoverable 
in Cash or in kind or 
value to be received 

Unsecured considered 
good 


30 

814 

M3 

TOTAL 


«14 

M3 

TOTAL 



114 


Notes on Au-ounts ds per Schedule attached form an integral part of the Balance Sheet 
This IS thi Balance Sheet referred to in our report of even date 


K H VACHHA 

J P SAMANT 

J D PULLEN 

G MONTEIRO 

C A G GIBSON 

Paitnci 

For and on behall oi 
PRICE WATERHOUSE 
Chartered AcawniaiMs 

Srcreiarv 

Oinxtor 

• 

Direcror 

Direcmr 


Muinbui June 10. 19% 
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Hctngkon^ank 

Mmivr HSiC 


Hongkong Bank (Agency) t*rfvate Limited 

Profit and Less Account for the jrear ended 31 March 1996 


3I<«3-199S 

Rs (WMi) 


Rf (BOOl) 

Rs(M0s) 

Sl<iM995 

RtIMMn) 


RilOOti) 

RelOSBi) 

145 

40 

23 

15 

IS 

24 

15 

5 

3 

1 

1 

To Expcaocn rdmbnned 
to the holding coin|wny: 

Stlanei 

Rent 

Electncity 

Slaiiunery 

Postage and Tetcgrama 

To LegN Expenses 

To Attditora' remuneration 
Audit Fees 

Other Services 

Out of pocket expentes 

To Chaiget General 

To profit CBTied down 

148 

32 

21 

IS 

11 

15 

_2_ 

231 

6 

17 

2 

1 

268 

2 

18 

2 

1 

Ry Sundry Font 

Truateeship 

Income 

Mnnagement 

Investment 

Scrvicea 

240 

3 

IS 

261 

m 



261 




261 

62 

To Balance earned to 


67 

5 

By profit brought down 


5 


balance sheet 












By balance brought 







57 

forward from Int account 


62 

62 



67 

62 



67 


Notes on Accounts as per Schedule attached form an integral part of the Profit and Loss Account 
This IS the Profit and Loss Account icferred to in our report of even date 

K H VAOIHA J P SAMANT J D PULLEN C MONTBIRO C A G GIBSON 

Partner Secretary Director Director Director 

For and on behalf of 

PRICE WATERHOUSE 

Chaneied Accountants 

Mumbai June 10 1996 

SCHEDULE OF NOTES ON ACCOUNTS FOR THE YEAR ENDED 31 MARCH 1996 

t SlfiuricaM Accouming Policy - Pee income n accoumed on m ecenni basis 

2 No provision has been maoe in these accounts for income taa for the year as also for the earlier years as Ihe income of this Company belongs lo 
The Hongkong and Shanghai Banking Corporaiion Limned the holding coiimny, as pa Ihe Scheme of arrangement approved by the Bombay 
High Coun whereby the contraclual obligation under the agreement dated 14 htay 1929 with Mereanule Bank Lsimled has vested in The Hongkong 
and Shanghai Banking Corporation Lindicd 

Y ComlHgent Liability in lespM of laaalton malten Rs lIM.OOO (previous year Rs lOdAKH 

4 Other adduional informauon pursuant to the provisions of Ihe paragraphs t 4C ami 4D of Part It of Schedule VI of Ihe Companies Act 1916 has not 
been furrushed as there are no paruculars to be given 
1 Addmonal Informalmn as rerpured under Part tv at Schedule VI to Ihe Companies Act. 1916 

I Regisnaiion detalii 

Reaistralion No 28916 State Code IS 
Balence Sheet Dale 31 March 1996 

II Cimital raised during Ihe Year (Amount m Rs thousands) 

Public Issue Nil Bonus Issue Nil Rights Issue Nil Pnvaie Placement Nil 

III Posmon of Mflbilisauon and Depioymeni of Funds (Amount in Rs thousands) 

Total Liabilities 814 Total Assets 814 

Sairta tf f tfwlt 

Paid-Up Capilal 100 Reservrs and Surplus 67 Secured Loans Nit Unsecured Loans Nil 

Appheanon of Funds 

Mm Fiaed Assert Nil bivcstmeius Nil Net Ciuicm Aaaels S67 Mitc Expendinne Nil Accumulated Lossei Nil 

IV Performance of Comptny (Amount in Rs thousands) 

Turnover 261 Total Expenditure 216 Proflt/Loaa before Tax s-S PtoOVLoia liter Tax -fl Emunga per share RtOOS Dividend Nil 

V Cenem Names ot three principal producti/servicn of Comptny (as per monetmy lerma) Not Applicable since Ihe Company is a service provtder 
and does not deal in am products 

6 Tniaieeship fees include Rs w 000 (previous year Rs 10.(XX» in mpeci of comptmes where mist deeds are yet lo be exeemed 

7 The Ckunpany ii in the process of ruiwing down the Trusteeship tiusincss as It is not remunerative The Secumla and Eachtnge Board of Imlia (SEBD 
has permtleo the Company lo conunuc with the exiiiing Debenture Trusieeahipi nalil milaniy, though the Comptny haa not been regiiMicd at a 
Debnitge Tnuiee umier the SEBI regutalloni The Company hat decided not » accept any hew Debenture TiuaieeiMpt as diMeted by SEBI 

8 Previous years figuics have been regrouped wherever necestary 

K H VACHHA J P SAMANT J D PULLEN 0 MONTEIRO C A O GIBSON 

Partner Secreiaiy Director Director Director 

For and on behalf of 

PRICE WATERHOUSE 

Cluuteied Accountants 

Mumbai June 10. 1996 
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HongkongBank C& 

MrrnhermBCOtuup 


AUDITORS* REPORT TO THE MEMBERS OF 
HONGKONG BANK (AGENCY) PRIVATE LIMITED 

t 

1 We report that we have audited the Balance Sheet of Hongkong Bank (Agency) Pnvate Limited as at Mardi 31 1996 
and the relative Proflt and Loss Account for the year ended on that date both of which we have signed under 
reference to this report 

2 In our opinion and to the best of our information and according to the explanations given to us, the Balance Sheet 
and the Profit and Loss Account together with the notes thereon, give in the prescribed m/uiner the information 
required by the Companies Act, 1936 and also give respectively, a true and fair view of the state of the 
Company’s affairs as at March 31 1996 and i(s profit for the year ended on that date 

3 We have obtained all tbe information and explanations which to the best of our knowledge and belief were necessary 
for our audit In our opinion, proper books of account have been kept as required by law so far as ^pears from our 
examination of the books and the abovementioned accounts are in agreement therewith 

4 The Company is engaged in the business of supplying and rendering services Accordingly, as required by the 
Manufacturing and Other Companies (Auditor’s Report) Order 1988 dated September 7 1988 and issued by the 
Central Government and on the basis of such checks as we considered appropriate and according to the information 
and explanations given to us, we further report that 

I The Company has not taken any loans secured or unsecured from companies, firms or other panies listed in the 
register maintained under section 301 of the Companies Act, 1936 and/or from companies under the same 
management as defined under sub section (IB) of secUon 370 of the Companies Art, 1936 

II The Company has not gt anted any loans secured or unsecured to companies, firms or other parties listed in the 
.egister maintained under section 301 and/or to rompanies under the same management as defined under sub¬ 
section (IB) of section 370 of the Compames Act 1936 

III The Company has not granted any loans or advances in the nature of loans 

IV The Company has not accepted any deposits fium the public 

v In our opinion there is a system of inteinal conurol commensurate with the size of the Company and the nature 
of Its business 

VI The paid up capital of the Company at the commencement of the financial year did not exceed Rs 23 lacs or the 
average annual turnover for a period of three consecutive financial years immediately preceding the financial year 
did not exceed Rs 2 crores and as such we are not commenting on its internal audit system 

VII On the last day of the financial year there was no amount outstanding in respect of undisputed income tax, 
wealth tax sales tax customs duty and excise duty which were due for more than six months from the date they 
became payable 

VIII During the course of our examination ol the books of account carried out in accordance with the generally 
accepted auditing practices we have not come across any personal expenses which have been charged to 
Profit and Ixiss Account, nor have we been informed of such case by the management 

IX The Company is not a sick industrial company within the meaning of clause (O) of Section 3( 1) ot The Sick 
industrial Companies (Special Provisions) Act 1983 

X We have not reported on the matters contained in paragraph 4A(i) to (vi) (x) to (xii) (xiv) (xvi) to (xvii) in 
respect of fixed assets records and physical verification of fixed assets revaluation of fixed assets physical 
verification and valuation of invcntoiies internal contiol procedures relating to purchase and sale of goods 
purchases and sales made in pursuance ot contracts or arrangements entered in the regi'icr maintained under 
section 301 of the Companies Act 1956 unsciviccable or damaged stores and raw materials or finished goods 
records for sale and disposal of realisable by pioducts and sciap cost records and provident fund and employees state 
insurance dues respectively as they are not applicable to the Company in lespcct of the financial year under 
audit 

XI In view of the hature ot services rendeied bv the Company the matters specitied in items (ii) to (iv) under 
paragraph 4(B) of the Oder to the extent they relate to receipts issues consumption of materials and stores 
allocation between m'li.erial' and manhours consumed stores and labour authorisation at pioper levels are also not 
applicable 


K H VACHHA 
Partner 

For and on behall ot 
PRICF WAlfcRHOUSF 
Chartered Accountants 

Mumbai June lO, 1996 
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<z> 

The British Bank of the Middle East 


hsbc^^ 

Member HSBC Gfviv 

(Incorporated in England by Royal Charter 1889) 


BALANCE SHEET OF THE INDIA BRANCHES AS 
ON 31 MARCH 1996 


PROFIT AND LOSS ACCOUNT OF THE INDIA 
BRANCHES FOR IHE YEAR ENDED 31 MARCH 1996 




As on 

As on 




Year ended 

Fear ended 



313.1996 

313.1995 




31.3.1996 

313.1995 

SCHEDULE 

(Rs 000) 

(Rs 000} 


SCHEDULE 

(Rs 000) 

lEm 

CAPITAL AND LIABILITIES 



I. 

INCOME 




Capital 

1 

177,500 

127,500 


Interest earned 

Other income 

13 

14 

1,192,615 

40,994 

974.879 

124,196 






Reserves and Surplus 

2 

988,265 

643,031 


TOTAL 


1,233,609 

1,099,075 

Deposits 

Borrowings 

3 

8,122,617 

758,553 

7,568,895 

731,735 




4 

II. 

EXPENDITURE 




Other liabilities and 



provisions 

5 

977,987 

756,849 


Interest expended 

15 

880,774 

632,051 

TOTAL 


10,847,422 

9.700310 


Operating expenses 
Provisions and 

16 

96.891 

85,122 






contingencies 


100,144 

154,149 






TOTAL 


1,077,809 

871322 

ASSETS 




III. 

PROFIT 




Cash and balances with 
Reserve Bank of India 

6 

680,733 

1,454,851 


Net profit loi the year 
Profit brought forward 


155,800 

460,632 

227.753 

277.536 

Balances with banks and 
money at call and 



TOTAL 


616,4.32 

505,289 



7 

944,682 

1,029,119 






short notice 

Investments 

8 

4,062,014 

4 097.082 

IV. 

APPROPRIATIONS 




Advances 

9 

4,388,585 

2,533,365 






Fixed assets 

10 

283,450 

81,554 


Transfer to statutory 


31,160 

45.551 

Other assets 

II 

487,958 

504,539 


Transfer from capital 
rcsei ves 

Balance carried over 


(2,158) 

(894) 

TOTAL 


10,847,422 

9,700,510 









587,430 

460,632 

to Balance Sheet 

Contingent liabilities 

Bills lor collection 

12 

13,390,893 

506,875 

2,439,553 

327,354 


TOTAL 


616,432 

505,289 

17 


Notes to Accounts 

17 



Notes to Accounts 



Schedules referred to herein torm an integral part of the 

Schedules referred to herein 

torm an integral part of the 

Balance Sheet 




Profit and Loss Account 





For Bharat S Raut & Co 
Chartered Accountants 

Sammy Medora 
Partner 

Mumbai )4 June, 1996 


S Dureja 

Financial Control Manager 


JAJ Hunt 

Manager and Chief Executive Ofticer, India! 
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The British Bank of the Middle East 


hsbc*-*^^ 

Member HSBC Group 

(Incorporated in England by Royal Charter 1889) 

1 Schedules forming part of the Balance Sheet of the India Branches as on 31 March 1996 


As on 

As on 


As on 

As <HI 


31J.1996 

31.3.1995 


3U.1996 

31.3.1995 


(Rs 000) 

(Rs 000) 


(Rs 000) 

(Rs 000) 

SCHEDULE 1 - CAPITAL 



SCHEDULE 4 - BORROWINGS 



Amount ol deposit kept with 



1. Borrowings in India 



the Reserve Bank ol India 






under Section 11(2) 



i) Reserve Bank of India 

19,500 

Nil 

ot the Banking Regulation 



II) Other banks 

714,834 

724,384 

Act 1949 

177 500 

127 500 

III) Other institutions and 






agencies 

4.219 

5,906 

TOTAL 

177,500 

127,500 




SCHEDULE 2 - RESERVES 




758,553 

730,290 






AND SURPLUS 









11. Borrowings outside India 

Nil 

1 445 

1. Statutory Reserve 

HHI 





Opening balance 



TOTAL 

758,553 

731,735 

Additions dunng the yeai 


mSm 





170,511 

139,351 

Secured borrowings included 



11 Capital ReMrve 





Opening balance 

41048 

41942 

in 1 and 11 above 

4219 

5,906 

Additions during the year 






Property Revaluation 






Reserve (See Schedule 17 



SCHEDULE 5 - OTHER 



Note 2(g)(ii)) 

189 414 

Nil 

LIABILITIES AND 



Transfer to Profit and 



PROVISIONS 



loss Account 

(2 158) 

(894) 







1 Bills payable 

82 444 

37.179 


230,324 

43,048 



HI. Balance in Profit 

— 


11 Due to Head Office 

81 592 

75,183 

and Loss Account 

587.410 

460 612 







III Inteicst accrued 

586,380 

621,321 

TOFAL 

988,265 

643,031 






... 

IV Others (including provisions) 

225 571 

23,166 

SCHEDULE 3 - DEPOSITS 



TOIAL 

977,987 

756,849 

A. 1. Demand Deposits 






i) From banks 

17.189 

47 775 




ii) Fiom others 

217 788 

255 801 

SCHEDULE 6 - CASH AND 






BALANCES WITH RESERVE 




234,977 

303,578 

BANK OF INDIA 



It. Savings Bank Deposits 

110 9'’2 

140 876 

I Cash in hand 

4,556 

4,738 




(including foreign currency 



HI. Term Deposits 



notes) 



from others 






i) From others 

7 576 668 

6 924 441 

II Balances with 









TOTAL 

8,122,617 

7,568,895 

i) in C urrent Account 

676.177 

1 450113 

B. Deposits of branches in India 

8,122 617 

7 568 895 

TOTAL 

680,733 

1,454,851 
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The British Bank of the Middle East 

H5BC < m 

Member HSBC Gmup 

(Incorporated in Eni^and by Royal Charter 1889) 


Schedtdes forming part of the Balance Sheet of the India Branches as on 31 Mardi 1996 



As on 
313.1996 
(Rs 000) 

As on 
313.1995 
(Rs 000) 

SCHEDULE 7 - BALANCES 
WITH BANKS AND MONEY 
AT CALL AND SHORT 
NOTICE 

1. In India 

1 ) Balances with banks 
a) in current accounts 

7.398 

6,763 

n. Outside India 

i) in current accounts 

937.284 

1,022,356 

TOTAL 

944,682 

1,029,119 

SCHEDULE 8 - INVESTMENTS 
(Sec Schedule 17 Note 2(e)) 

1. Investments in India in 
i) Govemmenl securities 

2,347,587 

2,251,030 

ii) Other approved securities 

260,489 

270,703 

III) Shares - fully paid 

50 

50 

IV) Debentures and Bonds 

879,550 

890,582 

v) Others 

- Unit '64 of Unit 

Trust of India 

443,950 

443.950 

- Certificate of 

Deposit 

130,388 

240.767 

TOTAL 

4,062,014 

4,097,082 

SCHEDULE 9-ADVANCES 
(See Schedule 17 Note 2(f)) 

A i) Bills purchased and 
discounted 

786J50 

385.544 

n) Cash credits, overdrafts 
and loans repayable on 
demand 

3.046,295 

1.904 439 

111 ) Term loans 

555.540 

243,382 

TOTAL 

4388,585 

2433365 

B i) Secured by tangible assets 

3,872,749 

2,190,159 

ii) Covered by Bank/ 
Government guarantees 

206,692 

65,850 

III) Unsecured 

309,144 

277,356 

TOTAL 

4388485 

2433365 

C. 1. Advances in India 

i) Pnonty Sectors (including 
export finance) 

442,629 

462,489 

ii) Others 

3,945,956 

2,070.876 

TOTAL 

4388485 

2433365 



As OB 

313.1996 
(Rs 000) 

As on 
313.1995 
(Rs 000) 

SCHEDULE 10-FDCO) ASSETS 

I. Premises (including Leasehold) 
(See Schedule 17 Note 4) 

At valuation as on 3] March 
of the preceding year 

57,680 

57,658 

Additions dunng the year 
Additions 

22,569 

22 

Revaluation 

189,434 

Nil 


269,683 


Depreciation to date 




262,180 

53,500 

n. Other Fixed Assets 

(including Furniture and Fixture) 
At cost as on 31 March 
of the preceding year 

46,037 

43.643 

Additions dunng the year 

2,129 

2,772 

48,166 

46,415 

Deductions during the year 

(732) 

(378' 


47,4)4 


Depreciation to date 

(26.164) 

(17.983) 

21,270 

28,054 

TOTAL 

283,450 

81354 

SCHEDULE 11 - OTHER ASSETS 

I Interest accrued 

129,393 

181.285 

II Tax paid in advancc/tax 
deducted at source (net) 

199.464 

162.284 

III Stationery and stamps 

508 

882 

IV Items in the cQurse of collection 

77,128 

26.47'’ 

V Others 

81.465 

133.611 

TOTAL 

487458 

504339 

SCHEDULE 12 - CONTINGENT 
LIABILITIES 

I uability on account of 
outstanding forward contracts 

12,291,392 

1.667.943 

II Guarantees given on 
behalf of customers 
a) In India 

563.314 

266.442 

b) Outside India 

2.140 

19.179 

III Acceptances, endorsements and 
other obligations 

480,636 

430.057 

IV Other items for which 

the bank is contingently liable 
a) Disputed Income Tax 

liabilities pending in appeal 
(See Schedule 17 Note 5) 
i) For Assessment 

Year 1991-92 

32.737 

32,762 

ii) For Assessment 

Year 1992-93 

8.429 

23,170 

III) For Assessment 

Year 1993-94 

12,245 

Nil 

TOTAL 

13390493 

2439353 
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The British Bank of the Middle East 


HSBC 

MenAer HSBC Gm^ 

(Incorporated in England by Royal Charter 1889) 


Schedides forming part of the Pinofh and Lon Account of the India Branches for (he year ended 31 March 1996 


Year ended 

Year ended 


Year ended 

Year ended 


31J.1996 

31J.1995 


31J.1996 

31J.1995 


(Rs 000) 

(Rs 000) 


(Rs 000) 

(RsOOO) 

SCHEDULE 13 - INTEREST 



SCHEDULE 16 - OPERAIING 



EARNED 



EXPENSES 



1. Inierest/discount on 



I. Payments to and provisions 



advances/bills 

517,733 

268.472 . 

for employees 



11. Income on investments 

460,853 

537.028 

(Sec Schedule 17 Note 3) 

41.432 

28,427 

III. Interest on balances with 






Reserve Bank of India 



II. Rent, taxes and lighting 

3.617 

3,216 

and other inter-bank 






funds 

188,300 

150,391 

III. Printing and stationery 

2.341 

1,967 

IV. Others 

25,729 

18,988 







IV. Advertisement and 



TOTAL: 

1,192,615 

974,879 

publicity 

2,787 

6,162 




V. Depreciation on bank's 

, 


SCHEDULE 14 - OTHER 



property 



INCOME 



(See Schedule 17 Note 






2(g){iii)) 

9,889 

10.297 

I. Commission, exchange 






and brokerage 

29,542 

24,774 

VI. Indian Advisory 



II. Profit on sale of 



Board Members fees. 



investments (net) 

(13,733) 

75,483 

allowances and expenses 

24 

14 

III. Loss on sale of land. 






buildings and other assets 

(45) 

Nil 

VII. Auditors' fees and 



iV. Profit on exchange 



expenses 

300 

300 

transactions (net) 

25.230 

23,939 







VIII. Law Charges 

91 

75 

TOTAL; 


124,196 







IX. Postage, Telegrams, 






Telephones, etc. 

3,927 

4,682 

SCHEDULE 15 - INTEREST 






EXPENDED 



X. Repairs and maintenance 

2,171 

3,947 




XI. Insurance 

3.260 

3,460 

1. Interest on depo.stls 

798,110 

546.271 




II. Interest on Reserve Bank 



XII. Head Office Charges 

8,408 

8,590 

of India/inter-bank 






borrowings 

81.841 

83,211 

Xlll. Other expenditure 

18,644 

13,985 

III. Others 

823 

2,569 




TOTAL: 

880,774 

632,051 

TOTAL; 

96,891 

85,122 
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The British Bank of the Middle East 

HSBC*-*—-^ 

Member HSBC Group 

(Incorporated in England by Royal Charter 1889) 

SCHEDULE 17 

NOTES FORMING PART OF THE FINANCIAL STATEMENTS OF THE INDIA BRANCHES 
FOR THE YEAR ENDED 31 MARCH 1996 

1 Basis, ot preparation 

(a) The linancia) statements made upto 31 March 1996 comprise the accounts of the India Branches of The 
British Bank ol the Middle East (“the Bank”), which is incorporated and registered in England The 
Bank’s ultimate holding company is HSBC Holdings pic, which is incorporated and registered in 
England 

(b) The tinancial statements are prepared under the historical cost convention as moditied by the revaluation 
ot premises, and in accordance with the generally accepted accounting principles and the statutoiy 
provisions and practices prevailing within the hanking industry in India 

2 Principal Accounting Policies 

(a) Income recognition 

Interest income is recognised in the prolit and loss account as it accrues, except in the case of interest 
on doubtful debts 

Fee income is accounted for in the period when receivable, except where the lee is charged to cover the 
costs of a continuing service to, or risk borne tor, the customer, or is interest in nature In these 
cases the tee is recognised on an appropriate basis over the relevant period 

(b) Transactions involving foreign exchange 

I) Assets and liabilities denominated in foreign currencies arc translated into Indian Rupees at the rates 
of exchange notified by the Foreign Exchange Dealers Association ol India (“HiIMI ”) at the ycai 
end, except tor those foreign currency non resident deposits eligible toi conversion with the Reserve 
Bank ot India ('RBI'), which are translated at the notional rates applicable to these deposits 
ii) Revenues and expenses are translated at the rates prevailing on the transaction date 
III) Outstanding foreign exchange contracts are revalued at the forward exchange r'le notified by FEDAI 
at the year end and the lesultant gain or loss is included in the profit and loss account 

(c Stall retirement benefits 

Provision tor retirement benefits in respect ot pension and gratuity funds is made based on actuarial 
valuations conducted by a qualified actuary 

(d) Net p.ofit 

The net profit in the profit and loss account is altei providing for depreciation in the value of 
investments, provision lor taxation, provision foi doubtful advances, and other necessary provisions 

te) Securities 

I) All securities, which cover both debt and equity securities, arc classified as current securities and are 
valued at the lower of cost and market value in aggregate tor each category of investments in 
compliance with RBI icquirements, except for zero coupon negotiable instruments which are stated at 
cairying cost (i c cost adjusted for yield acciual) 

ii) Market value is determined in accordance with the RBI circular DBOD No BP BC 43/21 04 048/96 
dated o April 1996 Quoted securities are valued based on market quotations. Unquoted securities are 
valued by reference to the jield to maturity as prescribed by the RBI 
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The British Bank of the Middle East 

HSBC t * ■ -*•-«« 

Member meC Group 

(Incorporated in England by Royal Charter 1889) 


(f) Advances 

Advances are stated net of provision for doubtful advances and interest in suspense Specific provision is 
made for doubtful advances as and when they are so considered, based on a periodic review and in line 
with the provisioning guidelines issued by the RBI When there is no longer any realistic prospect of 
recovery, the outstanding advance is written off 

Interest on doubtful advances is credited to a suspense account which is netted in the balance sheet 
against the relevant balances 

(g) Fixed assets 

i) Fixed assets are stated at historical cost less accumulated depreciation, with the exception of 
premises which are stated at valuation or cost less accumulated depreciation 

ii) Premises are revalued by professionally qualified valuers with sufficient regularity to ensure that the 
net canytng amount does not differ matenally from the fair value Surplus arising from the 
revaluation is transferred to Capital Reserve’ account 

III) Depreciation is calculated to write off the assets over their estimated useful lives on straight line 
basis as follows 

- Freehold land is not depreciated 

- Premises are depreciated at 2% per annum 

- Other fixed assets are depreciated at 20% per annum 

1 Retirement benefits 

The Bank has made provision for pension payments to staff who retired on or before 31 December 1980 
amounting to Rs 1 37 million and for the monthly payments relating to the Voluntary Retirement Scheme 
intioduccd in 1991 amounting to Rs 3 77 million based on actuanal valuation This represents a change from 
the piacticr followed in the previous year whetein these costs were accounted for on a cash basis Had the 
Bank not changed its policy, the net profit tor the year would have been higher by Rs 5 14 million 

4 Fixed Assets 

The most recent revaluation of the freehold premises was conducted in December 1995 and the Bank 
revalued its owned freehold premises by Rs 189 million based on independent professional valuations 

5 Taxation 

There is a contingent liability lor assessment years 1991-92 1992-91 and 1993 94 of approximately Rs 52 
million which is present'y in appeal On the basis of information and advice currents available management 
does not anticipate any liability on the matters disputed by the tax authoiities 

6 Capit'il adequacy latio 

The Bank’s capital adequacy ratio, calculated in accordance with the RBI guidelines is as follows 


Tier 1 capital 642,561 54: 

Tier 2 capital 103 646 1' 

Total capital 746,207 56: 

Total risk weighted assets and contingents 7,303,749 5 00 

Capital ratios 

'Tier I capital 8 80% t o 

T otal capital 10 22% 11 

7 Comparative figures 

Certain comparative figures have been amended to conform with the current year’s presentation 


As on 

31 3 1996 
(Rs 000) 

As on 
31 3 1995 
(Rs 000) 

642,561 

543 448 

103 646 

19 372 

746,207 

562,820 

7,303,749 

5 001 849 

8 80% 

10 86% 

10 22% 

11 25% 
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AUDITORS’ REPORT ON THE FINANCIAL STATEMENTS OF THE INDIA BRANCHES 
OF THE BRITISH BANK OF THE MIIH>LE EAST UNDER SECTION 30 
OF THE BANKING REGULAITON ACT, 1949. 

We have audited the Balance Sheet of the India Branches of The British Bank of the Middle East 
(incorporated in England by Royal Charter 1889) (“the Bank”) as at 31 March 1996 and the related 
Profit and Loss Account for the year then ended. We have obtained all the information and explanations 
which, to the best of our knowledge and belief, were necessary for the purposes of our audit and have 
found them to be satisfactory. 

In accordance with the provisions of Section 29 of the Banking Regulation Act, 1949, read with the 
provisions of sub-sections (1), (2) and (5) of Section 211 and sub-section (5) of Section 227 of the 
Companies Act, 1956, the financial statements are not required to be, and are not drawn up, in 
accordance with Schedule VI of the Companies Act, 1956. The financial statements are therefore drawn 
up in conformity with Forms A and B (revised) of the ITiird .Schedule to the Banking Regulation Act, 
1949. 

In our opinion, the financial statements give a true and fair view of the state of affairs of the Bank as at 
31 March 1996 and of its profit for the year then ended. 

We further report that: 

a) the financial statements are in agreement with the books of account and give the information 
required by the Companies Act, 1956, in the manner so required for banking companies; 

b) the Bank has maintained proper books of account as required by law insofar as appears from our 
examination of those books; 

c) the returns received from the branch of the Bank have been found adequate for the purposes of our 
audit; and 

d) the transactions which have come to our notice have been within the powers of the Bank. 


Mumbai: 14 June, 1996 


For Bharat S Raut & Co. 
Chartered Accountants 

SAMMY MEDORA 
Partner 
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BANK 




Just in case you missed reading the May 7-21 issue, 
we thought we'll bring it your notice that the 
Business Today Survey rates us 
No.l among all Indian Banks. 

At Corporation Bank, we believe good enough is not enough and it is reflected in 
our performance As a pro-acuvc, efficient, customer-oriented organisation, we've 
moved up from the 1993-94 position of No 3 to the No I position among all Indian 
banks in 1994-95 Thanks to our dedicated employees and to tlie unflinching loyalty 
of millions of customers, this marks the beginning of a new journey 



Corporation Bank 


Performance sets us apart 

Corporate Office Post Box No 88, Mongolore 575001 Tel (0824)426416-420 Fax (0824)441208 EMail CORP MAN999@X400NICGWNIC IN 
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^^Now Vve got a regular monthly pay-chegue 
assured in advance even after retirement 
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PLAN OPEN FROM 
AUO. TO 1BTH SEPT. '96 


.Ij UTI's 

MONTI 
I N C O 
PLAN ‘9 


ILY 
M E 
» III 


Now with 1 5 % p.a. 

minimum targeted dividend 
(16.08% Annualised Yield) 

MONTHLY INCOME OPTION 

♦ 

CUMULATIVE OPTION 

FEATURES 

Close ended 6 year plan with 2 options 
MONTHLY INCOME OPTION 15% pa minimum 
targeted dividend payable monthly for the first year 
Dividend tor the subsequent years will be announced 
before the end of the preceding year and sent in 
advance 

CUMULATIVE OPTION Returns will be cumulated 
and distributed as capital appreciation on maturity 
Repurchase after three years under bnlh the options at 
NAV based price 
Listing on NSE 

Minimum investment Rs 2000 No maximum limit 
Benefits under Section 48 and SOL of the IT Act 1961 
Tax Deduction at Source as per the IT Act i961 
Applications received up to 15th of the month shall get 
lull dividend lor that month while those received afte 
the 15th shall gel dividend li rhali the month 


^ UNIT TRUST OF INDIA 

/ f-or your better tomorrow 



R sk haLiors All investments in mutual funds and securities are suhfect to market risks and the NAV of schemes may go up or down depending upon the factors and forces 
affeclinq sncunties market Pa«t performance i& not noces^ianty indcative or future resuNs Monthly income Plan 96 111 ts only the name Of the Plan and does not <n any 
manner nd<c Hr either tfte quality of Plan its future prospects or returns There can be no assurance that the Plan s obiedive will be achieved In the event of actual income 
not be ng st rfic oni to pay minimum targeted d vidend of 1 o a members may suffer loss of unit capnai lo that extent Please read the Offer Oucument before investing 













DISPARITIES IN REGIONAL 
GROWTH: A RESEARCH AGENDA 


STATE-LEVEL SCHEDULED 
CASTE CORPORATIONS: 
PROMISE AND PERFORMANCE 


RUSSIA: GROWING REGIONAL 
INCOME DISPARITIES 


PERSISTENCE OF BONDED 
AGRICULTURAL LABOUR IN UP 


m SEXUAL HARASSMENT: 
GENDERING JUSTICE 


m INDIAN POWER POLICY, ENRON 
AND BoP 


B GAY AND LESBIAN MOVEMENT 
IN INDIA 


i PRIVATISATION OF COMMONS 
FOR THE POOR: EMERGING 
AGRARIAN ISSUES 


m ECONOMIC DIVERSIFICATION 
AND NON-FARM EMPLOYMENT 
IN GUJARAT 







(Discover tfie ‘Wordif of 'Bool^ 


Neil) Releases 


Das Gurudas 

IVibes of Arunachal Pradesh in IVansition 
Devendra, Kiran 

Changing Status of Women in India (Rev.) 

Goihoskar, S 

Struggies of Women at Work (Rev.) 

Gupta. VijayK 

Perspectives on Human Rights 
Jha.M 

An Introduction to Indian Anthropology 
Joshi, P C 

Secularism and Development 

Kaushik, Susheela 

Women’s Oppression: Patterns & 

Perspectives (Rev.) 

Maihur. Hari Mohan 

Development, Displacement and Resettlement: 
Focus on Asian Experiences 
Maihur, Hari Mohan 

Anthropology and Development in IVaditional 
Societies (Rev.) 

Maihur, Hari Mohan 

The Family Welfare Programme in India 
Nag, Moni 

Sexual Behaviour and AIDS in India 
Pothen, S 

Divorce: Its Causes and Consequences in Hindu 
Society (Rev.) 

Schneider, Bertrand 

The Scandal and the Shame: Poverty & 
Underdevelopment 


Mishra, Kiran 

VKRV RAO: His Life and Times 
Sengupla, N K 

Inside the Steel Frame: Reminiscences and 
Reflections of a Former Civil Servant 

Sorman, Guy 

Thoughts, Encounters and Experience: 
Reflections of a French Economist 


Rs]95 


Rs 295 


RsJ50 


Rs 250 




Chopra, S N 

India and China: Perspective on the Culture of 
the Hans and the Hindus 

Dalta, P S 

The North-East & the Indian State-Paradoxes of a 
Periphery 

Gautier, Francois 

Rewriting Indian History 

Mehrotra, S R 

A History of Indian National Congress 
Vol. I (1885-1918) 

Ram Rahul 

Bukhara: The Emirates 
Ram Rahul 

Royal Nepal: A Political History 
Sever, Adrian 

Aspects of Modern Nepalese History 


Rs450 


Rs225 


Rs525 


Rsl75 


Rs 150 


RsiSO 


Ahuja, lla & Ahuja, M R 
Bhagavad Gita: A New Perspective 

Bsieh, A 

Peace for Humanity 

Dogra, R C & Gobind Singh Mansukhani 

Encyclopaedia of Sikh Religion and Culture 

Engineer, A A 
The Islamic State 

Ganguly, A P 

Vedanta Philosophy for the Unity of Mankind 
Narayan, B K 

Saint Shah Waris Ali and Sai Baha 

Nissanka, HSS 

Maha Bodhi Tree in Anuradhapura, Sri Lanka: 
The Oldest Historical IVec in the World 

Ram Rahul 

The Dalai Lama The Institution 

Vazhayil, Joy 

Limits and Limitations of Human Mind 
Wickremaratne, A 

Buddhism and Ethnicity in Sri Lanka: A Historical 
Analysis 


Rs595 


Rs 195 


Rs350 


Rsl7S 


Rsl50 


Rs450 
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Regional Growth 

With the revival of interest in neo-classical growth theory, researchers 
have been talking about ‘endogenous’ explanation of ‘conveiging’ or 
‘diverging’ national growth rates across the world While the major part o( 
this research has focused on differential per capita growth rates among 
different groups of nations, a subset of researchers have been preoccupied 
with the question of conveigence of regional growth rates within a 
specified geographic boundary Some quesuons regarding the 
analysis of convergence as applied to Indian states 2239 


Privatisation of Commons and the Poor 

Privatisation ol common property resources is often decried on the ground 
that It deprives the rural poor of a cntical source of livelihood and benefits 
only the nch and the powerful The prdilem, however, gets complicated 
when the poor themselves encroach on the commons for dieir livelihood 
Such a situation has arisen in the Marathwada region of Maharashtra where 
the dalits have encroached upon village common lands to establish ownership 
A numbci of important agranan issues arise in this context 27SA 

Economic Diversification: A Household View 

It IS common to study economic diversification at the regional level, but 
this approach is of limited use in understanding the reasons and processes 
by which an individual or a household diversities economic activities A 
study of economic diversification by households in rural Gujarat shows 
how while diversification can occur from a position of strength as a 
process of investment of surplus generated from primary activity, it can 
also occur from a position of vulnerability and be use4 as a household 
strategy of survival 2243 
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l>essons of Enron 

The Enron deal hds given investors an 
unrealistic expectation of the returns they 
can hope to get under the government’s 
power policy 1 he amended power 
purchase agreement negotiate by the 
committee appointed by (he Shiv 
Sena-BJP government is even worse 
lor the interests of the state than the 
earlier one The balance of payments 
consequences of fuel imports tor 
naphtha and fuel oil based power 
plants will be ruinous _2207 

Gendering Justice 

The Rupan Bajaj verdict has accom¬ 
plished the subversion ot the 
patriarchal traditions ot the Indian 
state and a rupture of the boundanes 
between the pulttral sphere and 
society, between the home and the 
world, between the workplace and the 
street, forcing a re examination ot the 
categories through which these 
reaiuies aie comprehended 2223 

Purposeless 

In spite of being formally charged 
with a wide range of functions, the 
scheduled castes corporations in 
the different states continue to 
operate as extended arms of the 
state govemrnems to dole out 
financial assistance 2217 


In Bondage 

For the tirsi three decades after 
independence, the country’s rulers 
refused even to acknowledge the 
phenomenon of debt-bond^ 
labourers Then in 1976 after the 
proclamation of emergency, the 
government viewed the passing of 
legislation abolishing bonded labour 
as synonymous with the freeing ot all 
bonded labourers and cancelling ot 
their debts The hypocrisy of these 
postures is exposed by a smalt survey 
of five villages in Hallia block of 
Mirzapur distnct in UP 2215 

Rejecting the Mass 

The emerging gay and lesbian movement 
offers not just alternative identities 
but prospects tor social reconstruction 
in spite ot Its marginahty, the 
movement rejects the monolith and the 
mass It IS a reminder that if forced 
conformity is to be resisted, it must be 
by representing human lives as multiple, 
selfhood as several and communities 
as voluntary and various _ 2228 

Many Russias 

In addition to splitting Russian society 
vertically into the rich and the poor, 
Boris Yeltsin’s policies have enriched 
a few of the countiy’s regions while 
vastly impoverishing the others 2226 
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SCDube 

I 


sociologist. He is professor of education 
in Delhi University. I mention this for the 
record. 


LIKE K N Raj (July 20), I too was taken 
aback by Krishna Kumar's severe criticism 
of Andre Beteilie’s obituary note on the late 
S C Dube (June 29). No reader with an open 
mind could regard it as any diing but a sincere 
tribute to the many-sided contributions of 
Dube towards the development of social 
anthropology and sociology in India. By no 
means can the note be characterised as 
“tongue in cheek”. 

Beteille thought - and rightly, I think - 
that if Dube had been head of a department 
located in a big city instead of Saugar, his 
impact on the discipline would have been 
even greater. While making this statement 
I am aware that Saugar University had 
several brilliant men such as Daya Krishna, 
but that does not alter the fact that Saugar 
is a “provincial town”. In this connection, 
I may add that in the late 1960s I was a 
member of a selection committee to choose 
a professor of anthropology at Lucknow 
and the committee unanimously recom¬ 
mended Dube for the position. But since 
Dube did not appear in person for the 
interview, the rival candidate obtained a 
stay order from the court. Dube's record 
was distinguished enough even then for 
him to be invited to the position, but I do 
not know if Lucknow had such a provision 
in their rules. 

Reading Raj's letter one may get 
the impression that Krishna Kumar is a 


Bangalore 


MNSunivas 


n 

K N RAJ'S letter (July 20) in defence of 
Andre Beteille's obituary of S C Dube is 
touching, but it misses both the points made 
in my letter (June 29) which I hardly need 
to reiterate. It is disttubing to realise how 
easily scholars can attribute motives. Raj 
suggests two in my case: hero-worshipping 
of Dube or a personal grievance against 
Beteille. I am happy to dismiss both. Indeed, 
they arc rather tuberous. 

Krishna Kumar 

Delhi 


Wiflidraw Ban Order 

PUDR unequivocally condemns the recent 
ban order by the A P government on the 
CPI(M-L) [People’s War] and six mass 
organisations. The organisations were first 
banned in i992bytheCongres8government. 
A legislation called die A P Public Swurity 
Act was enacted at that time in order to 
impose the ban. The ban order which was 
valid for one year was renewed for two 
successive years. In June 1995 the TDP 
government lifted the ban. The timing of this 
had a direct relation with the impending 
election to the Lok Sabha. 
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Today, three months after the electioni 
the Naithi government has cited increase 
violence and lack of devdopment as reason 
for justifying the reimposition. Bmhofthes 
reasons are frivolous and lack aedibilitj 
Govonment figures claim that violence b 
the People's War has increased - a total o 
416persons, including policemen,havebeei 
kill(4betwe«i 1993andJuly 1996. Viohme 
perse is no justification for imposing a bat 
For, the Indian Penal Code lists every possibl 
violent act as an offence and specifie 
punishments for each. The ban ordei 
therefore, is only an attempt to illegitimist 
and declare an offence, tiie holding of 
particular political belief and ideology. 

Thechaige that People’s War isresponsibi 
for preventing development is ritheulou: 
The social structure of these region 
dominated by landlords, traders am 
contractevs prevents development. The stat 
government too has taken no initiative ii 
this regard. Thus, questions regarding lam 
reforms, forest dwellers’ rights over fores 
land, abolition of money lending, and fai 
wages form the major demands of dies 
organisations. The imposition of the ba 
conveniently converts these pressing socts 
questions into law and order problems. Thi 
attitude has already led a large number o 
people's movements to lose respect for th 
state, and its laws. 

Such a state of affairs has come about i 
the context of the state abdicating it 
responsibility to solve social and pollticr 
problems as well as respect for its own law: 
Imposing a ban becomes merely 
justification for killing people on the basi 
of their beliefs. In this context it needs t 
be noted that256people were extra-judiciall 
killed in encounters by the A P police i 

1992, the year the ban was initially tmposer 
Since then 387 more people have bee 
killed in a similar manner. The ban orde 
merely seeks to justify and legitimise thi 
illegal violence by the police. A petition b 
the A P Civil Liberties Committee pendin 
before the NHRC highlights the complel 

‘ lack of accountability of the A P police i 
the murder of 496 people between 1991 

1993. It is not strange, therefore, that the t 
P government has asked for additional centn 
forces soon after imposing the ban. The ba 
order, therefore, speaks of the government' 
own lack of respect for the law and th 
(institution. PUDR demands the tmmediitt 
withdrawal of the ban order and an end t 
encounter killings. 


Sharmila Purkayasto 

Secretary, PUDR, 

New Delhi. 
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Small Change for Banks 

T here is a fear that with the focus on the bottomline under 
the dispensation of financial sector reforms, commercial 
banks would disfavour small borrowers who are said to have 
higher servicing costs. Evidence shows that the growth of 
advances to the household sector (consisting of individuals, 
and unincorporated enterprises) has been considerably below 
that to corporate enterprises in the public and private sectors. 
Between March 1991 and March 1993, bank credit to the 
household sector rose by 22 per cent compared to a rise of 40 
per cent and 52 per cent in that to the private and public 
corporate sectors, respectively. Likewise, there has been a 
significant decline in the .share of priority sector advances in 
total bank advances and the authorities have tried to ease the 
enforcement of this major social goal by enlarging the scope 
of the priority sector (by including indirect agricultural credit, 
credit for larger small-scale units and export credit in respect 
of foreign bank branches) and by permitting banks to transfer 
the shortfall in favour of the Small-Scale Industries 
Development Bank of India (SIDBI) and the National Bank 
for Agriculture and Rural Development (NAB ARD). Despite 
these relaxations, advances to agriculture constituted only 
14.3 per cent of net bank credit at the end of March 1996. 
which was not only significantly lower than the target of 18 
per cent but also lower than what it was (15.1 per cent) two 
years ago at the end of 1993-94. Similarly, the share of all 
priority sector advances in total net bank credit has remained 
at 37.8 per cent for the past three years, or well below the 40 
per cent target. 

The share of rural branches in total bank credit has steadily 
come down from the peak of 15.3 per cent in the second half 
ofthe 1980s to 11.1 percent in March 1996. The share of semi- 
urban branches has similarly fallen from 16-17 per cent to 
12.7 per cent. The credit-deposit ratio of rural branches, which 
had crossed the government prescribed level of 60 per cent, 
has slipped to 47.7 per cent as per the latest quarterly statistics 
for March 1996, The C-D ratio of semi-urban branches has 
fallen from 55 per cent to 40.6 per cent. On the other hand, the 
concentration of bank credit in the top 100 centres of the 
country has been steadily rising in the post-reform period 
from around 67 per cent during March 1990-March 1991 to 
72.5 percent in March 1996. 

It is necessary to draw attention to these developments at a 
time when the RBI Ifos been harping on the importance of the 
central banTc’s autonomy. Should not autonomy be 
accompanied by responsibility and accountability for achieving 
social goals? It is quite likely that even public sector banks will 
continue to move away from retail banking and small 
borrowers. There is evidence of this in the RBI’s liUest survey 


of small borrowal accounts for the period up to March 1993. 
The results of the .survey together with the RBI's regular 
banking statistics under what is called the ‘Basic Statistical 
Returns’ (BSR) suggest that the share of small borrowal 
accounts in total advances has dwindled, even though a 
sizeable proportion of .such accounts are part of .socially- 
oriented policies such as lending in rural centres for agriculture 
and priority sectors, for scheduled castes and uibes and 
women and, above all, for beneficiaries of IRDP and other 
special employment-oriented programmes. 

As per the BSR data, small borrowal accounts with credit 
limit of Rs 25,000or less constituted 95 to 95.8 percent of total 
borrowal accounts of scheduled commercial banks between 
June 1984 and March 1990; thereafter there occurred a slight 
decline to 94.2 per cent by March 1993. The decline has been 
much more perceptible in the share of small borrowal accounts 
in total bank credit outstanding, from a peak of 25.4 per cent 
in June 1989 to 19.8 per cent in March 1993. No doubt, in the 
intervening period there wcre^loan waivers under the 
Agricultural and Rural Debt Relief Scheme of 1990, 
implemented between May 15, 1990 and June 30, 1991, 
which gave debt relief up to Rs 10,(X)0 to certain categories of 
eligible borrowers of public sector commercial banks, RRBs 
and co-operative banks. Public sector commercial banks and 
RRBs waived loans to the extent of Rs 3,629 crorc under the 
scheme. But, significantly, tlic expansion of bank credit to 
small accounts got stunted thereafter. Between Miuch 1991 
and March 1993, the number of small accounts declined from 
588 lakh to 585 lakh, whereas the number of big-size accounts 
rose from 31 lakh to 36 lakh, further, the outstanding credit 
to small accounts went up by just 17.8 percent from Rs 27,323 
crore to Rs 32,091 crorc over the two-year period whereas that 
to the re.st of the accounts rose by 34.6 per cent from Rs 96,880 
crore to Rs 1,30,376 crorc (which is only fractionally due to 
the fall in the value of the rupoe). 

The RBI’s survey also providc.s an interesting profile ofthe 
small borrowal accounts. About 87.6 percent of small accounts 
and 62 per cent of the amount outstanding were accounted for 
by accounts with credit outstanding of Rs 10,0(X) or less. The 
bulk of small lending has been in favour of agriculture - 45.8 
per cent of the number of accounts and 42.4 per cent of the 
amount. Trade and personal and professional services were 
the next in importance. Significantly, artisans and craftsmen 
and village industries together had a negligible share of 5.2 per 
cent in accounts and 3.6 per cent in amount. Rural bank 
branches accounted for 58.8 per cent and 49.2 per cent of 
small advances in terms of accounts and amount, respectively, 
and semi-urban branches for 25.4 per cent and 28.5 per cent. 
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respectively. In other words, urban and 
metropolitan branches more or less shun 
small accounts. Women beneflciaries have 
16.4 per cent of the accounts and 13.6 per 
cent of the amount. Scheduled caste and 
scheduled tribe borrowers had 27.6 per cent 
and 17.6 per cent, respectively. Between 
April 1992 and March 1993. Rs 136 crore 
pertaining to 8.3 lakh small honowal accounts 
(1.4 per cent of accounts and 0.4 per cent of 
amount) were written off. There is no 
information on wnte-off in respect of large 
borrowers. But going by data on non¬ 
performing assets (NPAs). the performance 
of small borrowers is far superior to that of 
the big accounts. NPAs of public sector 
banks in respect of advances with balances 
less than Rs 25.000 were Rs 3,982 crore as of 
March 31.199S which constituted only 10.4 
per cent of their total NPAs in respect of all 
categories of borrowers (Rs 38,385 crore). 
This proportion is considerably lower than 
the share of small borrowal accounts in total 
bank credit of about 20 per cent. 

Above all, what stands out is that banks on 
their own would not have extended any 
significant amount of small-size loans. Apart 
from the requirements of priority sector 
advances and targets for weaker sections and 
women entrepreneurs, and 60 percent credit- 
deposit ratio in rural areas, the involvement 
of banks in special employment and asset- 
creating programmes has contributed a great 
deal to inducing banks to extend small loans. 
The RBI survey reveals that 34.2 per cent of 
small borrowal accounts and 22.6 per cent of 
the amount of borrowing as at the end of 
March 1993 were attributable to thecoverage 
of beneficiaries under the Integrated Rural 
Development Programme (IRDP), Other 
employment programmes such as self- 
employment programme for the urban poor 
(SEPIIP), scH-employment for educated 
unemployed youth (SEEDY), scheme for 
urban micro enterprises (SUME) and the 
differential interest rate .scheme (DRI) 
covered another 10 per cent of accounts and 
8 per cent of amount, so that 43 per cent of 
accounts and 31 per cent of the amount of 
small borrowers arc on account of these 
special schemes. While banks undoubtedly 
classily and reclassify their borrowers to 
satisfy different obligations for priority 
sector, IRDP and other lending, the data 
reiterate the i ole of directed credit in taking 
bank credit to the socially and economically 
underprivileged. 

PDS 

Confusing Decision 

WHAT docs one read into the ultimate 
conclusion to which the recent conference in 
New Delhi of stale food ministers reached in 
regard to the targeting of the public 


distribution system Afthcnq^ (he 

central food minister Devendra Yadav * 
claimed success inpersuadingUieconfetence 
to endorse the proposal for targeting the 
PDS, the fact is that the state food ministers 
agreed to targeting on two conditions; one, 
that their requirements of rice and wheat for 
the PDS, as it is at present, would be met 
fully; and, two, that the central issue price 
would continue to be substantially below the 
market price. The centre had obviously to 
make major concessions in order to have its 
proposal for targeting accepted and it is 
uncertain that in the process the centre did 
not give away quite a lot. After all, the whole 
exercise was undertaken with a view to (a) 
reducing the burden of food subsidy on the 
exchequer, and (b) concentrate the benefit of 
PDS on poor households. In fact, the opposite 
will be the financial outcome of the 
conference’s decision. The burden of food 
subsidy on the exchequer will go up by 
another estimated Rs 3,000 crore because 
while the non-poor will continue to enjoy the 
benefits they currently enjoy, the poor so 
identified will get the benefit of still lower 
prices - equal to 50 per cent of the central 
issue prices. 

Surprisingly, the leading opponent of the 
central proposals was a communist minister 
from Kerala whose reported concern for the 
non-poor of his state not only in regard to the 
availability of fuudgrainsbut at below market 
prices .seemed to be in striking contrast to 
what needed to be done for the genuinely 
poor. True, Kerala is a major food deficit 
state and ought to be genuinely assured 
about availability, but why should the non¬ 
poor in t he state continue to gel foodgrai ns at 
specially low prices when this benefit could 
be extended in larger measure to the poor 
within the same budgetary provision? Why 
Kerala is sending such conflicting signals, 
be it on the PDS or the so-called ‘creamy 
layer’. is a question worth closer exami nation 

POLITICS 

Remote Control 

IF Bal Thackeray holds the remote control in 
running the government in Maharashtra, it is 
Narasimha Kao who seems to wield the 
magic wand in Delhi. Judging by the way 
prime minister Deve Gowda is bending over 
backward to keep him in good humour, one 
wonders whether the two have not struck a 
tacit understanding whereby Rao is able to 
call the shots (to protect himselO inexchange 
of his parly ’ s support to the wabbly coalition 
at the centre. 

Surely, the most amazing spectacle in 
recent years was the much publicised visit to 
Rao by the new CBl chief Joginder Singh - 
on the preposterous plea of seeking Rao’s 
'blessings' in his new job. Singh of course 


ttilMl mm M ^ by'taiNcMiit«it# 

' stntilar visits to other ex>prime miiiistiift. 
But Rao ki no ordinary ex-PM. Here is % 
person allegations against whom we being 
inve.stigated by the CBl. The Supreme 
Court, while taking serious note of this 
unprecedented behaviour of a C3] otYlcial, 
pulled up Singh by telling him that he had 
taken his first step as the new CBl chief in the 
"wrongdirection". Singh's indiscretion-as 
it is being looked upon by the apex court - 
could not ha ve been ajhiu pas committed by 
a greenhorn. Joginder Singh is an old hand in 
the sleuthing profession. He is known to 
have worked as a senior official in Karnataka 
when Deve Gowda was chief minister and is 
reported to have been close to him. The 
political grapevine in the capital has it that 
Singh’s visit to Rao had Deve Gowda's 
green signal and was deliberately orchestrated 
as a public display (from Singh greeting Rao 
and getting closetted with him at a party in 
Delhi and later accompanying him to his 
home - all in full view of the press and 
reported in the capital’s newspapers) in order 
to assure Rao of the position which he still 
enjoys in prime minister Deve Gowda’s 
esteem. It was a political gesture, similar to 
the habit of frequent visits to Sonia Gandhi 
that both Rao and his nvals in the Ckingress 
indulged in when they were in power. Since 
Deve Gowda has to depend on the support of 
the Congress, of which Narasimha Rao 
happens to be the chief, he has no alternative 
but to continue to placate Rao, till 
Congressmen themselves get united and 
gather enough guts to gel rid of a leader who 
not only stands indicted on coiruption charges 
but had also failed mi.serably during his 
tenure as prime minister of the country. 

Pending such a change in the leadership of 
the Congress Party, one can understand Deve 
Gowda's compulsion to meet whatever 
demands Rao might be voicing in his private 
negotiations with the prime mini.sier-which 
seem to be quite frequent given Deve 
Gowda's habit of dropping in at Rao’s 
home every now and then. While these visits 
are being reported in the national press - 
ostensibly as part of the policy of 
‘transparency’ claimed to be followed by the 
United Front government - what really takes 
placeduringthese meetings between aprime 
minister and an ex-prime minister (who is 
arraigned as an accused in financial scandals) 
remains opaque to the Indian public. 

But the announcement of certain official 
policies soon after such confabulations 
indicates the drift of the United Front 
government - a dangerous one towards 
protecting suspected criminals in order to 
retain their support for survival in power. 
The controversial proposal to give cabinet 
status to former prime ministers, with all the 
immunity that goes with such statust is again 
being viewed as calculated to bail out 
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Rao from the numenxis cases in 
which it is embroiled. 

That such blatant efforts to protect and 
please Narasimha Rao arc not shared by the 
other constituents of the United Front 
government is evident from the CPI home 
minister Indrajit Gupta’s f^ble efforts to 
bring about tough measures to punish guilty 
politicians and his outbursts of frustration at 
his failure to carry them out. At the National 
Coundt meeting of his party recently, he was 
reported to have confcs.sed that he could not 
put an end to the politician-police criminal 
nexus that operat^ all over the ministerial 
territory that he is supposed to be ruling over. 
Even during the few months that he had been 
occupying the home mini.ster’s office, the 
measures that he had announced had either 
been rejected or ignored by the cabinet and 
on other occasions he had not been apparently 
consulted in major decision-making. To start 
with, his proposal to reduce expenditure on 
protection for VIPs by withdrawing SPG 
protection from a large number ofpoliticians 
who did not deserve it - welcomed by citizens 
who constantly face inconveniences in their 
daily movements bccau.se of SPG interference 
in civic living- has been scuttled. He was not 
even coasulted - which as the home minister 
he should have been - by the Deve Gowda 
cabinet when it decided to appoint as the 
governor of Uttar Pradesh a bureaucrat like 
Romesh Bhandari (against whom the Left 
Front has strings of allegations). Tocap it all, 
he was not apparently taken into confidence 
by his own officials in the home ministry 
who mooted, processed and cleared the 
proposal to give cabinet rank status to former 
prime ministers (including Narasimha Rao) 
- a development of which Indrajit Gupta 
claims to have been ignorant, according to his 
statement at apressconfcrenccon August 12. 

Any minister with an iota of self-respect 
should either punish officials who defy his 
instructions or resign if he cannot get his 
instruction!, carried out. Does thcCPI veteran 
as the country’s home minister propose to 
demean himself as a doormat of the Deve 
Gowda-Narasimha Rao political alliance’.' 

FOREIGN EXCHANGE 

Shadow Is Substance 

THE Reserve Bank of India (RBI) has 
permitted bank branches authorised to deal 
in foreign exchange to offer, without prior 
approval, .various liability management 
instruments to Indian corporates so as to 
enable the latter to hedge their risk on their 
foreign currency liabilities. Also, no prior 
approval is required either to unwind hedge 
'transactions or to remit upfront premia and 
other charges incidental to the hedge 
transactions. Banks can now offer all types 
of hedge instruments such as interest rate 


swaps, currency swaps, coupon swaps, 
purchasipof interest rate caps and collars, and 
forward rate agreements tocorporates. These 
have become particularly relevant in the 
context of a sizeable amount of external 
commercial borrowings outstanding (placed 
at $5.6 billion) and more significantly the 
fresh ECB guidelines which may imply about 
$ S to 6 billion of additional borrowings 
in the coming year, particularly for 
infrastructure projects. ’The RBI has taken 
the precaution of insisting on final approval 
for the underlying loan transaction and 
restricting the notional amount ol the hedge 
to the loan outstanding and the period of the 
hedge to the maturity of the loan. 

The RBI will have full details about the 
hedge transactions (booked as well as 
cancelled) but the central bank's record in 
regard to sharing this information .so as to 
make possible evaluation of the results of its 
operations and derive lessons for the future 
is suspect. In the fust place, the RBI has 
ceased to put out even the limited amount of 
data on its purcha.scs and sales of foreign 
exchange through authorised dealers. The 
data which used to be released on a monthly 
basis were rudimentary, without information 
on different aspects of foreign exchange 
transactions. Secondly, though the RBI has 
enough information on the daily turnover ol 
foreign exchange in the Indian forex market, 
no authentic information is made available 
to the public. A recent survey has placed the 
daily turnover in the forex maiket at between 
$1 S bn and $2.5 bn Of this, about 60 per 
cent ($lbn to $1.5 bn) is reportedly for spot 
delivery and the balance for forward deals. 

I'he Bank for International Settlements 
(BIS) has been co ordinating a triennial 
‘central bank survey of foreign exchange 
market activity’ since the mid-1980s. In 
conjunction with the fourth survey in the 
spring of 1995 by central banks and monetary 
authorities in 26 countries, a survey of 
derivatives market activity was also carried 
out. The results bring out the mmdboggling 
range and depth of changes that have taken 
place in the world financial markets, 
particularly in the second half of the 1980s 
and the early 1990s. 

First, the range of financial instruments 
has vastly expanded, in 1980 only a tew 
countries had established markets in treasury 
bills, certificates of deposit (CDs) and com¬ 
mercial paper(CP); by 1991 almQ.stallma|or 
countries had such instruments. The accumu¬ 
lation of government debt lent breadth and 
depth to short- and long-term government 
securities markets. Replacing traditional bank 
deposits and bank loans, financial and non- 
financial business tended to rely more on 
marketable instruments such as CDs. CP. 
floating ratenotes (FRNs), bonds, shares and 
related instruments. Even traditional bank 
loans and enterprise receivables got secu¬ 
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ritised in some of the countries, particularly 
in the US to begin with. 

Secondly, with the casing ot restnetions 
on foreign exchange transactions, capital 
flows across borders and cross-border 
transactions multiplied. As regulatory 
systems converged and became less 
restrictive, the distinction between domestic 
and offshore markets got increasingly blurred, 
which has also contributed to the generation 
of large inter-bank transactions. 

Finally, there has emerged a massive 
market for ‘denvativcs’ or contracts derived 
from the principal or primaiy issues. The 
first stage of thc.se derivatives was purcha.se 
and repurchase agreements (repos), forward 
traasactions or swaps in the foreign exchange 
market (a spot purchase and forward sale of 
one currency against another) and similai' 
kinds of off-balance sheet or bclow-the-line 
contingency items. Securitisation of loans, 
though denvative in character, is an on- 
balance .sheet Item. I'he second phase of 
derivative products, which has registered 
remarkable expansion since the latter hull of 
the 1980.S, relates to ta) interest rate and cur¬ 
rency futures and options, and .slock market 
index futures and options traded on the 
organi.scd exchanges, and (b) interest rate 
and currency swaps and othei swap-related 
derivatives traded over-the-counter (OTC). 
The combination of derivative-underlying 
instruments (tniancial swaps, futures and 
options) and the further derivation ol exotic 
products that are a hybrid of the former has 
added further dimensions to this market. 

Data on foreign exchange market activities, 
on cross-border transactions and on 
derivatives trading speak of the unbelievable 
layers of transactions and their magnitudes 
The average daily global foreign exchange 
turnover, net of all double-counting, has 
galloped from an estimated $82.5 bn in 1980 
to $270 bn in 1986. to $640 bn in 1989 to 
$880 bn in 1992 and finally to $1 ,.^00 bn in 
1995. In other words, the average turnover in 
the foreign exchange market on a single day 
in 1995 exceeded the slock of aggregate 
global foreign exchange rc.'.erves held by all 
official agencies together ($1,202 bn); in 
1980, the official reserves had constituted 
nearly fi ve times the dai ly turnover. In In Jia’s 
ca.se, the estimated daily turnover of $1.5 bn 
to $2.5 bn IS just about 10 to 15 per cent of the 
country’s foreign exchange reserves. 

More significantly, in 1995. again.st the 
export value of nearly $6 trillion, there was 
a turnover of $325 trillion of annual global 
foreign exchange volume (assuming 250 
working days in a year), that is. a little over 
54 times; the corresponding multiple was 
about 21 in 1980, According to the details for 
1992 (as the IW5 details are not available), 
over 81 per cent ot global foreign exchange 
transactions were, as per maturity classi¬ 
fication, for round-inps of seven days or 
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roreign exchange trading has been fairly 
constant as nearly 80 per cent of the daily 
foreign exchange trading is done by the top 
seven financial coihie countries, with the UK 
(27 percent in 1992 and 30 per cent in 1995), 
the US (16 per cent) and Japan (11 per cent in 
I992andl0 percent in 1995) lopping the list. 
The US dollar continued to dominate, with 
transactions involving this currency on one 
side constituting 90 per cent in 1989 and 82 
percent in 1992 and 84 percent in 1995; the 
other currency to show a rise from 27 per 
cent in 1989 to40 percent in 1992 and 37 per 
cent in 1995 was the deutsche mark because 
of its dominance in European Community 
transactions. 

The survey results make clear that the 
growth of foreign exchange trading has been 
overwhelmingly motivated by purposes other 
than those of servicing the direct financing 
requirements of real sector activities. First, 
the share of swap transactions in total global 
forex trading rose from 38 per cent in 1989 
to 48 per cent in 1995. Secondly, nearly 
three-fourths (72 to 73 per cent) of both spot 
and swap transactions in 1992 were dealer 
to dealer rather than dealer to dircct-ftnal- 
customer transactions. The central banks 
were involved in probably less than 10 per 
cent of global forex transactions in 1992. 
The OECD has reported that since 1975 the 
fastest growing component in the expansion 
of international service trade has been the 
financial services trade, which has been 
growing at 13 per cent per year. 

The survey for 1995 has collected, apart 
from the size and various dimensions of 
foreign exchange operations, details on the 
derivatives market from central banks and 
monetary authorities from 26 countries for 
the first time. The BIS has been reporting, in 
its annua) report and in monthly reports on 
international banking and rmuncial market 
developments, regular series of statistics on 
the size of notional amounts involved in 
derivative transactions, .separately in respect 
of OTC and organised exchanges although, 
as the above reveals their coverage has been 
limited. Nevertheless, these data along with 
the BIS data on cross-border transactions 
provide a perspective on the dimensions of 
pti mary claims in the form of net international 
bank credit. Euro-note placements and net 
international bond financing, juxtaposed 
against the notional amounts of derivatives. 

According to the latest triennial survey, 
the notional amounts of OT<^ deri van ve cont¬ 
racts outstanding, net of double-counting, 
stood at $40.71 trillion as at the end ofMarch 
1995, which did not cover the data on outright 
forwards and foreign exchange .swaps of 
survey participants in the UK Including the 
data for UK (which arc available separately), 
the notional amount ol OTC transactions 
aggregated about $42.14 trillion, of which 


for $26.65 triliicm (63.2 per cent), and cur¬ 
rency swaps $14.58 trillion (34.6 per cent). 
Compared with thesepurefinancial contracts, 
those OTC derivatives based on equity and 
commodity price indices accounted for 
minuscule amounts, one per cent each ($599 
million and $317 million, tespectively). 

Of contracts traded on the recognised 
exchanges, an even more preponderant part 
is in the form of interest rate futures and 
options Of the total notional amounts of 
$ 16.6 trillion of exchange traded costs, $ 15.7 
trillion (95 per cent) were interest rate 
contracts and only $120 mn were in the form 
of currency futures and options and $787 mn 
in equity and commodity price indices 
together. 

A preponderant part of OTC contracts, 
ranging from 84 percent in foreign exchange 
contracts to 89 per cent in interest rate 
contracts, was eitherdcaler-to-dealeror with 
other financial institutions; thus the pan of 
contracts with non-financial customers was 
only 16 percent in foreign exchange and 11 
per cent in interest rate contracts. 

A study on German banks' derivatives 
transactions shows that savings banks, 
regional iastitutions, credit co-operatives and 
other banking institutions, which cover 53 
per cent of the total banking business in 
Germany, accounted for only 7.7 per cent of 
the total deri vati VC transactions; in theirca.se 
derivatives constituted 0.5 per cent to 28.3 
per cent of their total business. On the other 
hand, in the ca.se of big banks, derivatives 
constituted 182.8 per cent of their volume of 
business, and in the case of regional and 
private banks, the corresponding ratios varied 
from 110 per cent to 121 percent. In general, 
the institutions which contribute to the saving 
process do not need to indulge in large 
trading in derivatives even in advanced 
countries. 

UTTAR PRADESH 

Uttarakhand Card 

THE announcement of his government's 
decision to form a separate hill state of 
Uttarakhand is a strategic move of prime 
minister H D Deve Gowda to strike at a 
Bharatiya Janata Party (BJP) stronghold in 
lip, keeping in view the forthcoming 
as.scmbly elections in the state. Though other 
alternatives of granting autonomous hill 
council or union territory status existed, the 
prime minister's decision to bestow full- 


met the long-standing demand of the 
Uttarakhand agitationists. 

Uttarakhand is one of the regions in UP to 
have come under the BJP’s ^11. BJP won 
10 out of 19 assembly seats in the region in 
the 1993 vidhan sabha polls. The Congress, 
which had previously reigned supreme in the 
region, was trounced. The announcement of 
separate statehood for Uttarakhand will not 
benefit the CongressCTiwari) or any of the 
constituents of the United Front which have 
hardly any presence in the hill region. It is the 
Congress(l) which, taking advantage of the 
infighting within the BJP regional unit, won 
two Lok Sabha seats in the elections earlier 
this year. These two scats covered six of tlw 
10 assembly seats won by the BJP in the 
1993 elections. 

Though the Uttarakhand area accounts for 
only 19 of the 425 seats in the UP assembly, 
the importance given to the separate state 
demand by Deve Gowda has perturbed the 
CPI(M), which fears a revival of the demand 
for Gorkhaland in We.st Bengal. On the other 
hand, Laloo Prasad Yadav who faces the 
demand for a Jharkhand state in Bihar has 
not made any discordant noises on the prime 
minister's announcement. Perhaps he is 
hoping that a stepping up of political activity 
by the Jharkhand organisations in support of 
the separate state demand may help in 
reducing the influence ol the BJP and the 
Samata Party in the region where the Janata 
Dal has hardly any stakes. 

The importance given to Uttarakhand also 
needs to he seen in the context of Deva 
Gowda'a attempts to win over the farming 
community of western Uttar Pradesh which 
happens to he another stronghold of BJP in 
the slate. In the 1993 assembly elctiions, the 
Hindutva wave had succeeded in weaning 
away farmers from Mahendra.SinghTikait’s 
Bharatiya Kisan Union and in confining Ajil 
Singh’s influence to Baghpat. By teaming up 
with Tikait, Deve Gowda aims to make 
inroads among the jat farmers of the region. 
In a recent rally at Sisauli, the hometown of 
Tikait in Muzzaffarnagar district, Deve 
Gowda while sharing the dais with Tikait 
had announced an increase in subsidy on 
fertilisers and tractors and a reduction in the 
power tariff. Tikait too aims to revitalise his 
organisation which of late has been going 
through a phase of low activity. Whether 
the.se concerted attempts of Deve Gowda to 
target BJP strongholds in UP will yield any 
electoral gains for the United Front in the 
as.sembly elections remains to be seen. 


Special Number 

In view of a Special Number to be published in early September, there will be 
no weekly issues on August 31, September 7 and 14. 
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Weights loly 27 
Index Namhcn of WholcMie I99< 

Pricce (1981-820 100) 


WHblW BIi keepiu out and the eew ittMtm (yiieoM iiuroiaMee By ueexchia 
rfAuiMi Mid tbutt Brice hidicet have been OB •roilw-eaMMr Tide. Orowdiol 
deficit lai lariBd to aimoit 81 ba on account of higher oil impona. Mid-year 
114 par eeai per aaBUn ia the i980a to 1.70 per cent per annum in the 1990>. Wl 
ai^ nMpeeted to (all fiifther in the neat quinquennium, the growth rale in eve 
tvcmgeiv the end of the ceatuiy. 

MacroeccHiomic Indicators 


All Commodities 


Non-Food Artides 
FaeU Power, and Lubricants 
Manufactured Products 
Food Products 
Food index (computed) 

All Commodities (Average Basis) 
(April l-July 27,1996) 


Cost of Llvhig IndiccB 


Industrial Worlceis (l982e:l(X)) 

Urban Non-Man Emp (1984-85=100)* 261.0* 0.4 9.7 9.7 

Agri Lab (July 60 to June 61=100) @ 1431.3’ 1.3 8.8 12.0 

Derived; based on linking factor between old and new series (1986-87=100) 


£PWRescardb Foondatioa 


I, trathng voluinei on the maior atock exchaBeeahave plummeted lince the bcsiunini 
ith exptMtt imd imporu hat slowed down in the fint quarter of 1996-97, but Itw trade 


Variation (Per C^t); Point-to-Poini 


Over 12 Months Fiscal Year So Far 1995-96 1994-95 1993-94 1992-93 


Utest Pieviotts 1996-97 1995-% 


Vanation (Per Cent): Pomt-co-Point 


10.4 

10.8 

7.0 

12.7 

n.s 

3.0 

11.9 

4.4 

5.4 

15.5 

24.9 

-1.4 

2.4 

13.1 

15.2 

10.7 

9.9 

7.9 

8.1 

12.3 

6.8 

10.6 

7.0 

5.8 

10.9 

8.3 

10.1 


Month 


Over 12 Months 

Fiscal Year So Par 1995-96 

1994-95 

1993-94 

1992-93 



Latest 

Previous 

1996-97 1995 % 




333.0* 

1.5 

8.8 


4.4 4.4 8.9 

9.7 

9.9 

6.1 

261.0* 

0.4 

9.7 

9.7 

7.0 7.2 

9.9 

8.3 

6.8 

1431.3’ 

1.3 

8.8 

12.0 

2.5 1.2 7.4 

10.6 

11.6 

0.7 


• For 1995-% 


Money end Banking (Rs croie)* 


Money Supply (8^) 

Curiency with Public 
Deposits with Banks 
Net Bank Credit to Govt 
Bank Credit to CommI Sector 
Net Foreign Exchange Assets 
Reserve Money 
Net RBI C^redit to (jenire 
Ad-hoc Treasury Bills 
Scheduled C^ommercial Banks 
Deposits 
Advances 

Non-Food Advances 
Investments 


July 19. 

19% Over Month 


615542 2323 (0.4) 

124828 -1973 (-1.6) 
495410 5959(1.2) 

278076 3383(1.2) 

342082 3491 (1.0) 
81749 2661 (3.4) 
187637 -5382 (-2.8) 
132936 -1401 (-1.0) 
45470 -1380 


_ Variation 

Fiscal Year So Far 

1996 97 1995-% 1995 % 


444877 

251804 

240422 

172337 


5481 (1.2) 
2579(1.0) 
3218(1.4) 
4434(2.6) 


23706 (3.9) 
6667(5.6) 
15075 (3.1) 
20666 (8.0) 
1181 (0.3) 
4592(6.0) 
-6700 (-3.4) 
14168(11.9) 
16025 

12532(2.9) 
- 2 % (- 0 . 1 ) 
-1887 (-0.8) 
8196(5.0) 


8325(1.6) 
7717(7,7) 
-3435 (-0.8) 
20.553 (9.2) 
6138(2.1) 
-675 (-0.9) 
8338 (4.9) 
21075 (21.3) 
17835 


71034(13.4) 
17.372(17.2) 
.53702(12.6) 
34994(15.7) 
51246(17.7) 
1233 (1.6) 
25058 (14,8) 
19855(20.1) 
5%5 


78617(17.4) 
18806(229) 
58956 (16.0) 
16325 (7,9) 
44991 (18.4) 
23298 (44,3) 
30608(22.1) 
*2130(2 2) 
1750 


73307(19.3) 
14170(20.9) 
57925(18.7) 
28855(16.3) 
I7I6I (7.5) 
27674(110.9) 
27892 (25.2) 
260 (0.3) 
6300 


* Based on March 31 figures after closure of government accounts, except for 
March 29. 1996. 

Index Niimbcta of Induatrlal Weights March_ 

Production (1980 81=100) 1996 1995 % 1994-95 1993-94 


-6257(-l.6) 45486(11.8) 53630(16.1) 52144(18.6) 

18(0.0) 40540(19.2) 40638(23.8) 11566(7.3) 

-2988 (-1.5) 43024(21.6) 37797(23.4) 8875 (.5.8) 

2921 (2.0) 14887(10.0) 14172(10.5) 28641(26.9) 

1995-96 (full year) and l9%-97 where the banking data relate to 


Fiscal Year Averages _ 

1992-93 1991-92 1990-91 1989-90 1988-89 


General Index 
Mining and Quarrying 
Manuwturing 
Electricity 


Capital Market 


100.0 332.9 284.3(12.1) 253.7(94) 231.1(5.6) 218.9(2.3) 213.9(0.6) 212.6(8.2) 196,4(8.6) 180.9(8.7) 

11.5 .340.4 265.7(6.9) 248.5(7.3) 231.2(3.4) 223.7(0.6) 222.-5(4.5) 221.2(6.3) 211.6(7.9) 199.1(3.7) 

77.1 327.1 278.9(13.7) 245.4(9.8) 222.3(5.5) 210.7(2.2)206,2(-0.8) 207.8(8.9) 190,7(8.6) 175.6(8.7) 

11.4 364.2 340.0(8.1) 314.6(8.5) 290.0(7.4) 269.9(5.0) 257.0(8.5) 236.8(7.8)219.7(10.9) 198.2(9..5) 


August 9, Month Year l9%-97 So Far 1995-96 _ End of Fiscal Year 

19% Ago Ago Trough Peak Trough Peak 1995-% 1994-95 1993-94 


BSE Sensitive Index (1978-79=100) 3498(2.2) 36.32 3423(-20.7) 

National Index (1983-84=100) 1595(1.2) 1676 l 576(-23.0) 

BSE-200 (1989-90=100) 357(0.0) 379 357(-28.8) 

NSE (Nov 5.199.5=1000) 1038 1089 

SkindiaGDR Index (Apr 15, l994=I00)68(-20.3) 78 85(-25.l) 


2826 3584 
1304 1691 
289 385 


.3367(3.3) 326l(-l.3.7) 
I.549(-3.5) I606(-I2.2) 
345 (-6 3) 368(-18.2) 

79(1.3) 78 


I26l(-I.3.7) 3779(65.7) 
606(-l2.2) 1830(79.2) 

368(-18.2) 450(92.3) 


Foreign Trade June 

1996 


Exports; Rs crore %75 

US $ mn 2594 

Imports; Rs ctoie 9819 

US $ mn 2807 

Non-POL US $ mn 2111 
Balance of Trade; Rs crore -744 
USSmn -213 


Aui 

Foreign Exchange Reserves 19 
(excliKfing gold) 


Cumulative for Fiscal Year So Far 
19%-97 1995-96 


1995-% 


1994-95 199.3-94 1992-93 1991-92 


28534(24.1) 
8213 (14.6) 
31777(20.7) 
9146(14.4) 
6862 0.1) 


22990(30.6) 106465(29.3) 
7168(27.7) 31831 (21.4) 
26319(44.4) 121647(37.1 
7992(37.5) 36370 ’ ' 
6407(41.0) 29214 


82330(18.4) 
26233 (18.3) 
88705(21.8) 
28251 (21.7) 
22538(29.1) 


69547 (30.4) 
22173 (20.4) 
72806(15.7) 
23212(6.8) 
17456(10.6) 
251 
03! 


53688(21.9) 44042 (35.3) 
18.537(3.8) 17866 (-1.5) 
63375(32.4) 47851(10.8) 
21882(12.7)19411 (-19.4) 
1.5782 (12.3) 14047 (-22.2) 


Aug 4, Mar 29, 
1995 19% 


Variation Over 


Fiscal Year So Far 1995-96 1994-95 


1992-93 




Rs crore 

64181 

62108 

60051 

1821 

2074 

4130 

-3920 

USSmn 

18021 

19645 

17128 

267 

-1624 

893 

-1171 -■ 


>77 

18402 

274.30 

5385 

>88 

5640 

8724 

731 
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COMPANIES _ 

RAYMCMMD 

Planned Diversification 

HAVING ventured into cement, steel and 
denim. Raymond, the flagship company of 
the Vyaypat Singhania group, is no longer 
known as the textiles company. The focus 
has shifted from textiles to a wider base. 
According to Minoo Shroff, executive vice- 
chairman, high on the priority list now is 
seeing that these ventures “grow to their 
logical size”. 

Raymond closed the year ended March 
1996 with a 24 per cent increase in sales 
turnover which moved up from Rs 683 crore 
to Rs 854 crore. Other income was up by 
22 percent. Interest costs rose by 60 percent. 
Provision for depreciation was up by 23 per 
cent. Aided by 65 per cent decline in tax 
provision the company closed the year with 
a net profit of Rs 96 crore, up by 36 percent 
from Rs 71 crore recorded in the previous 
year. Raymond has maintained dividend 
payment at 50 per cent. 

The production of fabnes improved by 19 
per cent to touch 238 lakh metres. The 
company plans to achieve a production of 
255 lakh metres from its three plants at 
Thane, Chhindwara and Jalgaon. This is to 
be achieved through product innovation and 
induction of new technology. The company 
has invested in shuttleless looms at Thane 
and Chhindwara. Plans on the anvil include 
replacing 100 looms in a year’s time which 
would give the company an added 5 million 
metres of worsted fabrics at an investment 
cost of Rs 48 crore. Raymond has a 40 per 
cent market share for its blended and worsted 
suitings. About IS per cent of the turnover 
from the textile division is targeted at the pre¬ 
mium end of the market, another 15-29 percent 
targeted at the lower end, while the balance 
65-70 per cent is aimed at the middle class. 

Apart from the plant at Bilaspur, the 
company has units at Nashik, Thane, 
Yavatmai. Jhansi and Sasnar. Paralysed by 
severe power cuts and the perennial wagon 
shortage, production at the company’s plants 
at Bilaspur was below target during the year, 
though aided by higher realisation the 
division performed to satisfaction. Capacity 
utilisation remained stagnant at around 73 
per cent. The acquisition of 125 wagons last 
year under the ‘own your wagon' scheme 
of the railways and the installation ot 
additional diesel sets of 12 mw capacity is 
to alleviate the position considerably and 
cement output is to go up by 20 per cent. 

At the steel plant in Nashik which was 
commissioned in September 1995, Raymond 
has an installed capacity of 40,000 tonnes 
per annum (tpa) of cold rolled non-grain 
oriented steel, 25,000 tpa o( grain oriented 
silicon oriented steel and 1.35,000 tonnes 


of cold rolled closely annealed steel - all 
of which are high value added speciality 
steel products. Against an estimated 
production of 23,000 tonnes the steel plant 
produced only 10,000 tonnes. The plant is 
expected to operate at 70 per cent capacity 
in the current year. With the successful 
implemoitation of the steel project, plans for 
a further expansion of the silicoii steel 
capacity are on the anvil. 

The cement division is to set up a pl«ii 
in the south with a capacity of 2.4 million 
tonnes with Oulbarga in Karnataka having 
been identified as a potential site. The idea 
is to have split units at two locations. A plant 
to take care of the clinkerisation is to be put 
up in Karnataka whereas the unit that will 
grind the cement will be based in the north. 
The construction of these plants is reportedly 
to be completed within ^ next two years. 

The textiles division is coming out with 
a new single yam fabric which is expected 
to reduce cosu and produce lighter fabrics. 
It is also looking at the prospect of producing 
high quality shirting material and ready¬ 
made shirts across the counter, diffeient 
from the Paik Avenue range of garments 
currently available. The 100 per cent cotton 
project has its base at Yavatmai. With the 
initial capacity of30,000 metres per day and 
10 million metres per annum of high quality 
ringed denim, the company expects to start 
trial production by September. 

The company has entered into an 
agreement with Marrotto of Italy and with 
Zenia of Italy to manufacture high quality 
garments in small batches. Raymond has 
also entered into a joint venture with Calitri 
Denim Industries of Italy to manufacture 
world class denims and jeans in India. 'The 
cost of the project is estimated at Rs 140 
crore of which Rs 50 crore is to be brought 
in by the collaborator 

ORIENT PAPER AND INDUSTRIES 

Higher IhrnoYer 

Orient Paper and Industries, formerly known 
as Orient Paper Mills, the flagship company 
of the GP Birla-CK Birla group, with 
operations centnng around paper and cement, 
was incorporated m Calcutta in 1936. ’The 
company has plants in Madhya Pradesh, 
Orissa, Andhra Piadesh, West Bengal, 
Haryana and Uttar Pradesh. 

The company closed the year ended March 
1996 with a sales turnover of Rs 586 crore, 
upbySi per cent from Rs 389crore recorded 
in the previous year. Other income was 
down by 22 per cent, interest costs rose by 
31 per cent. Provision for depreciation was 
down by 19perccntwliileihatfortax moved 
upbyawhopping 168 per cent. Orient Paper 
closed the year with a net profit of Rs 54 


EPW Research Foundation 


crore, up by 110 per cent from Rs 26 crore 
in the previous year. 

For the year under review the production 
of paper and board stood at 1,28,307 tonnes 
compared to 1,20.868 tonnes in the previous 
year. The severe power cut by the Andhra 
Pradesh State Electmity Boaid notwith¬ 
standing, cement production improved to 
10.27,202 tonnes compared to 9,56,844 
tonnes in the previous year. 

At the Brajrajnagar Mills a new 
transformer-cum-rectifier tor a captive 
caustic plant and a new coal handling plant 
have b<^ installed and commissium^. A 
350tpd recovery boiler and an additional drum 
chipper are under installation. At the Amlai 
paper mills a similar construction is under 
way. According to reports, a bagasse-based 
paper project in Solapur to be commissioned 
by June 1996 with a capacity of80,000 tonnes 
per annum of writing and printing paper was 
abandoned in the absence of a positive 
commitment for supply of raw material. 

’The company has received permission 
from the government of Kenya to set up an 
export oriented rayon grade pulp mill and 
the company’s Panafrican Paper Mills, a 
joint venture of Orient Paper wi^ Panafrican 
Paper Mills, Kenya, will be setting up this 
greenfield venture which is expected to be 
commissioned .soon. 

BAYER 

Business Restructuring 

Bayer with interests in agrochemicals, rubber 
products and consumer and animal healthcare 
has been operating in the Indian market 
since 1958 in technical and financial 
collaboration with parent company 
Fabenfabriken Bayer AG of Germany. 

In keeping with the accounting period 
followed by its parent. Bayer has changed 
its accounting year to the calendar year and 
has reported a sale.s turnover of Rs 267 crore 
for the nine-month period ended December 
1995. an annualised increase of 27 per cent 
over Rs 279 crore recorded for the year 
ended March 1995. A-signtficant contribution 
came from other income which stood ai Rs 
12 crore. Interest costs were up by 77 per 
cent. Provision for depreciation moved up 
by 17 per cent. Again.st a zero lax provision 
in the previous year the company had to 
make a provision of Rs 1 crore for the year 
under review. A dividend of 12 per cent has 
been recommended by the board of directors. 

Agrochemicals manufactured at the Thane 
factory, the oldest activity, was the major 
contributor to the turnover followed by 
rubber, healthcare, consumer care and animal 
health. The sales of the agrochemicals 
division showed a significant improvement. 
'The company has a 60 per cent share of the 
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The Week’s Companies 


(Rslakh) 


Financial Indicators 


Raymond 


Orient Paper 
and Industries 


Bayer 


March 

1996 


March 

1995 


March 

1996 


March 

1995 


March March 
1996 1995 


Income/appruprialions 

1 Net sales 8S3S6 

2 Value of production 88397 

3 Other Income 174S 

4 Total iname 90142 

5 Raw moterials/Slaies and 

spares consumed 31443 

6 Other manufacturing expenses 13567 

7 Remuneration to employees 9270 

8 Other expenses 14048 

9 Ofierating profit 21814 

10 Interest 5543 

11 Gross profit 16033 

12 Depreciation 5235 

13 Profit before tax 10773 

14 Tax provision 1175 

15 Profit after tax 9598 

16 Dividends ' 2050 

17 Retained profit 7548 

Liabilitles/assets 

18 Paid-up capital 4I(X) 

19 Reserves and surplus 51213 

20 Long lerm loans 46240 

21 Short term loans 14074 

22 Of which bonk borrowings 6999 

23 Gross fixed assets 94033 

24 Accumulated depreciation 29960 

25 Inventories 23449 

26 Total assets/liabiiitics 155402 

Miscellaneous items 

27 Excise duty 3825 

28 Gross value added 30993 

29 Total foreign exchange income 1227 

30 Total foreign exchange outgo 16174 

Key financial and performance ratios 

31 Turnover ratio 

(sales to total assets) ((*>) 54.93 

32 Sales to total net assets (%) 73.82 

33 Gross value added to 

gross fixed assets (%) 32.96 

34 Return on investment 

(gross profit to total assets) (%) 10.32 

35 Gross profit to sales 

(gross margin) i%) 18.78 

36 Operating profit to sales (%) 25.56 

.37 Profit before lax to sales {%) 12 62 

38 Taxpiovisiontoproritbeforctax(%) 10 91 

39 Profit after tax to net worth 

(return on equity) (%) 17.35 

40 Dividend (%) .50.00 

41 Earning per share (Ks) 234.10 

42 Rook value per share (Rs) 1349.10 

43 P/E ratio (based on latest and 
corresponding last year’s price) 0 00 

44 Debt-equity ratio 

(adjusted for revaluation) (%) 83.60 

45 Short term hank borrowings 

to inventories (%) 29.85 

46 Sundry creditors to 

sundry debtors (%) 62.24 

47 Total remuneration to employees 

to gross value added (%) 29 91 

48 Total remuneration to employees 

to value of production (%) 10.49 

49 Gross fixed assets formation (%) 42.15 

50 Growth in inventories (%) 38.48 


68319 

58.573 

38863 

26700 

27925 

71376 

58354 

.38133 

26552 

28293 

1435 

1445 

1874 

1196 

1257 

72811 . 

.59819 

40007 

27748 

295.50 

23393 

24.385 

13868 

12052 

12382 

12.574 

9409 

7830 

.314 

.3318 

77.38 

5089 

4211 

2172 

3577 

11227 

11046 

8673 

6453 

7984 

17879 

9890 

.5425 

3657 

2289 

3460 

1642 

1250 

1999 

1.503 

14713 

8253 

4182 

2333 

919 

4244 

1165 

976 

669 

7.58 

10452 

7088 

3206 

3.57 

161 

3400 

1675 

625 

57 

0 

7052 

5413 

2581 

.300 

161 

1654 

593 

519 

195 

243 

5398 

4820 

2062 

105 

-82 

4i00 

1484 

1484 

1622 

1622 

43729 

18744 

14152 

4670 

4564 

29012 

9232 

10576 

121.59 

9145 

3465 

4066 

3898 

4448 

4952 

3165 

4058 

2235 

2900 

2900 

66149 

41220 

.36810 

15.341 

13717 

24928 

20.301 

19209 

5845 

5067 

16933 

9189 

8559 

6580 

6341 

114045 

46499 

40606 

29381 

26.50.3 

3177 

9851 

7676 

2525 

3188 

26486 

1.5334 

10009 

5985 

6237 

10172 

.5616 

1530 

2884 

19,53 

16838 

1804 

.333 

2544 

2800 


.59.91 

125.97 

95.71 

90,88 

105.37 

85.07 

174.71 

129.07 

116.60 

137.68 

40.04 

.37.20 

27.19 

39.01 

45.47 

12.90 

17.75 

10.30 

7.94 

.3.47 

21.54 

14.09 

10.76 

8.74 

.3 29 

26.17 

16.88 

1.3.96 

13.70 

8.20 

15.30 

12.10 

8.25 

1.34 

0.58 

32 53 

23.63 

19.49 

15.97 

0.00 

14.74 

26.76 

1.51 

4.77 

2.60 

50 00 

40.(K) 

35.00 

12.00 

15.00 

172.00 

36.48 

17.39 

18.50 

9 93 

1166..56 

136.31 

105.36 

387.92 

381.38 

1.59 

0.00 

8.41 

0.00 

0.00 

60.66 

45 64 

67.64 

193.25 

147.83 

18.69 

44.16 

26.11 

44.07 

45.73 

86..30 

97..53 

87.01 

51.73 

48.91 

29.22 

33.19 

42.07 

36 29 

.57.35 

10.84 

v 72 

11.04 

8.18 

12.64 

- 

11.98 

- 

11.84 

- 

- 

7.36 

- 

3.77 

- 


• BgrochemicalsinBrfcet.Bayercotnintgsion 0 d 
a capacity of 8(X) tpa for metasystox, a 
pesticide widely used for plant proteMion. 
at its ^oty in Thane in April 1995. Prom 
the current year on the company is to source 
its entire requirement of metasystox for the 
parent company, in the domestic market the 
company has a share of 60 per cent. 

In its healthcare division the company is 
working at new product launches which are 
being planned in the coming years and 
registration and development work is 
progressing as per schedule. Export growth 
from the division was impressive with the 
parent company deciding to source its 
requirement of the bulk drug mebhydrolin 
napadisylate from India. 

Chemicals was established as a separate 
business group in January 1993. Two 
products which are doing well are 
polyurethane (used as insulating material for 
the refrigerator industry, car seats, etc) and 
engineering thermoplasts (usedas mixer tops, 
washing machines doors, etc). The company 
has an exi.sting collaboration with Hcrdillia 
Chemicals for the manufacture of heat 
transfer fluids used in .synthetic fibre, polymer 
and petrochemical industries. 

The diagnostics bu.siness of Bayer has 
been acquired by Bayer Diagnostics, 
formerly known as Miles India for a sum 
of Rs 3 crorc. BDL in which Bayer has a 
SI per cent stake makes chemical and 
immunochemical test systems. It also maikcts 
all diagnaslics products of Bayer AG. 

Manufacture of synthetic rubber in the 
country was one area which was being 
considered by the company but this had to 
be put aside on account of a shortage of raw 
materials After an unsuccessful alliance 
with an Indian company for sourcing raw 
matcnals Bayer is exploring the possibility 
of setting up a joint venture with Reliance 
Industries or IPCL to manufacture and market 
.synthetic rubber in the country. 

Bayer (India) and Bayer AG have decided 
to enter into a series of co-marketing and 
co-Iicensing arrangements with Indian 
companies in the areas of pharmaceuticals, 
consumer care, leather chemicals, plastic 
and polyurethane. Bayer AG is planning to 
invest Rs 400 crore over the next four years 
in the country. 

The company has been according high 
priority to scientific waste management and 
environment protection. In 1981 It set up the 
country’s tower biology plant to treat liquid 
waste in a biological way. Later in 1987, to 
complement the plant it set up a rotary kiln 
with a capacity of 6 tpd to convert all kinds 
of waste into renewable energy sources, for 
use by the company in its various 
manufacturing processes. According to 
company reports, tower biology and 
incinerator were functioning optimally. 
Bayer and Huechst are merging thdr textile 
dyeing activities by the formation of a joint 
venture called Dystar textilfarben GmbH. 
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Indian Power Policy, Enron and the BoP 

Kannan Srinivasan 


The Enron deal has given investors an unrealistic expectation of the 
returns they can receive under the government y power policy. Glimpses 
provided by documents of how the government decided on Enron show 
It to have been fully aware of the damage this decision would cause 
The Amended Power Purchase Agreement negotiated by the committee 
appointed by the Shiv Sena-BJP government is even worse for the 
interests of Maharashtra than the Congress original of 1994 The 
balance of payments consequences of fuel impoits for naphtha and fuel 
oil-based power plants will he ruinous 


THERE IS considerable uncertainty as to 
what exactly the government has speciflcd 
will be the returns for the new fast track 
power projects It has been generally 
presumed that a return on equity ol 11 per 
cent would be provided at a plant load factor 
(PLF) o^ 90 pet cent This is because the 
government notirication says that this would 
amount to a letum on equity ot 16 per cent 
at a plant load factor of 68 b per cent - 6 000 
houis/kW/year Forevery 1 pcrccntincteasc 
ol PI I an additional incentive of 0 7 per 
cent of the letum on equity (ROE) would 
he pnd it has been taken to mean that this 
increases by 0 7 per cent ot the total equity 
X 21 S = 1S 05 per cent which added to 16 
per cent produces 31 05 per cent 

But the actual text of the Gazette of India 
notification - Pait 11 ‘Section 3 Sub-section 
2 of January 19 1994 - states that For 
generation of above 6 000 hours/kW/year 
the additional incentive payable shall not 
exceed 0 7 per cent of return on equity foi 
each percentage point increase ot Plant 1 oad 
Factor above the nonnativc level of 6 000 
hours/kW/year That means not 0 7 per 
cent ol the equity but 0 7 per cent of the 
return on equity - 0 7 per cent of 16 per cent 
~ which IS substantially less This could 
mean that Enron s Dabhol Power Company 
investment and all the new fast track projects 
could earn returns substantially lower than 
they have projected 

Disiortion'^ 

Thereafter a table is furnished comparing 
the ‘NotificationTariff iwiththe ‘DPCTanfF 
and claiming that the DPC lanff would be 
much cheaper Annexurc 1 to this letter 
specifies the ‘ Additional Incentive Charges’ 
at ”0 7 per cent return on equity for each 
1 per cent availability over 68 5 per cent. 
I e, IS 05 per cent (tor a guaranteed 90 per 
cent availability)" Note that while the 
notification SO 36(E) has specified “0 7 per 


cent of return on equity” this says ’ 0 7 per 
cent I eium on cquii v - and therefore amves 
at 15 05 per cent over and above the 16 per 
cent letum Could this perhaps be a perversion 
ol the onginal intent’ 

Moreover the text ot the notification 
speaks ot costs in relation to the generating 
unit Not all amillancs of any supposed 
investment by Pnron or any international 
investor in Indian power This would mean 
that all appurtcn mt construction - such as 
the schools airport jettv port any other 
such works and general social uplift in 
whu h Enron is supivisedly investing -cannot 
avail of these returns 
NolilicationSO 2sl (E) of the Department 
of Power issued on March 31 1992 specifies 
what the two pul tariff for the sale of 
electricity from thermal power generating 
stations (including gas based stations) should 
compnse This includes the recovery ot 
annual lixed ch irgcs consisting of interest 
on loan capitil'depreciation operation and 
maintenancccxpcnsesfexcludingfucl) taxes 
on income icckoncd as expenses return on 
equity and intert st on working capital at a 
normative level ol generation and energy 
(variable) charges covering fuel cost 
recoserabic for cuh unit (kilowatt hours) 
of energy supplied This is based on the 
norms of operation - which include the 
station heat rate and the plant load factor - 
which arc both specified for open cycle and 
combined cycle gas based stations as well 
as foi coal based stations 
What IS important is that this entire 
structure of taiitfs - which provides for 
recovery of costs incurred - is specific to 
the actual powei station itself It is not meant 
to provide lor the recovery of various 
ancillary investments The term that is used 
throughout is cither station or unit or 
project' asm thedate of commercial opera 
tion ot individual units shall be reckoned as 
follows” or *10 respect of infirm power, i c 
sale of electricity prior to commercial 


operation of the unit ” Cleaily the purpose 
IS to reimburse the actual expenditure on the 
power plant alone - not pay for incidental 
expenditure 

The notification makes the distinction of 
sjicakingofthe Generating Company where 
that applies - as distinct from the particular 
unit or pi ojcct which can avail ot f ul 1 recovery 
for Its fixed and variable charges and 
maintenance expenses Clearly all the 
expenses ot the generating company - such 
as whatever Dabhol Power Company or its 
parent Enron may have spent educating 
Indians cannot be reimbursed 
This IS why it provides such generous 
terms to ensure that there is lull recovery 
of these investments The actual '’apital 
expenditure incurred on completion of the 
proiec t shall be the criterion tor the fixation 
ot tanff Where the actual expenditure 
exceeds the approved project cost the 
excesses as approved by the Authority shall 
be deemed to be the actual capital expenditure 
lor the purpose ot determining the tariff 

How Enron Di ai Was Doni 

Secret government documents show that 
officials weie aware of the basic problems 
in the agreements they concluded with 
Enron s Indian business Dabhol Power 
Company (I^PC) They knew there were 
difficulties associated with the submission 
ol a dispute between the Maharashtra State 
Electricity Boaid (MSEB) and DPC both 
Indian companies toanom uasathiiiaum 
and with ihc government s provision ot a 
sovereign guaranlte lor this project 
They knew the cost of power they claimed 
for D!^ was false tor it did not take into 
account the depreciation of the Indian rupee 
or the increase m the pnee of fuel The 
cscilation in the tariff makes DPC power 
very expensive and will raise pnccs for all 
consumers in M.diarashtra 
li was clear at the outset that DPC would 
demand very mafor outflows of foreign 
cxchingc and that the company would earn 
windfall profits outof line withinfrastructurc 
protects m India or elsewhere m the world 
Other power suppliers who hoped to 
piggyback on the precedents created by this 
pio|tct may have lo wait indefinitely for 
their clearances Not a si ngic pow er purchase 
agreement has been cleared by the Central 
Elcctncity Authority under the new power 
policy announced in 1991 

Fhe Foreign Investment Piomoiion Board 
(FIPB) presided over by A N Varma then 
principal secretary to the prime minister 
met lodiscuss the Enron proposal on Octobei 
10 1992 Rebecca Mark chief executive ol 
Enron Power Development Corporation 
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’ 'Barclays Bank and Adrian Mwitagu of 
Unklaters and Paines made the company’s 
prnentation. Cabinet secretary S Rajgopai, 
power secretary R Vasudevan, secretary, 
department of economic affairs, Montek 
Singh Ahtuwalia, and additional secretary 
in the cabinet secretariat V K Shunglu, were 
amcmg government officials present, but no 
government law officer or advisor. 'The 
Principal Secretary to the Prime Minister... 
clarified that in any case there would be no 
guarantees for the loans being raised from 
other financial institutions. Enron... asked 
whether the government of India would be 
prepared to back up the guarantee of the state 
government in case the financial institutions 
insist upon it. Mr Varma firmly rejected the 
propos^ and stated that the government of 
India’s guarantee in such a case is not 
possible... the question of central government 
giving further guarantee would raise issues 
of a constitutional nature... the question of 
return on the equity was discussed. The 
cabinet secretary pointed out that this 
payment will not be in dollars and Enron 
must take the risk of payment in rupees and 
then getting it converted in dollar at the then 
prevailing rate. No government guarantee 
on the payment of equity could be given." 

Government Guarantees MSEB 
AND ExrHANOE 

In fact, despite this categorical statement 
the government of Maharashtra guaranteed 
MSEB’s payment to DPC. The government 
of India provided a counter guarantee. Two 
things were subsequently assured to DPC. 
First, that MSEB would make these 
payments. Secondly, and more importantly, 
that this equity would be remitted to Enron 
and other foreign shareholders by DPC in 
India. So under the latter, both the payment 
of the equity and the availability of foreign 
exchange were assured. 

Yet the Constitution of India specifically 
makes provision for government guarantees 
to overseas parties for loans. But it does not 
envisage the government guaranteeing the 
remittance of equity. As a consequence of 
the government's volte-face, at a meeting in 
the room of union government power 
secretaryRVasudevanon Novembers, 1993 
these issues were turther discussed. There 
was general awareness about the preferential 
treatment being given to Enron - as against 
that provided to Indian firms. “3. Ministry 
of finance representative wanted to know 
whether this sort of guarantee has been given 
to our CPSUs like NTPC." It also became 
clear that this was not the guarantee of a loan, 
but the guarantee of exchange availability 
for a remittance by an Indian company to 
its overseas promoter - which has not been 
so far provided to any other company. “They 
also wanted to know the extent of the amount 


TABultUmKCAuNAmiiiA^pMid^^ ' 


Power Producer 1997-98 

1998^99 

1999-2000 

2000-01 

2001-02 

NTPC Anu Raj 

20 

20 

20 

20 

20 

NTPC Atttiya Uttar Pradesh, 

20 

20 

20 

20 

20 

HarynB(97SMWX6) 

224 

336 

448 

560 

560 

Duncans UUar Pradesh 

60 

100 

100 

100 

100 

IPP Rajasthan (75) 

0 

300 

540 

675 

675 

RPG Dhoplur Raj 

0 

500 

880 

MOO 

1100 

GFC Varanasi Uttar Pradesh 

0 

140 

140 

140 

140 

Ginni Filament Uttar Pradesh 

0 

140 

140 

140 

140 

DVC Maithon West Bengal 

10 

10 

10 

to 

to 

IB Valley Orissa 

0 

150 

300 

.300 

.300 

Jibiran Manipur 

0 

0 

50 

50 

50 

ABC Gujarat 

200 

310 

310 

310 

310 

Essar Power Gujarat 

550 

550 

550 

5.50 

550 

GTEC Bharuch Gujarat 

200 

200 

200 

200 

200 

NTPC Kawas Gujarat 

2.50 

280 

280 

280 

280 

Essar Bhander Madhya Pradesh 

240 

400 

400 

400 

400 

Raymond Steel Maharashtra 

30 

30 

30 

30 

30 

NTPC Gandhar Go|arat 

0 

50 

100 

2(X) 

200 

Baroda Rdyon Gujarat 

86 

86 

86 

86 

86 

Core Healthcare Gujarat 

43 

43 

43 

43 

43 

Indo Roma Gujarat 

69 

69 

69 

69 

69 

Songhi Oment Gujarat 

60 

60 

60 

61) 

60 

Search Chem Gujarat 

75 

75 

75 

75 

75' 

S Kumar Synfab Madhya Pradesh 

40 

40 

40 

40 

40 

Godrej Soaps Maharashtra 

8 

8 

8 

8 

8 

Kedia, Jhabua (GA) Madhya Pradesh 

0 

2.50 

380 

tKO 

380 

Alpine. Rajgorh Madhya Pradesh 

0 

250 

5(X) 

500 

5(X) 

STI Guna TPS Madhya Pradesh 

0 

250 

500 

500 

500 

Subhash, Khandwa Madhya Pradesh 

0 

180 

240 

240 

240 

ZACL Power Goa 

0 

75 

150 

ISO 

150 

Enron Dabhol Maharashtra 

0 

5(K) 

1000 

lOOO 

1000 

RIL Patalganga Maharashtra 

0 

300 

750 

750 

750 

TEC Bhivpori Maharashtra 

0 

1.50 

.300 

too 

300 

Nippon Denro Pen Maharashtra 

0 

150 

.300 

300 

300 

Kalyani Steel Pen Maharashtra 

0 

1.50 

300 

300 

300 

TNEB Tamil Nadu 

50 

50 

50 

50 

SO 

APSEB. V'Swaram Andhra Pradesh 

35 

35 

35 

35 

35 

NTPC Hyderabad Andhra Pradesh 

50 

440 

750 

750 

750 

Spectrum Andhra Pradesh 

25 

25 

25 

25 

25 

GVK Industries Andhra Pradesh 

90 

90 

90 

90 

90 

NTPC K' Kulam Kerala 

0 

UX) 

.350 

450 

450 

DM PC Pillai Peruna Tamil Nadu 

0 

200 

3(X) 

420 

420 

Konnur Power Keiala 

0 

180 

600 

750 

750 

RPG. K'Code Kerala 

0 

540 

120 

900 

900 

Kumar Energy Kerala 

0 

250 

420 

522 

522 

APSEB (@ .30 MW) Andhra Pradesh 

1.30 

200 

260 

.330 

330 

Shivapriya Inds Andhra Pradesh 

75 

123 

123 

123 

123 

KSEB (@ 40 MW) Karnataka 

100 

250 

420 

420 

420 

Nngaijuna Construct Andhra Pradesh 

0 

120 

200 

200 

200 

Kei, Bijapf' Karnataka 

0 

135 

225 

225 

225 

Whitefield, Karnataka 

0 

150 

240 

300 

300 

KSEB Thumbin-Karc, Karnataka 

0 

108 

180 

180 

180 

Palakkad Kerala 

0 

600 

900 

1200 

12(X) 

Ensearch Kerala 

0 

0 

400 

400 

400 

BPL M'Swar Kerala 

0 

400 

700 

700 

700 

Total 

2740 

10168 

16307 

17956 

17956 
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tO'bt gujiviteed -r v^^ither IttHlI be limited 
to the at^unt of low or the entire payment 
to be matie by MSEB as appears to be the 
case.” In the same meeting, finance minis¬ 
try officials also questioned the guarantee 
of the repatriation of the return on equity: 
“Finance also sought clarification on the 
second part of the guarantee relating to... 
guarantee of foreign exchange availability 
and repatriation... the promoters as per 
lender's requirement would be seeking a 
formal guarantee from GOI regarding foreign 
exchange in order to meet their foreign 
currency liabilities.” 

Lobbyino the Electricity Authority 

The Central Electricity Authority (CEA) 
is the public authority in India charged with 
evaluating power projects - on the basis of 
the demand for them, the appropriateness of 
the technology, and the .scheme of returns 
assured to any power company. At every 
other forum, charm, obfuscation and 
lobbying prevailed. But the CEA deals with 
technical isjsues - where Enron failed to 
provide satisfaction. As Rebecca P Mark, 
chairman of Enron Development 
Corporation, demonstrates in this fax of 
August 26, 1993 to the then chief minister 
Sharad Pawar of Maharashtra where this 
project IS located, this firm believes that 
lobbying - not honest presentation of fact 
- is what works in India. “A key issue is 
clearance by CEA. Our people, together 
with MSEB, have met extensively with CEA 
this week to answer their questions about 
the project. The remaining concern seems 
to reside with Mr Beg, Member Planning 
for Thermal Projects. He continues to hold 
up project approval based upon the question 
of demand for power in Maharashtra. No 
one from the ministry of power in Delhi has 
given direction to Mr Beg to move forward 
on this issue." 

The CEA wrote on September 20, 1993 
that; “in order to enable the firm to seek 
and obtain financial assistance, ‘in principle' 
clearance is being communicated to 
M/s ENRON". This was provided despite 
serious reservations expressed by the CEA 
in this very letter: The power from the project 
may not be fully absorbed in the Maharashtra 
system. Hence, agreements for purchase of 
surplus power by other intercsii^ states are 
to be finalised by government of Maha- 
rashtra/MSEB who had entered into MOU 
with M/s H9RON. The studies carried out 
by CEA Indicate that the project is not the 
least cost option. Tariff calculations are under 
preparation in CEA”. 

ITte CEA only provided Enron's project 
fl conditional clearance on the basis of the 
MSEB averment that the &iron tariff would 
fit within the guidelines announced by the 
government; “However. MSEB has intimated 


that the tariff offi^ by M/s Enronis lower 
than that calculated on the basis of two part 
tariff notified by government of India. With 
this background Dabol [«c] TPS is found 
to be acceptable ‘in principle’.” 

Enron’s DPC investment in India seemed 
to show the way for foreign and domestic 
investors in power. Yet in their desire to 
carve out an exception to suit this company, 
government officials have ensured that no 
policy can be framed for the industry as a 
whole. 

Now the MSEB in its letter of September 
30, 1994 to the energy secretarj' of the 
government of Maharashtra says: “This is 
to state that Maharashtra State Electricity 
Board had already examined the tariff 
structure of the Dabhol PowerCompany and 
accordingly intimated the Central Electricity 
Authority vide MSEB’s letter # GH/ND/ 
ARJ/ENRON/252dated September 17.1993 
(copy enclosed for reference) that the tariff 
offered by M/s Enron is lower than that 
calculated on the basis of two part tariff 
notified by Government of India." 

Indian Parih-s. Foreign Law 

“4. Shri R N Poddar of law ministry... 
mentioned that the Indemnity Clause is too 
wide-ranging and needs to be deleted. On 
the applicability of English Law, the general 
view was that sinceii is an agreement between 
Indian parties, the governing law should be 
Indian Law." 

In reply to questions raised by the finance 
secretary and the secretary (exp), it was 
clarified that “all payments under the PPA 
are proposed to be covered under the counter 
guarantec for the entire term of the validity 
of the PPA. Therefore, the guarantee is not 
limited only to the amount and period of 
loan”. 

A Confidential Note No 740/06/CV269/ 
94-ES dated July 15,1994 written by Dinkar 
Khullar, director in the prime minister’s 
office, minutes that: “Principal secretary took 
a meeting at 4.00 PM on T\iesday, July 12, 
1994, to discuss the counter guarantee 
Agreement to be signed for the Dabhol Power 
Project. Finance secretary, power secretary, 
law secretary, special secretary, power and 
chief secretaiy. Maharashtra were among 
those present. 

“ 1. Arbitration Clau.se; M/s Enron had agreed 
to Indian Law prevailing as the substantive 
law for the Agreement. However, for 
Arbitration they wished to have British Law 
(but there is no British Law, only English 
and Scottish Law) with the venue being 
London. It was decided that GOI should 
retain conciliation as the first step and go 
along with the Maharashtra government 
formulation on arbitration while exploring 
the po.ssibility of Singapore asavenueinstead 
of London.” 


A government note of February 1995, 
discusses what was sought to be achieved 
in modi^ng the power purchase agreement; 
“the arbitration clause has been updated to 
take account of the Supreme Court ruling 
inthecaseofSingcr vs NTPC... an agreement 
to arbitrate is to be governed by a law other 
than Indian law if the arbitration is to be an 
international arbitration for the purposes of 
the Convention and the Act, although the 
law governing the contract itself may remain 
as Indian law... the arbitration award would 
be readily enforceable in India without the 
risk of a general review of the ments of the 
case by the Indian courts and the delays 
consequent upon such a review.” 

Before this amendment what would have 
happened was that the award by English 
arbitrators would not have been treated as 
.a foreign award under the terms of the Act 
- and therefore could not be enforced in 
India. So the agreement of December R, 
1993 was amended as recently as on 
February 2,1995 to specify that though the 
law of the agreement could be Indian, the 
arbitration would be under English law. It 
would therefore be treated as a foreign 
award in India and can in this respect he 
enforced. 

N Ramji, joint secretary, department of 
power, government of India, observed at one 
early meeting that; “He made it clear that 
the government of India would not be in a 
position to extend any guarantee for these 
loans. He then‘directed deputy secretary 
(Power) Mr Brar to give his observations. 
These were as follows: (1) The total cash 
outflow of foreign exchange would be over 
1.4 billion dollars. (2) The loan is being 
repaid in 10 years and thereafter the capacity 
charge needs to come down. (3) As per his 
calculations, the ROE was 50 per cent." 

Tariff Understated 

Both the government of Maharashtra and 
Enron claimed that the tariff payable by the 
company will be Rs 2.4/k wH. Yet it has long 
been clear that this would onlv be true under 
completely unrealistic projections of the 
value of the rupee in relation to the dollar; 
and the price of the imported feed stock, be 
It naphtha or natural gas. Moreover, this 
would only be true at the very outset since 
there is an automatic escalation of price 
built into the tariff. The MSEB letter to U 
K Mukhopadhyay, secretary (energy), 
government of Mahara.shtra, of July 8,1993 
shows full awareness of the fact that the 
tarifi would escalate dramatically. 

Its first scenario assumes Rs 4I.2/$ in 
1998, rising to Rs 45.2 in 2010. It further 
assumes the escalation of capacity charge at 
4 per cent per annum, of oil price cif at $ 
4.SI/MBTU in 1996, and gas price cif at S 
3.8/MBTU in 1998 and escalation on oil and 


Etxinonuc and PoKtical Weekly August 17, 1996 


2209 



AMBNin>rrA 


pe pnoe n per cem per aiBium. unoer 
these circumstances, the tariff would work 
out to Rs 3.22 in 1998 rising to Rs S.S2 in 
2010. The second scenario projects an 
exchange rate of Rs S0.S/$ in 1998 and Rs 
113.71^ in 2010. It therefore projects a 
tariff rising from Rs 3.9S/kwH in 1998 to 
Rs l3.89in2010.Thethirdscenatioprojects 
the rupee at Rs 41 .21$ in 1998 and Rs 4S.2 
in 2010. Consequently, it projects the tariff 
rising from Rs 103 to Rs S.21. The fourth 
scenario assumes Rs 41.2/$ in 1998 to Rs 
45.2 in 2010. As a consequmice it prefects 
Rs 2.77/kwH in 1998 and Rs 4.74 in 2010. 
The fifth scenarioassumesRs4l.2/$ in 1998 
and Rs 45.2 in 2010. It therefore projects 
Rs 3.3/lcwH in 1998 rising to Rs 5.64/kwH 
in 2010. The last scenario assumes Rs 50.5 
as the exchange rate for the US$ in 1998 
and Rs 113.71 in 2010. It therefore, projects 
atariffofRs4.04/kwH in 1998 rising to Rs 
14.19/kwH in 2010. 

The fact that the MSEB, the government 
of India and the government of Maharashtra 
considered this range of options shows 
clearly that they realised the truly high cost 
of Enron’s power - and then went along 
with it. 

The earlier suit of the state of Maharashtra 
filed against Enron drawn up by Nitin 
Pradhan and Prashant Bhushan and settled 
by senior counsel F S Nariman, said; “It has 
now come out that the whole object of the 
First Defendant was to gain maximum 
advantage to itself by the said Project at the 
cost of the Indian public. It was inter alia 
decided by the said Enron to divest 20 per 
cent to 30 per cent equity holding in 
First Defendant to one New Orleans 
based company called Enlergy Court at a 
high premium straightaway which would 
result in the said Enron making a substantial 
profit.” 

Yet, a subsequent amendment of the 
original circular of the ministry of power, 
SO 251 (E) dated March 30,1992, was made 
on January 13.1995. That amendment stated 
that: "premium raised by the Generating 
Company while issuing share capital and 
investment of internal resources created 
out of free reserve of existing company, 
if any. for the funding of the project, shtdl 
also be reckoned as paid up capital for the 
purpose of computing the return on equity, 
provided such premium amount and internal 
resources are actually utilised for meeting 
the capital expenditure of the power 
generation project and forms part of the 
approved financial package as set out in the 
techno-economic clearance accorded by the 
Authority." Clearly that would not be the 
intention of Enron should it have farmed out 
this equity - since the nature of the agreement 
is that all costs arc covered and returns 
assured in the tariff, including extraordinary 
profits. 


■ ♦ 

The amended power purchase agremiem 
(PPA) which the MSBB has just concluded 
with Enron Development Corporation’s 
Ddthol Power Company raises inteie^ing 
issues. 

The original n*A provided that DPC would 
be paid by the capacity made avidlable to 
the Board - whether or not that power was 
consumed. But the norm has berm payment 
for the plant load factor (PLF) - for the 


'power actually geherated^ A ntmnmieittu 
error had been made in negotiating an 
agteemem with DPC for a hosefoad plant. 
Since it would be fiidled by naphtha and 
eventuidly by imported natural gas, DPC 
would be the most expensive supplier of 
power in this sute to the grid. All other 
depreciated plants based on either 
hydroelectric power or coal would sell 
electricity at far lower prices. 

DPC should instead have been a peaking 
power station which MSEB could turn to 
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Power Producer 1997-98 


TPS Obra Uttar Pradesh 35 

UPSEB Harduaganj, Uttar Pmdesh 18 

BTPS Bodarpur, Haryana 6 

GNTP Bhatinda, Punjab 16 

TPS Paricha, Uttar Pmlesh 8 

TPSSingrauli 16 

TPS Riband, Punjab 7 

TPS Ropar, Punjab 27 

HSEB Fartrbbad, Haryana 4 

TPS Panipat, H^ana 55 

RSEB Kota, Rajasthan 19 

NTPC Unchohor, Uttar Pradesh 5 

DESU, Delhi S3 

NTPC Dodri, Unar Pradesh 17 

KTPS Kola, Rajasthan 29 

HWP RawatbaUi, Rajasthan 60 

Control and Switch Gear, Haryana 0 

India Power Project, Uttor Pradesh 0 

HSEB Yamunanagar, Haryana 0 

RPG, Noi'da, Uttar Pradesh 0 

RSEB Suratgarh, Rajasthan 0 

Magnum, Gurgaon, Haryana 0 

DCW Kundli, Haryana 180 

DCW Mohingaih, Haryana 180 

DCW. Foridabad. Haryana 180 

DCW Jodhpur. R^^an 180 

DCW, Amitola, Haryana 180 

DCW, Gurgaon, Haryana 180 

DCW Abu Road. Haryana 180 

Lupin Laboratory, Rajasthan ISO 

Ginni Filaments, Luki. Uttar Pradesh 160 
Phoenix Ovciseas, Haryana 0 

RPG, Rajasthan 160 

RPG. Haryana 160 

Subha.sh Projects, Uttar Pradesh 0 

Indo Gulf, Roja, Uttar Pradesh 0 

CTPS. CPR, Assam 32 

ASEB. CPR. Assam 85 

BTPS Solakati, Assam 8 

BTPS Barauni, Bihar 20 

NTPC, Farakka. West Bengal 37 

NTPC Kaholgaon, Assam 40 

DTPS Durgapur, Bihar 7 

PTPS, Pairatu, West Bengal 10 

MTPC Kami, Orissa 19 

NTPC Kaniha. Orissa 16 

TTPS Talciicr, Orissa 24 

DVC Mejia, Bankura 12 

UPS Expon (NTPC) Tolchar. Orissa 18 

AFC Tmnspower, Assam 0 

Koligan Power Corporation, Dhuburi 
Orissa 0 

Bomlai Thermal, Bimlai, Orissa 0 

CEPA Hirma, Orissa 0 

Lapang Thermal Station, Orissa 0 

LB Valley Naraj Thermal Power, Orissa 0 
WBSEB.Bakroiihwar, West Bengal 0 


1998-99 

1999-2000 

2000-01 

2001-02 

35 

35 

35 

35 

18 

18 

18 

18 

6 

6 

6 

6 

16 

16 

16 

16 

8 

8 

8 

8 

16 

16 

16 

16 

7 

7 

7 

7 

27 

27 

27 

27 

4 

4 

4 

4 

55 

55 

55 

55 

19 

19 

19 

19 

5 

10 

10 

10 

53 

53 

53 

53 

17 

17 

17 

.17 

29 

29 

29 

29 

60 

60 

60 

60 

0 

140 

140 

140 

140 

140 

140 

140 

0 

0 

0 

50 

160 

160 

160 

160 

0 

10 

10 

10 

0 

30 

30 

.30 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

180 

150 

ISO 

1.50 

150 

160 

160 

160 

160 

240 

240 

240 

240 

160 

160 

160 

160 

160 

160 , 

160 

160 

240 

240 

240 

240 

0 

0 

0 

0 

32 

32 

32 

.32 

85 

85 

85 

85 

8 

8 

8 

8 

20 

20 

20 

20 

37 

37 

37 

37 

40 

40 

40 

40 

7 

7 

7 

7 

10 

10 

10 

10 

19 

19 

19 

19 

16 

16 

16 

16 

24 

24 

24 

24 

14 

14 

14 

14 

18 

18 

18 

18 

12 

12 

12 

12 

10 

10 

10 

10 

0 

10 

10 

10 

0 

36 

36 

36 

0 

0 

12 

12 

12 

12 

12 

12 

12 

12 

12 

12 
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Power Producer 1997-98 

1998-99 

1999-2000 

2000-01 

2001-02 

dEB [Hiuwaran. Oujarat 

760 

760 

760 

760 

760 

SEB. Ukai, Gujarat 

70 

70 

70 

70 

70 

3EB, Gandhinagar, Giyarat 

24 

24 

24 

24 

24 

GESWanakboii. Gujarat 

70 

70 

70 

70 

70 

AECO. Ahmedabad. Gujani 

IS 

IS 

IS 

IS 

15 

NTPC. Waidhan Gujarat 

12 

12 

12 

12 

12 

MPBB Sarani. Madhya Pradesh 

80 

80 

80 

80 

80 

MI^B Ohan, Madhya Pradesh 

18 

18 

18 

18 

18 

MPBB Koiba. Madhya Pradesh 

20 

20 

20 

20 

20 

NTPC, Korba, Madhya Pradesh 

8 

8 

8 

8 

8 

MSEB. Konidi. Maharashtra 

25 

25 

25 

25 

25 

MSEB, CPR. Maharashtra 

40 

40 

40 

40 

40 

MSEB, Kaperkheda, Maharashtra 

to 

10 

10 

10 

10 

Taut, Maharashtra 

1050 

1050 

1050 

1050 

1050 

MSEB, Nosik, Maharashtra 

18 

18 

18 

18 

18 

MSEB, Bhusavai, Maharashtra 

16 

16 

16 

16 

16 

MSEB, Paras, Maharashtra 

3 

3 

3 

3 

3 

MPEB Chocluu, Madhya Pradesh 

16 

16 

16 

16 

16 

MSEB Paili, Maharashtra 

23 

23 

23 

23 

23 

Global Board, Madhya Pradesh 

no 

220 

220 

220 

220 

DCW Powei, Mandi^, Madhya Pradesh 

0 

60 

120 

240 

240 

SP Power, Pilhamput, Madhya Pradesh 

0 

240 

240 

240 

240 

GVK, Rotlom, Madhya Pradesh 

0 

no 

220 

220 

220 

National Steel Industnes, 






Indore, Madhya Pradesh 

10 

20 

20 

20 

20 

Hire Ffciro Alloy, Raipur, Madhya Pradesh 0 

20 

30 

33 

33 

Rama News Pnnt, Gujarat 

36 

36 

36 

36 

36 

Ruchi Soya, Madhya Pradesh 

0 

40 

40 

40 

40 

Gujarat Flouro Chem, Gujarat 

200 

200 

200 

200 

200 

Woolworth. Raipur, Madhya Pradesh 

20 

20 

20 

20 

20 

Tips Tuliconn, Tamil Nadu 

30 

30 

30 

30 

30 

MTPP Metturdam, Tonul Nadu 

5 

5 

5 

5 

5 

NIX Neyveli, Tairal Nadu 

59 

59 

59 

59 

59 

HWP Monugimi, Andhra Pradesh 

25 

25 

25 

25 

25 

KTPS Pulancho, Karnataka 

18 

18 

18 

18 

18 

KIPS, Raichur, Karnataka 

10 

10 

10 

10 

10 

KEB Yollohanka, Karnataka 

135 

135 

1.35 

135 

135 

VTPS Ibrahimpur Kerala 

25 

25 

25 

15 

15 

RTPS Kalkomalla, Kerala 

18 

18 

18 

18 

18 

Rayalasoema TPS, Andhra Pradesh 

12 

12 

12 

12 

12 

NMTPS Madras. Tamil Nadu 

80 

80 

80 

80 

80 

NTK‘ Ramagundam. Andhra Pradesh 

7 

7 

7 

7 

7 

ETPS Ennore. Kerala 

6 

6 

6 

6 

6 

MTPS Madras. Tamil Narlu 

0 

0 

0 

0 

0 

OMR Vasavi, Tonul Nadu 

370 

370 

370 

370 

370 

ESSAR PeUitisation AP 

60 

60 

60 

60 

60 

CRL, Kerala 

0 

0 

0 

450 

800 

Cogenmx, Karnataka 

0 

48 

48 

48 

48 

KSEB Bhramupuram. Kerala 

170 

170 

170 

170 

170 

KIOCL, Karnataka 

180 

180 

180 

180 

180 

Green View Power, Vir, Andhra Pradesh 

1 0 

36 

36 

36 

36 

KSEB Kozhikode, Kerala 

180 

180 

180 

180 

180 

RPG Kasaigode, Kerala 

90 

90 

90 

90 

90 

Trishakti Energy. TN 

10 

10 

10 

10 

10 

Subbash Project. Karnataka 

0 

60 

60 

60 

60 

Jmdal Ferro Alloy, Vzr, Andhra Pradesh 21 

21 

21 

21 

21 

Impenal Power. Karnataka 

0 

60 

60 

60 

60 

KIOCL, Kudremukh, Karnataka 

180 

180 

180 

180 

180 

K.SEB, Kasorgod, Kerala 

90 

90 

90 

90 

90 

Surya Chakra Power Corpn. Vzr, 






Andhra Pradesh 

0 

200 

200 

200 

200 

OLF Power, Vzr. Andhra Pradesh 

0 

80 

SO 

80 

80 

Astha T and t, Vzr, Andhra Pradesh 

0 

45 

45 

45 

45 

Future Power, Vzr, Andhra Pradesh 

0 

45 

45 

45 

45 

Aban Lloyd. Kerala 

0 

175 

175 

175 

175 

Kesoram Cement. Vzr, Andhra Pradesh 0 

20 

20 

20 

20 

Western India. Kerala 

25 

25 

25 

25 

25 

Sn Royal Seema. Bel. Kanwtaka 

0 

48 

48 

48 

48 

SPIC Elec Power, Tamil Nadu 

0 

0 

15 

15 

15 

WL Services, Kozhikode. Kerala 

0 

251 

25 

25 

25 

Total 

7052 

9372 

9976 

10563 

11023 


during periods of high demand, such as the 
daytime during the week when it would need 
to purchase power from every available 
source. At ni^t and periods when factories 
and offices would be closed and even 
domestic consumption would hsll sharply, 
the State Electricity Board should rationally 
rely upon cheaper providers of power - 
'baseload demand’. Only at peak times when 
power would be necessary at any price - 
since the alternative would be to not supply 
consumers electricity - should the Board 
buy power from an expensive peak toad 
stittion. 

MSEB committed itself to paying for the 
mere availability of 625 MW - 90 per cent 
of DPC’s available capacity - even if did 
not consume that power. So a major distortion 
creeps into the entire administration of the 
grid. MSEB must first use DPC in preference 
to cheaper suppliers of electricity. So the 
average cost of MSEB power will rise 
dramatically. This is passed on to the ultimate 
consumers. 

The new Shiv Sena-BJP state government 
came to office and repudiated that PPA. But 
it subsequently negotiated an amended 
power purchase agreement. Three sigraficant 
changes were made First, it kept intact the 
onginal commitment for the purchase of 
62SMW baseload power from Phase I. at the 
original tarift. Second. DPC agreed tosupply 
an additional 70MW of power as part of the 
baseload capacij^y of the plant. Third, it 
committed itself to a' Phase II' of this project, 
permitting DPC to set up a vastly expanded 
capacity and committing itsclfto the purchase 
of that power on a backloaded dollar 
denominated tariff expressed in 'real rupees' 
and 'nominal rupees' similar to the one 
signed by the earlier government. Only once 
the new plant was set up would the new tatiri 
-> an average of Phase 1 and Phase 11 tanffs 
- come into effect. 

What Should Have Been Done? 

A lower price for power should have been 
negotiated for the first phase of the plant. 
Phase I should have been renegotiated as a 
peaking power station. And a significantly 
lower price should have been negotiated for 
Phase 11. No agreement had yet been reached 
on that phase. Phase II sliould have been 
renegotiated as a peaking power station. The 
sPdfiing of 70MW of capacity in the first 
phase of the project from the pcakload to 
the bascload has simply increased the high 
cost baseload burden on the MSEB. This is 
by no means free power. The cost of this 
70MW IS simply passed through in the tanff. 

DPC will not be required to make major 
investments to modify the plant. An engineer 
involved with these negotiations points out 
thM an intoesting amendment to the PPA 
may permit it to increase capacity at virtually 
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no capital investment > but lower efficiency 
and therefore higher operating cost ~ which 
will have to be borne by MSEB not DPC. 

MSEB will now have to make a, higher 
net payment, although at a lower unit rate. 
Under Schedule 7, ‘Capacity Test 
Procedures’, Section 2, the original definition 
of ‘base load' was “the operation of the 
Frame 9PA combustion turbines at rated 
exhaust temperature on the vendor's exhaust 
gas temperature curve for the given inlet air 
temperature.” This has been amended in the 
new agreement to be defined as “theoperation 
of the Frame 9FA combustion turbines at 
rated exhaust temperature on the vendor‘s 
exhaust gas temperature curve for the given 
inlet air temperature plus, after Entry into 
Commercial Service of Phase ll, duct firing 
of the heat recovery steam generators" 
(emphasis added). 

The original design for Phase 1 was 209FA 
(signifying two separate 9FA gas turbines 
and one steam turbine totalling 63SMW for 
ba.seload) and I FR#6 gas turbine with duct 
firing providing 70MW for peaking. For 
Phase II. two additional similar blocks of 
209FA of 635MW each totalling 1270 each 
were envisaged for baseload; and an 
additional 70MW of peaking power through 
duct firing. 

Under the revision, the same expert points 
out, DPC will provide for Phase-I an uprated 
version of 9FA gas turbines to provide a 
capacity of 670MW instead of 635MW 
(though actual capacity may be 679MW) 
from the blocks of 209FA: and two more 
similar blocks for Phase-II. resulting in 
670MW+670MW+670MW = 2010+105 
(35+35+35 from duct firing which has been 
shifted from peak load to base) = 2115MW 
(ref; Schedule, Annexure l.l). 

The actual capacity can be 
679x3=2037+105=2142MW. DPC will add 
8MW of duct firing to provide 2150MW. 
As a consequence, for a limited investment 
fully recovered from the tariff - and higher 
operating costs becau.se ot the shift of some 
of the capacities from peak load to base load 

- DPC is able to show additional capacity. 

Capital Cost Not Fixed 

Because the capital cost has not been fixed 

- as it is in the case of the other negotiated 
independent power producers (IPP) - there 
is no achievement in an additional amount 
of power production for the same project. 
An additional 70MW in the case of one of 
the IPPs would be a significant bonus to the 
SEB because there would be no increase in 
the capital cost - and yet would be an increase 
in the capacity. No additional capital co.sts 
are recoverable by the IPP from the SEB; 
only variable costs such as additional fuel 
required. But in DPC's case the capital cost 
has not been fixed and therefore, both the 


fixed caidbd cost, aniniivatiiAie coats,aie' 
simply passed throu^ la the tariff pay^le 
by the SEB. 

The Rupee Debt Service Charges were 
brought down; so the original definition in 
the agreement of the rupee capital recovery 
(RCR)fromthedateofentryintocomroerci^ 
service of Phase I until the end of the year 
of entry into commercial service of Phase 
1 was modified. The original formula read; 
RCRecs = RDSl/ccs/(6,25.0()0 * n) where 
‘n‘ is the inclusive number of hours between 
die date of entry into commercial service of 
Phase I and the last day of the year of entry 
into commercial service of Phase I. 

This equation was modified by increa.sing 
the denominator and bringing down therefore 
the rupee capital recovery value as a compo¬ 
nent of the tariff. The amended equation 
reads; RCRecs = RDSl/ecs/(6,70,0()0 ♦ n). 
Yet this marginal reduction achieved in the 
renegotiation in the Rupee Debt Service 
charges may well be offset by the increase 
in revenues to DPC because of a significantly 
increased volume in sale of power. 

‘Eni-roy Payments’ 

But a reduction has been negotiated in 
various fees payable to DPC. Schedule 10 
of the power purchase agreement is ‘Energy 
Payments'. 'This deals with calculations of 
fuel price, delivered energy payments, take 
or pay adjustments, O and M payments. Part 
IV of this deals with fees payable to DPC 
by MSEB; testing fees and special operation 
fee, fuel operations fee end commissioning 
fuel fee. Now these have all been reduced. 
The amended contract says; “each of the fees 
set out above are 1997 prices and shall be 
subject to indexation in each year thereafter 
by reference to the following formula”. This 
formula it sets out, so that these fees keep 
increasing as time goes out. Under Testing 
Fee and Capital Operations Fees is said; “the 
following fees shall be payable by MSEB 
and included in the Energy Payments in 
respect of the month in which the relevant 
test or operations is carried out.” The Capacity 
Te.st amounted to $ 50,000. Now this has 
been brought down to $ 47,500. 

“Hot Starts required because of an event 
or circumstance of Political Force Majeure 
or reasons attributable to MSEB includ¬ 
ing Despatch Instructions" have been 
lowered. The new renegotiated fee is stated 
in brackets; 


Fuel/Gen>-rating 

Unit 

Natural Cos 

Distillate 

Frame 9FA 

00.1 Turbine 

$ 9.990 

$ 10,429 


(9.490) 

(9,907) 

Steam Turbine 

$ 4.956 

$ 5,015 


(4,708) 

(4,764) 

Frainc 6 Gas Turbine 

Zero 

Zero 


^Likewise.‘‘Cold Starts required hecauie 
of an event or circumstance of Political 
Force Majeure or reasons attributable to 
MSEB including Despatch Instructions” 
have been lowered (the new renegotiated fee 
is stated in brackets); 


Fuel/ Generating 

Unit 

Natural Gas 

Distillate 

Frame 9FA Gas 
Turbine 

$ 14,261 

$ 15,.307 


(13.548) 

(14,541) 

Steam Turbine 

$ 11,629 

$ 12,126 


(11.047) 

(11.519) 

Frame 6 Ga.s Turbine 

Zero 

Zero 


The basic question is whether these fees 
should have been concocted as an item for 
special payment; and charged to the tariff 
in the first place? The negotiating team must 
justify their very validity. 

CoMMSTinvE Bidding 

It was well known that no competitive 
process had been instituted for Phase I of 
DPC for the procurement of plant and 
equipment. The Re-negotiation Committee 
failed to ensure competitive tendering for 
Phase I of the project; but announced that 
competitive tendering would prevail in Phase 
11. Where was the ‘re-negotiation’ in this? 
Yet what seemed a very modest achievement 
turns out not even to be so. The Agreement 
.says; “The arrangements for acqui.sition of 
Major Equipment to be used in the eon- 
struction of Phase II shall be made on the 
basis of a competitive tendering process..." 

And what is this process? “...DPC and 
MSEB shall jointly determine the identity 
of the successful bidder as follows. DPC 
shall make a provisional determination of 
the successful bidder and shall notify MSEB 
in writing of the identity of such bidder, 
logethc with the basis on which the 
determination was made and any relevant 
supporting documentation. IfMSEB has not 
raised any objection to such determination, 
together with its > easons fur such objections, 
within eight business days of receipt of 
DPC‘s provisional determination, DPC be 
entitled to serve a further notice on MSEB 
requiring it to concur in such determiiiation. 
If MSEB fails to raise an objection to the 
determination, together with reasons as 
mentioned above, within two furtherbusincss 
days from receipt of such further notice, the 
successful bidder determined by DPC shall 
be deemed to have been jointly determined." 

Clearly MSEB has only a right to object. 
But DPC has effective control of the process 
of evaluation. 

A power producer may have private 
arrangements with suppliers of equipment 
and machinery to ensure they are awarded 
contracts for its projects which arc simply 
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an element of the tariff. 

Thesolution may be to negotiate the capital 
cost at the outset; and to stipulate competitive 
bidding for contracts. The apprehension was 
especially acute in the case of DPC. Enron 
has made the contractors Bechtel and General 
Electric significant equity holders. This 
ensures that they have a stake and are in a 
position to lot^y for the most attractive 
terms to themselves. The Renegotiating 
Committee set itself the task of ensuring that 
goods and services would be locally sourced. 
But DPC has not been compelled to source 
locally. Nor is there a significant penalty to 
compel it to do so. Instead there is a mere 
recommendation; and a bonus to DPC should 
it do so. This may not compare with the 
extraneous advantages to DPC shareholders 
and the promoters in their separate capacity 
of awarding the plant and equipment 
contracts to themselves. 

The revised clause reads; “6.1(d) DPC 
shall use all reasonable endeavours to source 
in India consumables and other goods and 
services required for the operation and 
maintenance of the Power Station with a 
target of sourcing 30 per cent in value of 
such goods and services in India by the third 
anniversary of Entry into Commercial 
Service of Pha.se I and increasing such 
percentage by 10 per cent per year thereafter 
up to a maximum of 80 per cent. Upon the 
third anniversary of Entry into Commercial 
Service of Phase 1 and at two-yearly intervals 
thereafter the parties shall carry out a joint 
review of the result of such endeavours. If 
and to the extent that, on the basis of such 
review, the parties determine that DPC has 
been able to increase the ratio of India to 
foreign-sourced goods and services, (i) in 
the case of goods and services for which 
DPC IS reimbursed by way of the Fixed O 
and M Charges referred to in Schedule 9, 
above the ratio of the Rupee Fixed O and 
M Charges to the Real Rupee Fixed O and 
M Charges, or (ii)in the case of goods and 
services for which DPC is reimbursed by 
way of the Variable O and M Payment 
referred to in Schedule 10, above the ratio 
of $ VOMC to RVOMC there shall be a fair 
and reasonable adjustment to the relevant 
charge to reflect such increased ratio to be 
agreed between the parties and in default of 
agreement determined by the Expert.” No 
obligation to limit the project cost. Only best 
efforts. 

The government of India's guidelines for 
independent power projects permit only 1 
per cent of project cost as insurance for the 
first year of commercial operation. Yet 
according to Schedule 9, part IV of the PPA, 
the insurance for Phase I is fixed in dollar 
terms at 1997 prices. But it is subject to US 
inflation escalation. Insurance will be 
calculated according to the actual date of 


laid down in the guidelines. This dollar- 
denominated premium raises the question of 
whether DPC intended to insure this project 
in India or abroad. The Indian Insurance Act 
proscribes insuring overseas by an Indian 
company save in case of overseas projects, 
the import of plant and machinery or marine 
insurance. 

Bop Consequence of Fuei. Imports 

Petroleum demand is set to increase 
sharply. The draft report of the IX Plan 
Group on Demand Projections for the 
Petroleum Sector has estimated that it could 
go up from 81 million tonnes in 1996-97 
to as much as 146 million by 2001. Nearly 
half this increase will come from oil-based 
power plants set up under the new policy. 
Although international oil majors see this as 
good news, they may not have considered 
India's ability to pay. Oil imports could well 
precipitate the next balance of payments 
crisis - and a sharp decline in the rate of 
growth. 

Petroleum products today account for 20 
per cent - $ 7.3 billion - of India's $ 36.37 
billion of imports. In 1996-97 the oil import 
bill is expected to reach $ 9.5 billion, 
according to the Oil Co-ordination 
Committee (OCC) statement in a note sent 
to the finance ministry for its budget 
exercises. This is expected to rise by 300 
per cent over the next five years to $ 20 
billion. By 2001 the value of petroleum 
imports could even go up to $ 30 billion if 
insufficient refining capacity is available 
and petroleum must be imported not as crude 
but as products. India’s total imports, oil and 
non-oil, could go up to $ 80 billion if the 
present trend is maintained. 

The Draft Report of the Oil Co-ordination 
Committee’s Sub Group of the Planning 
Commission's Demand Projections for the 
Petroleum Sector has estimated that the 
demand for petroleum products will rise in 
the years from 1996-97 to 2001-02 from 
80.88 million to I I9.8S7 million tonnes. On 
the other hand, this looks far too conservative. 
A more realistic projection would take into 
account those power projects which have 
been proposed and which have already 
applied to the ministry of petroleum and 
natural gas forpermission to import naphtha. 
In this upper case (as we shall call it hereafter 
to distinguish it from the base case) - 
considered but subsequently rejected by the 
Planning Commissionas being too alarming 
- products have been projected to increase 
from 83.457 million tonnes, which it is 
assumed will be consumed in 1996-97, to 
146.818 million tonnes in 2001-02. The 
increa.ses in the demand for naphtha, diesel, 
fuel oil, motorspirits and liquefied petroloim 
gas (LlHj) are significantly responsible. 


projected total volume of imports of 
petroleum products in 2001-02 and is 
expected to grow at 5.5 per cent annually 
from 12.035m tonnes in 1996-97. Naphtha/ 
natural gas liquids donand is expected to 
grow at 7.8 per cent annually from 5041 m 
tonnes this year to 29.890m tonnes in 2001 • 
02 to comprise 20.35 per cent of total 
petroleum products consumed by volume. 
Naphtha and fuel oil together comprise a 
little over 35 per cent by volume of total 
petroleum products demand. The new power 
plants have accelerated the consumption of 
naphtha and fuel oil following the 
government’s decision to encourage 
generation from hydrocarbon fuels. 

India is increasingly dependent on 
hydrocarbon products, though it has vast 
reserves of coal. 

Power plants will account for 28.973 mn 
tonnes of naphtha and fuel oil, contributing 
substantially to the increase. In the case of 
naphtha, the base case projects 11.207 million 
tonnes for 2001-02, while the upper case 
projects 29.890 million tonnes and therefore ■ 
a much higher growth rate. To give an idea 
of when this will happen, the upper case 
projects a sudden jump between 1997-98 
and 1998-99.fFom9.318mn tonnes to 17.924 
mn tonnes, and an increase to 25.708 mn 
tonnes in the following year. There is an 
increase of 18.68 mn tonnes over the base 
case. Nearly till of that, 17.95 mn tonnes, 
isaccounted forby the impact ofthe proposed 
naphtha requirement for new power plants. 
In f^ueloil, the lowercase assumes an increase 
from 12.035 mn tonnes to 15.654 mn tonnes. 
But the upper case projects that this will go 
up instead to 21.803 mn tonnes by 2001- 
02. Again power is the largest component 
in the upper case of demand for fuel oil - 
11.023 mn tonnes out of 21.803 mn tonnes 
or more than half - compared to 5.413 mn 
tonnes out of 15.654 mn tonnes, about a 
third, in the lower case. 

The higher case takes into account naphtha 
based projects such as the IPP demand for 
6,75,000 tonnes of naphtha annually in 
Rajasthan, or RPG Dholpur's demand for 
1.1 mn tonnes of naphtha, or Alpine’s demand 
for 5,00,000 tonnes at Rajgarh, or Enron 
Dabhol’s requirement of 1 mn tonnes of 
naphtha. RIL Patalganga’s 7,50,000 tonnes 
or Ensearch’srequirement of4,00,000tonnes 
in Kerala, lb Valley in Orissa will consume 
3,00.000 tonnes annually, AEG in Gujarat, 
3,10,000tonnes, Kedia in Jhabua in Madhya 
Pradesh, 3,80,000tonnes, STI GunaThermal 
Power Station in Madhya Prade.sh will require 
5,00,000 tonnes annually. Subhash at 
Khandwa in Madhya Pradesh will require 
2,40,000 tonnes, TEC at Bhivpuri in 
Maharashtra will require 3,00,(XX) tonnes, 
Nippon Denro at Pen in Maharashtra will 
require 3,00,(X)0 tonnes, Kalyani Steel in 
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Pen Maharashtra will require 3,00,000 
tonnes, NTPC at H>derdbad in Andhra 
Pradesh will require 7 S0,000tonncs.Kannur 
Powerm Keraldwill require7,S0,000tonnes, 
RPG in Kerala will require 9,00,000 tonnes, 
Kumar Energy in Kerala will require 
5,22,000 tonnes, Karnataka State Electncity 
Board’s new project will require 4,20,000 
tonnes, Whiteheld in Karnataka will require 
3,00,000 tonnes Palakkad in Kerala will 
use 1,200,000 tonnes, and BPL at M’swar 
in Kerala will require 7 00,000 tonnes 
(Table I) 

Even the base case assumes that the 
important naphtha based power projects will 
be set up These include the Essar Bhander 
project in Madhya Pradesh which should 
account tor 4,00 000 tonnes ot naphtha 
annually, NITC at Kawas in Gujarat which 
will consume 2 80,0(X) tonnes, Essar Powei 
in Gujarat which will consume 5,50,(XX} 
tonnes, NTPC Gandhar at Gujarat which 
will consume 2,00 (XX) tonnes GTEC at 
Bharuch in Gujarat which will consume 
2,00,(XX) tonnes, DMPC in Tamil Nadu, 
4,20,000 tonnes and NTPC at Kayamkulam 
in Kerala 4,50,0(X) tonnes 

Fuel oil-based power projects include GEB 
DbuwaraninGujarat(7,60 (XXItonncs) Tata 
Power, Maharashtra (1,050 mt) DCW 
Power, Madhya Pradesh (2 40 (XX) tonnes) 
and CRL, Kerala (8,00,(KX) tonnes) and Aban 
Lloyd, Kerala (1,75,000 tonnes) UP State 
Electricity Board at Pratapur (I 60,000 
tonnes),UPSEU at Anparad 00,0()0tonnes) 
DCTW at Kunduin Haryana( 1,80 0(X) tonnes), 
DCW at Mohingarh in Haryana (1,80,(X)0 
tonnes), DCW at Faridabad in Haryana 
(I,80,(XX) tonnes), at Jodhpur in Rajasthan 
(1,80,000 tonnes), in Ambala, Haryana 
(1,80,000 tonnes), in Gurgaon Haryana 
(1,80,000 tonnes), in Abu Road in Rajasthan 
(1,80,000 tonnes). Lupin in Rajasthan 
(1,50,000 tonnes) Ginni Filaments at Luki 
m UP n 60,000 tonnes), Phoenix Overseas 
in Haiyana (2,40 000 tonnes) RPG in 
Rajasthan(1,60,000tonnes) RPGinHaryana 
(1,60,(X)01( mes) Subhash Projects in UP 
(2,50,000 tonnes). Global Board in Madhya 
Pradesh (2,20 000 tonnes), DCW Power in 
Mandide in Madhya Pradesh (2,50,000 
tonnes), SP Power in Madhya Pradesh 
(2,40,000 tonnes) and GVK at Ratlam in 
Madhya Pradesh (2,40,000 tonnes) 

Kerosene is widely used as a domestic 
hiel At 12,192m tonnes it accounts tor 8 50 
per cent by volume (projected) ot total 
petroleum products consumed in 2001 02, 
growing at4 7per cent annually from 10,517 
in 1996-97 Yet this tuel ot the poor is not 
expected to be either an high growth product 
nor will It make such an impact on the 
balance ot payments The subsidies paid in 
kerosene distnbution have been declining, 
fromRs 17,730million 1995 94toRs57,400 
million in 1994 95 They are expected to be 


frozen under the new petroleum pcdicy, a« 
the goveroment attempts to ‘target the truly 
needy’ under the public distnbution system 
ot ration shops This is really an exercise 
in futility As even government studies bear 
out, the poor simply pay more for kerosene 
because they have to and spend less on other 
essentials The Planning Commission has 
noted the trend that ‘all POL products are 
continuously becoming less price elastic 
more like essential commodities and an item 
ot utmost necessity With lespect to per 
capita consumption MS is a more elastic 
petroleum product followed by HSD and 
SKO (domestic kerosene) Relative price 


elasticity of SKO is seen decreasing 
continuously from 0 I96in 1984-85to0103 
in 1994-95 income elasticity of SKO (log- 
log estimate of per capita SKO consumption 
vs Its real pnees indices and private final 
consumption) is 1 36 low pnee elasticity 
oi SKO seems to be due to tact that SKO 
IS being consumed in small quantities by 
a large number of consumers for whom 
the product is a necessity Thus pricing 
ot petroleum products may not remain 
an effective policy tool lor leduction 
of their net consumption by subsutution 
with other forms of energy or efficient 
utilisation ” 


Indian Institute of Public Administration 
New Delhi 

ESSAY COMPETITION ON THE OCCASION OF 
WORLD FOOD SUMMIT 1996 


It gives us great pleasure to announce an all-India Essay 
competition (sponsored by the Ministry of Food, Government of India) 
on the occasion of the World Food Summit on the following topics 

(1) Food Security India's Quest for Self-Reliance in Food 

(2) Fight Against Hunger 

(3) Good Security in a Borderless World 

Original essay on any one of the above topics should be based 
on personal study/research/experience of the competitors and should 
be written in English The entries (of about 5000 to 7000 words and 
neatly typed in double space on one side of the paper only) should 
be submitted in triplicate under a Nom de Plume Full name and 
address of the competitor should be given on a separate sheet and 
enclosed in a sealed envelope bearing on the outside the Nom de 
Plume All essays should be sent to Professor Kamal Nayan Kabra, 
Indian Institute of Public Administration, Indraprashtha Estate New 
Delhi-110 002 by registered post so as to reach us by October 4, 
1 996 The envelope should be marked “ESSAY COMPETITION - 
WORLD FOOD SUMMIT 1996” 

The value of one First Prize is Rs 10,000/-, Two Second Pnzes 
of Rs 5000/- each and Four Third Prizes of Rs 2500/- each. The 
essay •/ill be adjudged by a body of judges selected by the I IP A 
The award of the judges shall be final and no correspondence on 
this matter will be entertained. The Institute reserves the right not 
to make any award if none of the essays submitted reaches the 
necessary standard. 
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Btmded Agricultural Labour in 
India of 1996 

Case Hallia Block in UP 

Kripa Shankar 

For ^ first three decades after indepertdence, the cowary's ru(ers 
refitsed even to acknowledge the phenomerum of debt-bonded labourers. 
Then in 1976, after the proclamation of emergency, the government 
viewed the passing of the Bonded Labour System (Abolition) Act as 
synonymous with the freeing of all bonded labourers and cancelling of 
their debts. The brazen hypocrisy of these postures is exposed by a 
small survey of five villages in Halim block of Mirzapur district in UP. 


HALLIA block in Mirzapur district of UP 
borders MP in the south and is very sparsely 
populated. A century back it was thick forest 
dotted by kol tnbe hutments. The kols were 
the masters of all that they saw and subsisted 
on forest produce and on cultivation of 
inferior grains, matniy kodo. 

In the po.st-)ndcpendence period two dams 
were constructed in this block but 
significantly the irrigation water went to 
other areas which did not have undulating 
land. In the wake of the con.struction of two 
dams a large number of outsiders descended 
in this area. They found the land good and 
by paying a pittance to the Lekhpal acquired 
a good amount of land. Pleasure of population 
also led farmers and others to move to this 
area where land was plently and could be 
acquired easily. There being no land records 
the kols were alienated from their ancestral 
habitat and land. The forest was also being 
denuded and later on what remained of it 
was declared a reserve forest. A sanctuary 
was also established and thus the access of 
kols to forest and its produce was severely 
limited. In due course of time many were 
forced to work as bonded labourers of the 
landlords who had acquired large chunks of 
land. 

The block is far-flung, being one of the 
largest in UP. A laige part of it is without 
any road and cut off from the rest of the 
district. The southern part of the block 
comprising some 30 villages bordering MP 
is completely cut off and is locally called 
‘korawal’ area possibly because of its 
inaccessibility. 

We had undertaken some voluntary work 
in this area and it was during our visits that 
we were told about the prevalence of debt- 
bondedness among kols in this area in an 
acute form. It was only because of our 
contacu with the local tribals that we not 
only came to know about the phenomenon 
but utilised their services in collecting the 
necessary information from the bonded 
labourers which otherwise would have been 


impossible because the presence of an outside 
investigator would not have been allowed 
by the powerful landlords who still rule this 
area almost in the same manner as they used 
to in the past. In fact they would have chased 
and assaulted such outside investigators. 
Even our resident investigators met the 
labourers after nightfall and a few among 
them were hesitant to talk lest the landlord 
might know about it. 

We chose five villages, viz, Karaudia, 
Singhwania,Gaurava,Beoganaat)dJhagaiha 
as we had local contacts to collect the 
information. There were in all 29 bonded 
labourers in these five villages. It may be 
mentioned that as these villages are located 
at a distance of 30-35 kms from the block 
headquarter and 80 kiiu from the district 
headquarter with no roads, the government 
machinery is practically absent. The village 
Lekhpal is all powerful but he has to obey 
the landlords. Any programme meant to help 
the poor is manipulated in their favour. Thus 
when landdistributionof village land known 
as Gram Samoj land was initiated in the 
1970$. the beneficiaries were not the landless 
kols but outside relatives of these landlords 
who greased the palm of the Lekhpal and 
got the village land in their name. As there 
was a directive to distribute land to kols also, 
in a few cases such land was shown to have 
been distributed to them in theofficial record 
but nowhere was any possession given to 
them. The area being very sparsely populated 
has a vast chunk of Gram Samaj land which 
can be distributed to all the landless labourers 
and still much land will be left with the Gram 
Samaj. The landlords have prevailed upon 
the Lekhpal not to take any step in this 
regard. Similarly,there is vast ceiling surplus 
land in the villages but we were told that 
the land was acnially still under the possession 
of the landlords. No official has ever visited 
the area and the landlords have seen to it 
that the name of any bonded labourer is not 
included even in the list of proposed bene¬ 
ficiaries for any of the anti-poverty schemes. 


On account of the entente cordiate with 
the local revenue functionary and the village 
development officer, no bonded labourer 
has been selected for any assistance under 
the Integrated Ruial Development 
Programme. Wc found that the solitary case 
where one such person had been assisted 
under IROP for a pumpset actually was a 
case where the landlord had acquired the 
pump IP the name of the bonded labourer 
who was a.skcd to put hts thumb impression 
on the application lorm. 

Under the Jawahar Rozgar Yojana, we 
were told that nothing had been done in the 
study area. Even if some work would have 
been undertaken the bonded labourers could 
not have gone there to work. Wc also did 
not come across any house constructed for 
the poor under Indira Avas or Nirbal Avas 
schemes. Although the Hallia block is under 
the Revamped Public Distnbution System 
under which the card-holder gets food supply 
at a price lower by Re I per kg than in other 
blocks, yet wc found that no gram was ever 
supplied through these shops. Occasionally 
some kerosene and .sugar arc distnbuted. 
During the penod of survey a majority of 
bonded labourers availed of kerosene but 
only one-fourth could gel sugar. 

One enters into the bonded relationship 
when some cash is requi red. .say for marriage 
or shradh (death ceremony), etc, and there 
IS no other alternative to get it save by 
becoming a bonded labour. Nothing is in 
black and whifb. No receipt is demanded or 
given. The landlord is supposed to note 
down the amount that he has given. No 
interest will be charged on the money locally 
called 'agla' as the man will work in lieu 
of interest. At that lime some foodgrain 
locally called ‘buhi’ is given which is not 
to be repaid. He will he paid wages in kind 
which traditionally has been ‘2 paila' if 
given in shape of paddy and ‘3 paila' if given 
in shape of kodo. A paila is a small basket 
which can contain roughly 0.7 kg of grain. 
The wages in kind are mostly given in the 
shape of kodo which is an inferior gram and 
is a rain-fed crop. Apan from this daily 
wage, every such bonded labourer is given 
a ‘kolia’ which may be about S biswa or 0.06 
ha of land for his personal cultivation The 
labourer will operate this land with the plough 
and bullock of the landlord. If he has no 
seeds the landlord will advance it on 'sawai' 
basis, that is, he will take back 25 per rent 
more after the crop i.s harvested. Now the 
landlords use chemical fertilisers in paddy 
and wheat cultivation and irrigate the field 
with pumpsets. We found that some bonded 
labourers had sown wheat and paddy on 
theri kolia and applied feitilisers. In that case 
they will have to pay the landlord the cost 
of irrigation or teitiliser. The entire produce 
on the kolia will belong to the labourer. The 
laboureris also given rashi' forthe harvested 
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produce which is usually one-twenti^ of 
the threshed grain. At the time of harvesting 
the crop, he is allowed to take a small bundle 
of the harvested crop each day. After 
threshing he will take the left over. The 
spouse who also works is separately paid 1.5 
kg per day, ie, the same wage as is given 
to the male. These workers work for all the 
36S days without respite. Their life is one 
unending monotony. 

A system of ‘purchase’ is also in vogue 
when a landlord would purchase a bonded 
labourer by paying the due amount to his 
old master. He will now be indebted to the 
new master and his debt will be equivalent 
to the amount paid by his new master. In 
our survey we came across one such case. 

In the past tradition it used to he a patron- 
client relationship as the labourer had 
nowhere to go nor was any change to occur 
during his life-time. The labourer was treated 
as part of the family in the sen.se that on every 
important occasion like marriage, death 
ceremony or birth ceremony he would partake 
the same food and some clothing or utensil 
might also be given to the couple. When 
such an occasion came in the house of the 
labourer, the landlord would help him in 
kind. The landlords also allowed these 
workers to do the mending of roofings of 
other persons in the lean summer season 
which entitled them to higher wages. Despite 
all the exploitation (sexual exploitation of 
the womenfolk was common) there was 
some element of humaneness as the landlords 
knew that the man was completely dependent 
on him and could never protest nor go away. 

But things have now changed. The 
landlords are aware that the government has 
made the bonded labour system illegal and 
under law all their debt stands cancelled. 
They also know that by distributing Gram 
Samaj land, a process of their empowerment 
has been initiated. IRDP and other anti¬ 
poverty programmes arc all designed towards 
their upiiftment. 

Zamindari abolition did not mean any 
change for the bonded labourers but the 
developmental process has made some 
openings even in this backward region for 
the rural poor. They can migrate to cities and 
other places Stone quarrying has recently 
come up in this area where the landless get 
employment opportunities. Carpel-weaving 
has also spread to this part generating some 
employment to the poor. Taking advantage 
of these opportunities many bonded labourers 
got themselves freed after repaying the entire 
debt. When such debt is repaid the landlords 
charge exorbitant compound rate of interest 
and inflate the debt so arbitrarily that no 
bonded labourer is ever in a position to get 
himself freed. That is why the son had to 
work as such after the death of the bunded 
father. Now as someone in the household 
may migrate or do some other work the 


caving is utiliiedto free the bonded labbM^ 
after paying back theamount In onetufveyed 
village, Beogana, alone we were told that 
in the past some eight bonded labourers got 
themselves freed by paying back the 
exorbitant amount as calculated by the 
landlords. This was beyond the realm of 
possibility only a generation back. Now the 
landlords have developed a hostile attitude 
towards the bonded labourers for they realise 
that others may also get themselves freed 
and as their progeny is getting free education, 
they cannot make their sons bonded as used 
to happen in the past. The older bonded 
labourers testified to this change in attitude 
and a few recalled with nostalgia the old 
days when landlords treated them in a more 
humane way. 

Out of 29 bonded labourers, 21 or 72 per 
cent reported that they were bonded from 
childhood. Their forefathers had taken some 
loan and after their death the children were 
made to work as .such. They had little idea 
as to what their forefathers had taken but 
invariably they themselves had also 
burrowed either cash or grain. The average 
amount that the bonded labourers since 
childhood had borrowed was around Rs 700 
and the amount of grain averaged slightly 
more than 100 kg per such grain-borrowing 
labourer. Six or 21 per cent had reported that 
they had borrowed the amount 10 to 20 years 
back while the remaining 2 (7 percent) had 
borrowed 5 to 10 years back. For all the 
bonded labourers the average debt was Rs 
48S in cash and 32 kgs in terms of grain. 
This IS what they had taken but what the 
landlords had noted down was not known 
to anyone. They do not care to ascertain from 
the landlords as to what they owe for they 
know that they will not be in a position to 
repay; so what is the use of asking about it? 

Marriage was reported to be the main 
cause of indebtedness. It accounted for 69 
per cent of the cases followed by household 
consumption (7 percent). Purcha.se of bul lock 
for the household and medical expenses 
accounted for the rest. 

In the distant past when this system was 
formalised it was originally stipulated that 
at the time of every Jeth Pumima (full moon 
day in June) the landlord would intimate 
the labourer the amount that the latter owed 
and he was free to leave if he paid back the 
amount along with the interest at the rate 
of 60 per cent per annum. We were told that 
in the past the interest rate was 36 per cent 
but now the landlords calculate it at 60 per 
centper innum.Fortheiiextyearthcinterest 
amount would be added to the principal and 
interest at 60 per cent on the total amount 
would be charged if the labourer decides to 
leave. At this high compound rate of interest 
the question of repaying the entire amount 
simply did not arise in the past and the 
labourer resigned himself to his fate. 


ttie'ftuidlotdt geiMttffy piovMi loflw 
apfce and put up «thatched hut wfam the 
ftunily Hves. We found that )4or almost hdf 
of them were liWng in this manner. The 
kolia, { e, the piece of land that they got, 
was found to be used intensively. Bariey or 
wheat was grown in rabi and kodo, artiar, 
etc, in the kharif season. Some seasonal 
vegetables would also be grown to 
supplement their cereal diet. The landlords 
also allowed some of them to work in the 
summer season for some days. The children 
also assisted in the work and grazingof cattle 
of (he landlords was looked after by them. 
In that case the children are either fed by 
the landlords or some small payment is made. 

Supposing that the couple got 4 kgs of 
grain everyday as daily wages or annually 
1.2 quintal and their plot of land yielded 1.5 
quintals of cereals at the most, their annual 
income would, at current prices, come to Rs 
1.200 or Rs ](X) per month at the most after 
including the grain that they got in the shape 
of rashi which is given now only as a token. 
How they survive is anybody's guess. We 
had asked them as to what was their staple 
food and specifically what they had eaten 
the previous night. Thirteen persons reported 
(hat they had taken bread with salt. Three 
had taken bread or rice with ‘kadhi’, a gruel 
not prepared out of gram dal which is the 
ingr^ient but turmeric was added to barley 
flour to give it the shape of ‘kadhi’. Six had 
taken bread with potato or some other 
vegetable. One had taken bread with butter¬ 
milk given by the landlord while another had 
taken 'bhat' made pf kodo. Five had taken 
bread with aihar dat It was late June when 
the enquiry was made and these persons 
could consume arhar dal only because they 
had grown the crop in their kolia. Pulses 
were nearly absent from tlieir diet for the 
rest of the year. Butter-milk known as 
‘mattha’ is the only milk product which they 
consume occasionally and that too when it 
is given by the landlord. Bread stuffed with 
boiled gram dal on which some oil is spread 
is the only delicacy on festive occasions or 
it may be rice boiled in a little milk to which 
some sugar or jaggery is added. 

Woollen clothes were absent in every 
household. Only eight persons had woollen 
rugs but these were mostly tattered. None 
had a quilt. They cover their bodies in winter 
nights with a ‘kathari’ made out of tom 
clothes to make it thick as a pad after stitching. 
Mats made out of kodo or paddy straw is 
not only used as bedding but is placed over 
the body in cold winter nights. Ibis by itself 
may not be sufficient. Firewood is burnt near 
the entrance of the hutment or in the middle. 
People sleep round this fire. They frequently 
change sides to keep the sides warm. It is 
half sleep and half waking. 

Living such a wretched existence they toil 
from mom dll night from childhood till 
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death. Insulted and humiliated at every step 
they drag on Tyranny and oppression is not 
unknown in the countiyside But when it 
goes beyond endurance, the oppressed leave 
the village for some unknown destination 
never to return This has been the practice 
sinceages Bui this option is dosed for them 
for they are indebted and the police will 
arrest them if they run away The landlords 
have an understanding among themselves 
not to employ any person who has run away 
On the other hand lie wi 11 inform the landlord 
from where he has run away who will then 
come along with his men thrash him 


THF Scheduled Caste tSC) Corpontions 
are a pan ot the wcitare cnierpnses set up 
by the vanuus statu govetnmenis These 
enterpnses are the latest breed of state level 
public enterpnses (SLPEs) in the couniiy 
Though there is no all India act governing 
the setting up and lunctioning ot these 
enterpnses most ot the SC corporations 
have been established h\ the state govern¬ 
ments on their own initiative Recently the 
central government has set up an apex level 
corporation to tinance piogrammes tor the 
welfare ot the masses in this category It is 
expected that this apex level institution will 
more or less work in ihc same way as the 
apex tinancial institutions in the area ot 
indusinal and agricultural credit, vi? the 
Indusinal Development Bank of India (IDBI) 
and the National Agncultural Bank tor Rural 
Development (N AB ARD) While we discuss 
the woiking ot these corporations in detail 
later, we have to beat in mind the (act that 
the SCs form a sizeable component of the 
Indian population The SCs, STs (scheduled 
tnbes) .uid BCs (backward classes) all put 
together constitute abou* SO per cent ot the 
population ot the country It is no secret that 
the economic conditions ot the SCs is 
vulnerabie and though the tatherot the nation, 
Mahatma Gandhi, acknowledged this tact 
way back in the early 1930s in his weekly 
Haiyan, no material transtormation has taken 
place m their lifestyle as the programmes for 
their uplihmcnt have had a heavy dose ot 
political tint To provide an economic thrust 


mercilessly and drag hint again to his house 
fortortunng From then onwards hts life will 
be hell 

For the first three decades since 
independence the very phenomenon of debt- 
bonded labourers was practically dented 
and when, after the proclamation ot 
emergency. Bonded Labour System 
(Abolition) Act was passed in 1976, the 
rulers have made their countrymen believe 
that once the act came into existence, all 
bonded labouiers became instantly tree as 
their debts stood cancelled Could there 
be greater hypocrisy^ 


to the programme the SC corporations came 
into being in the 1970s and 1980s Since 
these corporations have been in existence 
for more than a decade it is worthwhile lo 
has e an assessment ot their pertormance and 
tind out theextciu to which they has e fulfilled 
the expeclations 

Objetovi s and Acnvi m s 

The broad objectives of the SC 
corporations arc 

1 To help the SC s lo cross the poverty line 
through a gradual and sustained cttori 

2 To transloim the economic structuic ot 
the incomes and expenses incurred by 
iheSCsthruuglitheemrcprciieundl mode 

3 To work lor the social uplitiment ot the 
SCs through their educational upsurge 
and 

4 To mobilise institutional credit tor the 
socio-ei onoinic transtormation ot the SCs 
by functioning as catalysts, promoters 
and guarantors 

A review oi the above objectives indicates 
that the first three objectives are a corollary 
to the fourth one If the SC corporations 
executethcir rote of economic transtormation 
tiiily. the other three objectives get auto¬ 
matically achieved as a spin-off 

The activity portfolio of the SC 
corporations is not uniform However a 
survey of their broad activities points out 
that major activities are 

1 To identify prospective borrowers, 

2 To motivate the so-tdentifted borrowers. 


3 To undertake gainful activities 

4 To provide them necessary guidance and 
supply essential inputs tor taking up 
various viable projects 

3 To prepare a portfolio ot schemes to be 
kept ready in the project shelf to enable 
selection of schemes which suit their 
needs 

6 To help the SC s to till in the application 
forms for availing the vaiious benefits 
and provide assistance to them to supply 
the necessary details 

7 To co-ordinate the jiioposals ot loans 
with the banks and pursue the follow-up 
action tor sanction ot loans 

8 To provide margin money lot secunng 
institutional credit toi bankable sc hemes, 

9 To provide interest subsidy to the SC 
borrowers 

101 o supervise post-sanctioned operations 
and guide ihc SCs to overcome 
difficulties 

11 To provide escort services to enable the 
bcncliciaiics to cci assistance liom 
sanous development and promotional 
agencies opeialing in the districts 

12 To operate the dt If crcniial rate of interest 
scheme in unhanked and non command 
aieas 

13 To provide ciircM tinance lo the most 
downtrodden amongst the SCs 

14 To jirovide tinancial assistance to the 
educated unemploved persons and 

15 To plan, promote and assist in ettorts to 
idcniitv programmes ot agricultural 
development animal husbandry 
maiketmg processing supply and storage 
ot agriiiiitural products small scale 
vill.igc and collage industries trade, 
business or any uihcr activities which 
enable the members ot the SCs to earn 
a belter living 

A review ot the pcirtlolio ot the activities 
points out that there ire three types ol SC 
coiporations in the country There are SC 
corporations which have limited their 
activities only to the lin.incial schemes which 
can improve the economic prospects ot the 
SCs in the coumry Itiesc corporations 
mostly deal with the hanks co operative 
societies government and development/ 
non development organisations These 
corporations bring the liencficiancs and the 
catalysts together in the task of the welfare 
of the SCs m thecountry The Andhra Pradesh 
SC Co opeiative Finance Corporation is a 
case m point In the second category, wt 
have corporations which believe in the 
improvement ol the economic conditions ot 
the SCs through ihcir interface with the 
small and large indastiics, as also through 
the modernisation ot agriculture The SC 
corporations in Haryana and Punjab belong 
to this category In the third category arc 
the SC corpoiations which undertake 
multitanous activities tor the economic 


State Level Scheduled Caste 
Corporations in India 
Promise and Performance 

R K Mishra 

An assessment of the scheduled caste corporations in the country 
reveals that in spite of having a wide range of aitnities to perform, the 
torporations lontinue to function as an extended am of state 
ifosemments to disburse financial assistance. 
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iransfomiation of the SCs. These activities 
pertain to their educational and cultural 
upsurge, their interface with agriculture and 
industry, and their access to the Indian 
financial system. The prominent example of 
the SCs in the third category is the Karnataka 
SC Corporation. As an exception to these 
three types of corporations is the case of the 
Tamil Nadu Adi Dravida Housing 
Corporation which has concentrated on 
providing housing units to the SCs in the 
state believing that this one change will lead 
to a number of other changes in the chain. 

A study of the activity portfolio of the 
various SC corporations points out that there 
arc some corporations which have a limited 
mandate and have never attempted to go 
beyond that. On the other hand, there are 
some SC corporations which have a large 
activity portfolio. Such corporations have 
also gone on adding to their activity portfolio. 
On the whole, a large number of corporations 
have not gone beyond the initial mandate 
specified for them and, to that extent, they 
have remained away from innovations. 

SotiRtus OF Funds and 
Manaofmfni SntuciuRfc 

Corporations mostly get their financial 
wherewithal from the government agencies 
and public financial institutions. The share 
capital comes from the government, and 
loans are made available by the Li fe 1 nsurance 
Corporation of India (LIC), commercial 
banks, state and central governments, zilla 
parishads, panchayat samitis and similar 
financing agencies. These corporations in 
most of the states have a chairman at the 
helm, followed by a vice-chairman-cum- 
managing director/managing director, and 
an executive director in .some cases. The 
hierarchy at that level ends with the general 
manager-credit and general manager- 
administration. At the middle level, there is 
almost an absence of senior managers. The 
general managers in most of the cases arc 
assisted by executives holding the 
designation of managers. The managers 
below them do not have junior executives. 
They are supported by offlee assistants, and 
in some cases by assistant managers. Almost 
in all the ca.ses, qualified accounting and 
finance personnel do not exist and the 
generalists handle this function. There are 
no executives handling corporate policy and 
public reiations.These corporations do not 
co-ordinate well with the similar corporations 
known as the BC corporations, corporations 
for handicapped, women development 
corporations, corporations for minorities, 
etc. They do not have effective co-ordination 
even with the distnet administration. This 
lack of co-ordination results in higher costs, 
delays and dissatisfaction to the beneficiaries. 
The managerial lot represents, by and large, 
a bunch of non-motivated personnel which 


has thwarted innovations, a cominiwat 
interaction with the beneficiaries and 
redesigning of the SC corporations. 

Financial Performance 

A review of the financial performance of 
these corporations can be undertaken as 
regards the growth and nature of pmd-up 
capital, loans, fixed assets, total turnover/ 
business done, operating expenses and profit 
after taxes. 

Paid-up Capual: The paid-up capital in 
the various SC corporations is marked with 
the general trend of increase at the rate of 
10 per cent per annum. Almost all the paid- 
up capital has come from the government. 
The SC corporations closely following this 
average are found in Andhra Pradesh, 
Haryana, Karnataka and Raja.sthan. In some 
states, the paid-up capital of the SC 
corporations has risen much faster than the 
average growth of 10 per cent. These stales 
include Himachal Pradesh, Kerala, 
Maharashtra. Tamil Nadu. Uttar Pradesh 
and the union territory of Chandigarh. One 
of the reasons why the SC corporations in 
some states have had a higher rate of growth 
in their paid-up capital relates to the 
philosophy of the ruling party in power. 
There is no doubt that states like Kerala, 
Maharashtra, Tamil Nadu and Uttar Pradesh 
have taken a definite position and interest 
in ameliorating the economic conditions of 
the SCs. A closely related factor leading to 
the growth in the share capital has been the 
societal concern in these states about the 
well-being of the SC masses. The case of 
Chandigarh SC Corporation is somewhat 
different as the definition of poverty in Punjab 
differs when compared to many other states 
in the country. Further, the per capita income 
of Punjab/the union territory of Chandigarh 
is also much higher than the average per 
capita income of the country. There is another 
interesting (rend found in the growth of 
share capital of the SC corporations. A study 
of the Tamil Nadu Adi Dravida Corporation 
reveals that share capital has shot up sharply 
in such years in which elections have taken 
place, lliis is supported by the fact that the 
rate of growth ot share capital followed a 
diverse pattern in the year immediately 
following the election. This has been 
consistently done by all the parties, viz, the 
AIADMK, the DMK and the Congress(l). 
Importantly, most states have depended only 
on the equity support. A question crops up 
as to why these corporations should not 
diversify their equity base. 

Loans: This was an unexploited resource. 
Excepting Andhra Pradesh, Haryana and the 
union territory of Chandigarh, the loan 
element in the capital structure was 
insignificant in the case of other states such 
a.s As.sam, Kerala, Karnataka and Rajasthan. 
In the case of Andhra Pradesh, the loan 


component had a tendency to inciease. The 
debt-dquity ratio was 1:2 in the case of the 
Andhra Pradesh SC Co-operative Finance 
Corporation. This ratio was 3:1 in the case 
of the Haryana SC Corporation, 4:1 in the 
case of the Chandigarh SC Financial and 
Development Corporation. In the case of the 
Uttar Pradesh SC Finance and Development 
Corporation, this ratio was 10:1 in 1991-92. 
The absence of the loan component, or its 
insignificant presence, points out the scope 
for the adding up to the capital investment. 
One of the reasons of no or low loan compo¬ 
nent was the heavy predominance of social 
objectives justifying the nature of the acti¬ 
vities of these corporations. However, this 
should not have undermined the commercial 
nature of (heir working as absence of profits, 
even in the case of enterprises having 
preponderance of social objectives over the 
commercial objectives, poses a far greater 
danger to such corporations since the pre¬ 
sence of such a phenomenon docs not allow 
them to freely expand their scope of operation. 

Fixed Assets: Most corporations were 
characterised by absence of any significant 
stock of fixed assets which shows that they 
acted more as trading or financial 
organisations. The ratio of turnover to fixed 
assets was 100:1 in the case of Andhra 
Pradesh, 100:2.5 in the case of Assam, 100:1 
in the case of Haryana, 1(X): I in the case of 
Karnataka, 100:3 in the case of Kerala (Stare 
Development Corporation for SCs and STs), 
100:1 in the case of Kerala (State 
Development Corporation for Christian 
Converts fiom SCs and BCs), and 100:3 in 
the case of Mahara.shtra. The position of the 
union territory of Chandigarh, Tamil Nadu 
and Uttar Pradesh was equally pitiable. 
Rajasthan was an exception as it had a ratio 
floating around 100:7. The presence of a 
negligible level of fixed assets shows that 
these corporations did not undertake any 
non-financiai activities in a significant way 
and remained more or less an extended arm 
of the state government for disbursing funds 
to the SCs. 

Total Turnover. An increasing turnover 
reflects growth in the overall financial 
activity. The capital invested in the SC 
corporations was seldom used well. In Kerala 
the total turnover was just 6 per cent of the 
capital investment: in Rajasthan it was 20 
per cent, and in Tamil Nadu, it was a mere 
1 per cent. Haryana had its turnover in the 
range of 20 per cent of the total sales. These 
figures point out clearly a lack of thinking 
about using the investment effectively. As 
pointed out earlier, these corporations have 
objectives but lack strategy, and hence there 
is no question of realisation of the fact that 
a greater utilisation of resources can benefit 
both the society and their managements. 

Operating Expenses: The operating 
expenses should always be less tlw sales. 
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Howewr, a study of the functioning of diese 
cofponttions reveals that this dictum was 
true only in the case of Rajasthan, Kerala, 
the union territoty of Chandigarh and Uttar 
Pradesh. The SC corporations tn Assam and 
Haryana (excepting 1985-86) had always 
incurred operating expenses mote than their 
revenue realisation. The case of Karnataka, 
Rajasthan and Tamil Nadu was no different, 
although they had a mixed performance. 
Sinc6inmostoftliecases,operatingexpenses 
were mote than the turnover, the profit after 
tax, return on investment, and return on 
equity, were subsequently negative in the 
case of all the corporations taken as a whole, 
and in the case of most of the individual SC 
corporations. 

Management Problems 

These corporations face a number of 
management problems. Their top manage¬ 
ment is weak, politicised and enjoys short 
tenures. The middle management is not 
professional and a weak link in the chain. 
In most cases, rung of middle management 
executives is absent. The junior management 
IS not recmited from the market and is mostly 
composed of employees promoted from 
below, 1 e, the clerical cadre. They are not 
exposed to training and management 
development programmes. 

The performance of these enterprises is 
measured in terms of targets. This sort of 
approach has allowed the creation of bogus 
records and unfair practices. Statistics arc 
cooked up to satisfy the requirements 
imposed by the policy-makers and 
administrators. There is a lack of clear 
authority and responsibility regarding one's 
role. The financial targets have taken 
precedence over critical functions such as 
entrepreneurial development, and monitoring 
and evaluation. Only the Karnataka SC and 
ST Development Corporation has been an 
exception It has set up a number of ancillary 
industnes with the help of both the public 
and private sector, continuously conducted 
management development and training 
programmes fur promoting entrepreneur- 
ship, set up a medical and engineering 
college, and provided housing to the clien¬ 
tele. This lack of balance in the distribution 
of working among the development and 
non-development tasks has hampered the 
functioning of these enterprises. Further, the 
SC corporations, just like other SLPEs, have 
turned out to be top heavy and have developed 
a bias in favour of their corporate offices. 
Their functioning of financial activities has 
been extremely weak. In many a case, a 
disjointed, unprofessional group handles 
finance, personnel, projects and 
administrative functions. Anotho- problem 
is the presence of personnel on deputation 
in these corporations. They do not have a 
cadre of their own and the SC corporations 


have become a berth to provide jobs and 
deputation facilities to the government 
employees who are least interested in getting 
involved in the day-to-day activities of the 
corporations. The annual accounts and 
reports of these corporations have remained 
in arrears and the quality of reporting/ 
disclosure has been poor. Inone corporation, 
the balance sheet data were for the year 
1983-84, whereas the text related to the 
activities of the corporation for the year 
1972-73. An intensive analysis of the data 
further revealed that the two sides of the 
balance sheet were forcibly matched. This 
escaped the attention not only of the internal 
auditor but also of the commercial auditor 
and the audit staff nl the auditor general of 
that state. Even the Registrar of Companies/ 
Company Law Board did not rectity this 
mistake on their own. 

C()Na.usioN 

The functioning of the .SC corporations 
and the data on their financial performance 
show that though they have been addressing 
themselves to an important .socio-economic 
problem, the success attained by them has 
been marginal. They have not done anything 
tangible, except to work as an extendi arm 
of the respective state governments to 
disburse financial assistance. Though they 
have a wide array of activities to perform, 
they keep themselves limited to disbursement 
of finance. For instance, most of the SC 
corporations have concentrated on schemes 
relating to the sanctioning of margin money, 
and providing cash assistance to artisans. 
Some innovative schemes like training foi 
self-employment in motor driving, setting 
up ancillaries, starting business hou.ses, 
commencing financial services, etc, have 
not been touched at all. It is necessary that 
all the SC corporations in the country come 
together and annually discuss their 
attainments and shortfalls. The targets set by 
them should be reflected not only in financial 


terms but also in physical terms, in their 
review meetings they must examine theextent 
of protessionalisation added to their work 
content on a year-to-year basis. 

Their management structure has been 
weak. They depend entirely on the equity 
support from the government and never try 
to diversify the equity base. The loan 
component in the capital structure is 
insignificant, which meant an absence of 
risk by the managements of these 
corporations. The use of the capital stock 
wa.s abysmally low. The operating expenses 
in most ol the cases exceeded their revenue 
generation levels Perhaps all this happens 
due to a weak managenal stnicturc. rampant 
corruption and heavy politicisation of thc.se 
corporations. The Karnataka model can turn 
the corner of these enlerpri.ses in both 
financial and physical terms. 

A study completed tor the Tenth Finance 
Commission by the Institute of Public 
Enterpri.se (IPE) in 1993, on ‘Financial 
Contribution and Requirements ot SLPEs’ 
by R K Mishra et al has projected the financial 
performance of the SC corporations from 
1995-96to 1999-20(X) The projections point 
out that the present performance will land 
these corporations m losses, as measured in 
terms of the return on investment and return 
on equity. There will be a positive growth 
in the paid-up capital but loans and advances 
will grow insignificantly. The prospects of 
the growth of Kxed assets aLso do not appear 
to be bright. Except the Rajasthan SC 
Development Corporation, all other 
corporations need to go in lor restructuring 
which will require these corporations tn think 
afresh about their sources of finance, capital 
restructuring, portfolio of activities, pricing 
and costing policies, management 
information system and the problem of 
balancing between the social and economic 
objectives. If this is not done, these 
corporations would become cripple, and 
cca.se to serve any economic purpose 
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Statement of the Chairman 

Mr. Nani A. Palkhivala 

60th Annucri Qeneral Meeting 

■t th« Birla Matinhil Sabhagar, 

19. Sir Vntialdaa ThackiMwey Marg, MumM 4D0 
on Wadnasday, Auguat 28, 1996, at 3.45 p.m. 


In the DMmond JubHee year of the Aeeoelalad 
Cement Companiee Lmiled, It ie worth recalling that 
your Company n profaeelonaly managed and hae been 
profesaionaly managed for the best part of the ahity 
years that it has been m existence No wonder it has a 
distinct identity as a nation-buUor 

Even in America the Morgans the Rockefellers 
and the Carnegies have been replaced by professional 
managers Today the well established pansion funds 
increasingly control the supply and allocation of money in 
developed countries These funds own in the USA half of the 
capital of the country s largest businesses The pension 
funds are run by a new breed of capitalists - the faceless 
and anonymous employees who run the pension funds and 
the investment analysis and portfolio managers As Peter 
Drucker observed we are living in a new era which is both 
non socialist and post capitalist 

In the next century, India should endeavour to 
introduce fruitful egaMarianism In place of sterile 
sociahsm But m that direction we stM have a long way 
to go India aMI waits for the type of revolutionary 
turrtaround effected by the Labour Party of Britain 
under John Smith, Its great leader and one of the tbieat 
gentlemen of our times, who passed awsy more than a 
year ago John Smith said that he was relaunching the 
Labour Party as the party of the cttbens and that he 
intended to chart a future in which the traditional 
associations of the Party with state ownerstup, high 
taxation and trade union power woidd be buried for 
ever In a reference to the Labour Party's old 
attachment to public ownership of the com r nanding 
heights of the economy, John Smith said that the new 
commanding heights were education and training He 
categorically said that there would be no commitinent to 
renationalizirtion m the next manifesto al the Labour 
Party and that the most Important priortty would be to 
invest m people, to provide opportiinitiea snd skWs that 
were the building biocfcs for indwiduals and national 
prosperity 

India purported to become a Sodalst Republic 
by a consMutional amendment m 1976 The naten 
anxiously waits for the dawn of a new era when our 
politicians wM, Nke John Smdh and the present Brttlsh 
Labour leader, Tony BWr, openly dissociate 
themselves from ideoioglal 0 ocltitm and espouse 
social lusbce which is eMeaf aocMsm 



Cement production has registered a growth of 
about ten per cent dunng 1995 96 The industry saw 
capacity expansion of about thirteen per cent over 1994 95 
from 77 79 mf to 87 45 mt Severe power cuts in Karnataka 
MP and AP led to a maior setback in cemetit production in 
these States Cement exports al 1 5 mt saw a drop of about 


eight per cent from the previous year This reduction could 
be attributed to stiff international competition and lack of 
dbmestic infrastructural facilities 

The industry contimied to suffer on account of 
Infrastructural bottlenacks Scarcity of railway wagons 
in MP snd Bihar, and restnctiona continued to hamper 
movement of other vital inputs like coal and the 
tranaport of cement to consuming centrea Due to 
ahortage of coal avakabifety under the government 
Inkage quota, the cement industry was forced to buy 
coal from the open market at very high cost 

After the coal prices deregulation announced by the 
government this year the two major producers Coal India 
and Smgareni Collieries announced steep hikes in coal 
prices adversely atfectmq the cement industry The recent 
hikes are as high as titty oer cent in certain categories 

C ment produdion and sales recorded a healthy 
growth this year because of ta 'Durable factors like industrial 
growth and the general economic groArth But for the power 
shortages which restricted production sales would have 
been higher 

Your Company has been making efforts to improve 
productivity and modernize the manufacturing processes 
Besides installation ot new capacities substantial 
investments are being made in setting up captive power 
plants to reduce our dependence on Stale Elec'ncily 
Boards 

I am happy to report that despite the power 
shortages your Company has achieved satisfactory 
growth In producdon during the year with the help of 
captive power plants The total sales volume at about 
9 4 mt helped your Company m retaining its top poeWon 
m the industry Your Compimy has recorded capacity 
utilization rate of about 93 per cent as against the 
industry average of 81 per cent 



Though the shortage of railway wagons adversely 
affected cement exports to Bangladesh your Company s 
export performance was marginally better than in 1994 95 
on account of an increase of 36 per cent in its exports to 
Nepal and the opening ot a new market - Sn Lanka 



During the year your Company s Refractories 
Business has grown steadily It has emerged as the largest 
supplier of refractones in the country with total despatches 
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of om 108,000 tonnas oi mawnais ounng me year ine 
salM turnover, also has scaled a new height to Rs 1S1 4 
croie during the year - an increase 3675 per cent over 
the previous year In order to meet the growing demand tor 
your Company's refractory products, a new plant has been 
set up ar the Butibon industrial complex near Nagpur 

The pre-eminent position of your Company s 
refractory business has been due to several strategic 
imtiativas undertaxen - chiefly in re-energizmg and 
revitalizing this activity And because of the focused nature 
of Its thrust to make world-class refractory products your 
Company has succeeded in attracting some of the world s 
best refractory producers into technology partnerships with 
ACC And the quality parameters of the products made 
match similar vrarld-class products inasmuch as they are 
also exported to markets in Europe the Far East and the 
Americas 



Your Company s autonomous division RCD has 
become a highly successful business group It had chalked 
out a growth plan of 60 per cent in the year under review 
More than 60 per cent of the Refractory Business turnover 
has been achieved through comprehensive R&O work on 
refractory materials earned out at RCO 



In recognition of your Company s sterling 
performance the Yanbu Cement Company has awarded to 
your Company a fresh contract for the operation and 
maintenance of its new two million tonne per annum plant 



Having successfully completed the new 
one million tonne per annum clinkering unit at Kymore in 
May 1995 the modernization and expansion of the cement 
grinding packing and loading plants at Kymore were 
completed in March 1996 The cement grinding capacity of 
Kymore now stands increased to 1 ? million tonnes per 
annum In addition steps have been taken to instal another 
1 2 million tonnes per annum clinkering unit at Kymore 
Once this new project is completed Kymore would have a 
modern energy-efficient clinkering capacity of 2 2 million 
tonnes per annum As a further step to increasing cement 
capacity your maragement has planned to set up a modern 
spht gnnding plant at Gauriganj in UP to produce the highest 
quality PPC with flyash being sourced from the NTPC unit at 
Unchahar 

Your Company It making aubstanbai 
kivaalmant In the eapttva power generabng capadtws 
tt la enviaaged ttud eapHve power ptanta with capacities 
of 25 mw each at itaimil and Kymore In MP, wM be 
eomplelad by November iggr. With the completion of 
these prafecta, the captive power avalab l a would be 
auMcieM to meat 80 per cent of your Company’a power 
ra gu lrement a . 



Your Company a engineering business which 
already has a solid base, s beginning to assert itself more 
aignrfieantly A new division haa been set up - under our 


subSKtary company ACC Nihon Castings Ltd (ANCL) in 
collaboration with Mhon Cement Company Japan - which 
IS designad to provide project consultancy and management 
services to the cement in^stry in India and also Overseas 
The division s first assignment is the setting up of the new 
unit at Wadi and providing project management services for 
the new unit at Kymore 

Your Company, together with TELCO, haa 
undertaken a joint venture - Brkigeatone ACC India 
UmRad, with Bndgeatone Corporation, Japan, a world 
leader in the tyre buaineaa - for manufacturing steel 
baited radW tyres for pasaanger cars and light vans A 
stat»-of4ha-art two-mMon capacity plant, using the 
renowned Bridgoatone technology, is beirig set up at 
Khada kiduatiial growth centre near Indore, MP 
Commercial production is slated to begin from April 
1898 



In the changing world scenario India is looking 
beyond the obvious It stands on the threshold of an 
epoch-making era - an era of growth of achievement of 
rapid progress Since it took its first steps in August 1947 as 
a free country the nation has taken large strides and after 
liberalization and globalization have taken root India is 
rushing ahead to meet the challenges of the twenty first 
century And your Company ACC India s premier cement 
company has grown alongside fulfilling its responsibility of 
building the nation After over six decades of yeoman 
service particularly to the cement industry' your Company s 
focus IS fixed firmly on the future As the nation prepa-es tor 
quantum development your Company is gearing up to 
shoulder a giant responsibility 

I am confident that under tne very able and 
perceptive stewardship of Or Subrata Ganguly and 
Mr. T.M.M. Namblar and their team, supported by a 
loyal and con^etent workforce, your Cwnpany wW 
continue to hold Its premier position in the untokkng 
future 

On behalf of the management and on my own 
behalf I take this opportunity to express my appreciation 
and gratitude to all members of the ACC family for their 
contribution and dedication which has helped your Company 
to march ahead in pursuit of growth and excellence On the 
auspicious occasion of your Company s Diamond Jubilee I 
extend to you and all members of your family my warm 
felicitations and good wishes 

Mumbai Augusts 1996 
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Water Crisis in Port Blair 

Kailash 

Large scale, sudden influx of immigrants and unplanned industrial 
growth have rapidly depleted fresh water sources on the islands in Bay 
of Bengal. 


ISLANDS in the Bay of Bengal are facing 
shortage of fresh water almost every summer. 
Despite abundant sea water and more than 
3,000 mm rainfall, many islands do not have 
suitable sites to .store fresh water. This is 
one of the major factors to migrate to other 
islands which also carry a better prospect 
for economic activities. 

Almost all the islands have an undulating 
topography with steep slopes at coastal sides. 
The streams of third to sixth order are found 
to be of high run-off coefficient and dis¬ 
charge almost entire rain water immediately 
after the rain is stopped. The upper geologic^ 
structure is highly porous and the water 
which percolates into sub-soil layers is 
brackish and unhygienic. 

The availability of water, its demand and 
supply have always been affected by rapidly 
growing population in different islands. Tilt 
the end of second world war, the population 
of the territory remained stable. No other 
than convict community was allowed to 
settle here. Soon after the end of the Penal 
Settlement in 1945, the islands experienced 
large-scale immigration from Indian 
subcontinent which continued into the 1960s. 
Perhaps, the most important event in the 
history of Bay Islands was the beginning of 
colonisation plan in 1952 under which forests 
were cleared on a large scale to cultivate land 
for refugees from east Pakistan and Punjab. 
Following the widespread influx, there has 
been a nine-fold increase in the total 
population of the islands between 1951 to 
1991 (31 to 278 thousands) while more than 
12-fold growth was perceived in Andamans 
(19 to 241 thousands). 

Rainfall, harvesting and water retaining 
capacity of soil have been severely affected 
due to increased pressure on land. In 
Andamans, there were only 61 villages in 
1951. This number increased to 137 in 1961 
to 356 in 1991. It is to he noted that all these 
villages came up after clearing the forest. 
Increased population pressure led to en¬ 
croachment anddefore.station in connivance 
with local administration. The estimated area 
under encroachment till 1986 was more than 
3.2(X) hectares which was later regularised 
by Island Development Authority (IDA). 
There were 63 villages in the encroached 
forest area of Andamans till 1991. Hundreds 
of encroachment cases are with the forest 
department awaiting clearance. The forest 
department generally regularises encroach¬ 
ment as there is no severe objection to this 
practice. It is reported that some political 
leaders and big businessmen are indirectly 
involved in illicit encroachment to acquire 
land for coconut and arecanut plantation, a 
prosperous business in the islands. 


The continuous shrinking of forest has 
reduced the surface water availability. The 
actual rainfall which was 3,365 mm in 1988 
has come down to 2,593 mm in 1990. 
Similarly, the number of rainy days got 
reduced to 163 in 1990 from 199 in 1988. 
In fact, the summer of 1990 proved to be 
the starting point of fresh crisis of domestic 
water in and around Port Blair. The level 
of sub-surface water is decreasing gradually. 
Soil erosion has steepened the slopes leading 
to quick drainage of rain water into neaiby 
sea. There were several schemes for con¬ 
struction of ponds and reservoirs during 
colonisation period. A number of low-lying 
areas were converted into small re.servoirs. 
However, it was found that these reservoirs 
which flooded in each rainy season went dry 
in the summer, due to filtering of water 
through porous sub-layers. 

This year, for the fifth time in a row, the 
Round Basti, Aberdeen. South Point, Atlanta 
Point and many other areas received water 
supply for less than 20 minutes. The 
municipal board supplied water- unhygienic 
and of low quality - three alternative days 
in a week b^een May and July to ensure 
the adequate supply to other part of the 
capital. Many households have installed their 
own stand points. Conditions in slum 
localities of Dairy Form, Haddo Phoenix 
Bay, School Line, etc, arc miserable as there 
IS, as usual, acute shortage of drinking water. 
Abdomen problems have become chronic 
among the people and the water exudes 
reddish colour during boiling. 

Demand for water multiplied due to large- 
scale influx from mainland. During 1951- 
91, population increased by more than 862 
per cent. At present about 85,(XX} people are 
residing in the capital with high density of 
6,011 persons per sq km. The Dilthaman 
tank, and later Jawahar Sarovar with storage 
capacity of 45 million gallons, remained the 
main sources of water supply for domestic 
uses till the beginning of 1970s. Scarcity of 
water was first felt in mid-1960s. Desalination 
of sea water was considered as an alternative 
to rain water. Consequently, construction of 
Dhanikhari Nalla project was undertaken in 
1970 which started the water supply in 1973. 
Its reserv oir has a storing capacity of 375 
million gallons. It can sustain for 250 dry 
day s at a rate of 1.50 million gallons of water 
per day. 

Decades back, the longest spell of dry 
summer was or215days. Nowit huincreased 
to230-240days. The mainreason issupposed 
to be the climatic changes due to large-scale 
deforestation in many ports of the islands. 
The delayed and scanty rainfall is the direct 
outcome of human interference in fragile 


inlaad-ocean ecosystem. In 1990, situatinn 
aggravated so much that local administration 
was planning to dispatch mainland officials 
of Pm Blair back to their homes. Generally, 
rainfall starts in the first week of May but 
in 1991, it started on July 22 and withdrew 
as early as second week of September, 
causing severe shortage of water in the 
summer of 1992. 

At the same time, industrialisation, ship¬ 
ping, health services, defence establishment, 
hotel industry, etc, have diversified demand 
on water. At present there are 363 industrial 
units in Andamans. Out of it 315 units are 
concentrated in south Andaman, especially 
in Port Blair. Asia’s biggest saw mill is 
located here. Efforts to collect and store 
water have been long neglected. The National 
Commission on Urbanisation (NCU) has 
recommended 225 iped water for capital 
towns. On the contra^, the supply in many 
localities of Port Blair is less than 30 Iped 
during summer and less than 71 Iped in other 
seasons. 

Water and power crisis have I ccome in 
recent years major problems in ilic develop¬ 
ment of the islands. It requires long-term 
perspective planning to contain effectively 
further influx, deforestation and encroach¬ 
ment and make efforts for the diversification 
of economic activities like industrialisation 
and tourism to other islands. Recently, the 
lieutenant governor took initiative to stait the 
construction of ‘Indra Nalla' and 'Gupta 
Nalla' water supply schemes to supply extra 
water to the people. But these are not a 
permanent solution to the problem as these 
streams are of fourth to sixth order and water 
level comes down every summer. 

As an alternative, sea water can be utilised 
for drinking and other domestic uses if 
advance technology to process it, is made 
available. Tliere are several known methods 
of desalination. First is the solar stills. This 
is most suitable for islands with small 
population. The solar stills consi.st of a glass 
chamber in which the sea water is heated 
by the sun rays and made to boil. The vapours 
are converted to fresh water after getting 
condensed. Sea water can be processed 
through flash distillation. The heated saline 
water flows through a series of chambers 
which are maintained at different atmos¬ 
pheric pressures. The water evaporates in 
each section of thechambers and the vapours 
get condensed over a bunch of tubes. The 
distillation of fresh water thus produced at 
each stage, is gathered either separately or 
collectively to be used as fresh water. 

The third methodof desalination is electro- 
dialysis process. This technique employs 
iron-selective membranes for the desalina¬ 
tion of brackish water which is available in 
plenty in the Andamans. It is more econo¬ 
mical up to 5,(XX) ppm. The fourth method 
is by reverse osmosis, a widely used de¬ 
salination technique. Under this process, the 
micro osmotic membranes reject .salts and 
allow only water to pass through when the 
sea water is put under high pressure. One lakh 
litre of fresh water per day can be processed 
for drinking purpose by this technique. 
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Gendering Justice 

Kalpana Kannabiran 
Vasaath Kannabiran 


What the Rupan Bajaj verdict has accomplished, in an important sense, 
is the subversion of the patriarchal traditions of the Indian state and a 
j-upture of the boundaries between the political sphere and society, 
between the home and the world, between the workplace and the street, 
between classes, forcing us to re-examine our realities and the 
categories through which wr comprehend these realities. 


THE recent judgment in the Rupan Deol 
Bajaj-KPS Gill case is a landmark judgment 
for more reasons than one. It sentences a 
national hero lo rigorous imprisonment. 
Further, that the FIR was quashed by the 
Punjab and I laryana High Court and it needed 
a Supreme Court order to force the iri.il in 
the Chief Judicial Magistrate’s court. A 
Supreme Court order and eight long years. 
Obviously a judgment that will generate a 
lot of hysteria all around. 

The easily recognisable one is one ol 
feminists gloating and tubbing their hands 
iiiglet while they mentally count the number 
ot leputed men they can get sentenced in 
quick succession. You can almost see the 
skill scijping oil Iheir hands .ind the heads 
rolling into baskets at their teet while they 
gnu wickedly, cackling and hoot ing in unholy 
glee, niu'tering curses on their unfortunate 
class of victims. The other not-so-well 
recognised or named variety ot hysteria is 
the male vaiicty It consists ol balanced 
praise ot the tact that no one is above the 
law That no matter how highly placed, the 
long arm ot the law will reach and sentence 
the offendei impartially. Then the hysteria 
starts. It would be crossing all limits of 
propriety if a hero of this stature actually 
has to go to jail. Bajaj should not make 
statements about work! ng women in gcnei al 
Feminists should not gloat or score brownie 
points. Self-control is preached. Otherwise 
no man of reputation is safe. Nothing will 
remain sacred. The pillars of our very society 
will crumble, the nation will become a 
laughing-stock, etc. And that is also in a 
sense justified. 

It IS perhaps time to reflect on t he trajectory 
of public discourse on this case especially 
over the last week. This exercise will IVtcc 
us to re-examinc our own assumptions and 
discomforts on the women’s question 
generally and the implications of this case 
for our individual private lives. One of the 
primary reasons for discomfort, in our view, 
. is that this ca.se is somehow too close to the 
lives of the middle classes, and itie signals 
the verdict sends out arc also primarily for 
that class of people. While all these years 
it has been possible to espouse the cause of 


women who have been raped or abu.sed 
while at the same nine distancing onescli 
from the cause one was espousing, we h.ive 
suddenly moved to a situation wheic a luriii, 
a lieio at that, is up on trial foi something 
that in maiiistre.iin discourse is a joke, 
frivolous behav lour, certainly not offensive. 

For those ol us who have been active 
campaigning on osuos ol human lights and 
women’s lights, the public discourse on this 
spccilic case is a:i eye-opener. All at once 
It has become cK..ii to as why we have had 
so much diiliculu s.-curing I'oiivictioiis m 
rape trials o: m being .ible to imtiaic jiuniti s e 
action in cases ol '.exual liaras.smeni .icio-,' 
caste anil class I be explanaiion all these 
yeais has icvobed .irouiid a soniefines 
imutive. mostly bi.iscd judiciaiy .ind si.ue 
apparatus thal has ..oiisislciitly undei iiniied 
and subvened women's interests aiul the 
interests ol m.uginahsed groiijKs Heie is a 
case where the judiciary has actually l.ikcii 
a stand upholding women’s lights, yet the 
prednniinani response in the English piess 
is aboiii how the judicial sy.stcm can alfoid 
lo be unbiased Ol neutral in the laccoi Gid's 
cxceilent lecord as a remarkable public 
servant. Enough is enough and a simple 
apology giaciously accepted should end the 
matter once and loi all And speculation on 
how ugly the I cm II u si response to tin s vci diet 
will be glo.tting and hy.stcrical (edituiia!. 
The liuhan lixprrw. August 7, and Swapan 
Dasgupta, 'Entei Sexual Harassment. 
Awaiting the Feminist Inquisition’ The 
hulianExpress August 10).Andthisieaciion 
from an enlightened section ot the press 

It might be usetui to recapitulate briefly 
the facts ol the case lor those who might 
not know. (Jn July IK, I9KK, at .in otiicial 
dinnci parly hosied by the then home 
secretary cum-linancial commissioner of the 
Punjab, S L Kapoor, KPS Gill, the then 
diicctor geneial ot police, Punjab, was 
accused of sexually harassing a woman in 
the presence of I'tlier .senior oificeis ol the 
government. The woman who made the 
allegation was Rupan Deol Bajaj, a scnioi 
IAS ofticer of the Punjab cadre riie very 
next day after the complaint was made, 
Rupan Bajaj and her husband B R Bajaj, also 


a senior IAS officer c.f the Punjab cadre 
made a complaint to senior officials in 
government ihotii Gill’s conduct. On July 
2o, two o,.>alter the above incident, Ribeiro 
pul up a note i< i the then governor, Siddhartha 
Sh.inkai Ray that action be taken against 
Gill. In tins note. Kibciio hud stated that Gill 
was 111 ilie habit of getting drunk and 
misix'having with women Siddhartha 
Shankar Ray then asked Gill to ujxilogise 
lo Bajaj. But cleaily, neither the governor 
nor any ot the other senioi functionaries in 
gisveiniiicni al that time pressed the matlei 
any tuithci. in laige inc.isurc because of 
Giir.s onislaiiding coniiihution lo the 
climin.ition ol terioiism in the Punjab, 
es|)Ci la'ly III Ojieraiion Black Thunder. 
(l•uIlher. tins note was made confidential 
and sought to be supjire.ssed in court) Not 
dcteried by the unsympathetic response she 
pot liom the govcinineiii, Rujnm Bajaj went 
alic.id and lodged a jnilice complaint, and 
a little while later a private coitijiliiiPl. 
I’icdiclablv the I’unjah and Haryana Court 
quashed both the FIR and the private 
compl.iini, Ahei battling it out foi six years, 
linaily the .Siipiemc Court of Indiaon October 
12,1 ‘J'i.S diiccicd the chief ludicial magi.strate 
ofChaiidigai h lo lie;i.ite pioceedings against 
Gill This iiiling e.iiiie when Gill was .still 
niseis ICC r.ight monilis.dlertlicproceedings 
sscie miiiaiei.i the eiiiei judicial magistrate 
D.irsh.in Singii aiiiiouiiced his veidict. Gill 
was C'liiviitA iiiidei Seilion .154 IPC 
joiiiMgiii'; ,ii iiiodcslvl .ii'd .Section .Mj'J IPC 
juscol loKeoi intimidation Ol making .sexual 
gestiiicstoiiisiih awonianl.ThciHinishiiieni. 
Thicc moiiihs in'orous imjiiisoiinierii and a 
(me of Rs 3tK) under Section .<54, and two 
months simple imjinainmenl and a fine ol 
Rs 2t.'() undei .Section 509. both sentences 
to run concuiretitly. which meant that Gill 
would spend ,\ total ol thiee months in prison, 
unless he weni in .ipjieal It is worth noting 
.11 this point that hoih sentences arc consistent 
with the seriousness ot the olicnee under the 
leleva.at sections 

Yet there is a general scn.se ol shock at 
the seventy ol the sentence A national hcio 
to underBo rigoioie, itnjrrisoiiment? Things 
aie getting out oi h,ind Bajaj should learn 
hei plate .ind call ii a day Neither she nor 
the leniiiiisis should gloat over :> vicarious 
victory. The issue ,il slake hcie is not Gill’s 
lepiitation as a naiional hero whose aber- 
r.i' lolls niii'.l be svinjulhelieally glossetlovcr, 
t>i Ua|d| s powei .iiid jMivilegc that have 
tuclle.l hei \ indictiveiiess. The question we 
need to asx ouiselscs today is. what is the 
measure useti to assess the seriousness ol an 
otienee involving violence against women, 
Ol tm:lcgilim.il yol theallegationof violence'.^ 
Who sets tins measuie'.' In Rujian’s ease this 
becomes contested leiiain bet ause both the 
.11 .'used and the peliiionei are functionaries 
within the same establishment. Public 
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discourse on this issue has so far been totally 
trapped within individualistic personalised 
frameworks, where everybody is very deeply 
affected by the verdict, some deeply dis¬ 
turbed, but nobcxly is actually able to move 
out of the specifics of the case (‘be fair to 
Gill’), to the general questions the entire 
issue raises. Where there has been a concern 
with the general, the concern is that of the 
middle and upper class man (exceptions like 
Tavlecn Singh notwithstanding) who 
identifies himself, in his vulnerability and 
his temptation, totally with Gill, as opposed 
tothe ‘pathological bottom pinchers in public 
buses’, the 'riff raff, the nameless, faceless 
man on the street. This identification and 
this opposition c.ssentially has to do with 
class. 

In this article we hope to unpack the 
as.sumptions behind the current articulations 
on the Gill-Bajaj case and examine the 
implications of this verdict, as also the 
implications of the responses to the verdict 
that have come so far. The main purpo.se 
behind this exercise is to recapitulate the 
two-and-a-half decade long debate on the 
question of women’s rights generally and 
the whole question of sexual harassment. 

In addressing the issue of sexual harass¬ 
ment. we are also foregrounding the issue 
of women’s civil and human rights. We arc 
asserting women’s nght to work, their right 
to an environment that is free of aggression 
and violence. Free of sexual harassment. For 
a long time there was no name to this practice. 
It was just women talking about dirty old 
men or drunken lechers. It was the feminist 
movement that gave it a name. Called it 
sexual harassment. And by the simple act 
of naming it, resurrected the violence hidden 
in the game of eve-teasing. A game that it 
is assumed men and women equally enjoy. 
A game where the rules arc decided and laid 
down by men. Be a sport. Smile and show 
you like it. And so it was unti' it suddenly 
became evident that women didn’t think so. 

It is a rccogni.sed reality that women at 
work can never quite escape being defined 
as sexual objects. Gender is never absent. 
Either for their colleagues or others. Sexual 
access, ranging from small intimacies right 
through to actual intercourse is often assumed 
to be a part of the working relationship, 
whether the woman wants it or not. It was 
around 1975 when feminist organisations in 
the US organised speak-outs on sexual 
harassment at work that a flood ot testi¬ 
monials poured in telling of thousands of 
women who fled their jobs because of 
sexual demands and many thousands who 
lose promotions, raises and other benefits. 
The stress women suffer due to sexual 
harassment causes innumerable skin 
disea.ses, breathing and circulatory distur¬ 
bances, chronic cystitis, gastric ulcers and 
depression. 


Characteristically when urban women 
actually complain of sexual harassment it is 
the victim rather than the harasscr who is 
seen as the problem. As in rape. Her per¬ 
ception and her sanity is at once questioned 
and there are hints of paranoia and hysteria 
One needs, when looking at sexual harass¬ 
ment, to see that it is not just unpleasant 
drunken or aberrant behaviour, but an act 
which is in keeping with the way society 
organises relationships between men and 
women. Which explains why Bajaj calls it 
breaking a conspiracy of silence. 

It might be useful at thi s point to understand 
this debate by extending the framework ol 
duality Elsbtain puses between morality and 
power (J B Elshtain, ‘Moral Woman and 
Immoral Man; A Consideration of the Public- 
Private Split audits Political Ramifications'. 
Politics and Society, 4(1974), pp 453-61). 
This duality is one way of articulating the 
separation bet ween the private and the public 
in ci vil .society. The dominant consciousness 
in a liberal patriarchal system is typified by 
a contrast between and hierarchisation of the 
political sphere - the state, i c, the spheie 
of power, force and violence, and the society, 
i c, the private realm the sphere of volun¬ 
tarism, freedom and spon/anrou.! regulation. 
This opposition between morality and power 
counterpoises love and altruism, the natural 
attributes of womanhood against physical 
force and aggression, the natural attributes 
of manliness (the attributes of a national 
hero), which arc seen exemplified in the 
military force of the state. 

There is. however, a further complexity 
to this duality. In the opposition between 
and society or the sphere of morality and 
the political sphere or the sphere of power, 
moral ity is essentially passive, where women 
use or arc expected to use "finely tuned, 
discreet social mechanisms for coping with 
importunate intrusionsonthcindividual (read 
female] body” (Swapan Dasgupta, The 
Indian Express, August 10). The active 
enforcement of morality, the protection ot 
national honour tor instance is a male 
prerogative and belongs to the realm of the 
political. It is this active morality that gives 
the political realm its legitimacy - a 
legitimacy that is governed by the ends 
justify the means doctrine. It is also this 
morality which detines the political as the 
supreme, betorc which all other interests arc 
subservient, all other issues irrelevant, and 
human life totally dispensable, especially 
the interests, issues and lives that make up 
the body of society, the private realm. 

It is the implications of this duality that 
spell out for us yet another dimension of the 
feminist slogan ‘‘the personal is (he political”. 
It is precisely this bending of the ‘social’ 
interest, the subjugation of social morality 
to the interests of the nation, the political 
morality that is being articulated in the write¬ 


ups oif the Oill-Bajaj case. Take for instance 
the following statements; “the sentence of 
three months’ rigorous imprisonment 
...although well within his discretion and 
powers under the relevant section of the 
Indian Penal Code looks somewhat harsh 
considering that Gill had an outstanding 
record as a supercop. If today Punjab is rid 
of militancy which had taken a heavy toll 
of human lives in the state a great deal of 
the credit goes to Gill” (editorial. The Hindu, 
Augu.st 9). 

“It somehow makes the law of the land 
look grotesquely odd and incongruous that 
a man who has done signal service to the 
country by ridding a state of the dread and 
oppression of terrorism should have to 
spend five months in jail for a minute's 
exuberance provoked by the charms of an 
attractive working woman" (editorial, 
Deccan Chronicle, August 8). 

“KP.S Gill’s conviction by a Chandigarh 
coun prompts a moral dilemma. India’s most 
celebrated policeman, the man who coniri- 
biitcd most m crushing terrorism in Punjab, 
and one of the country’s most authentic 
living heroes, has been held guilty of using 
‘criminal force’ and “intruding upon the 
privacy of a woman...There was no political 
dimension in Rupan Dcol Rajaj’s charge...It 
was a plain and simple chaigc of sexual 
harassment...Under the circumstances, 
should Gill’s enonnous national contribu¬ 
tion be allowed to gloss over a [icrsonal 
misdemeanour? Conversely, should Gill’s 
record in Punjab be allowed to be subsumed 
by a flood of rignieous indignation...No 
Indian who is aware of his role in defcaling 
secessionism in Punjab can be happy at 
Gill’s misfortune...Unfortunately it is not 
his humiliation alone; the country too feels 
a little small today.” (editorial. The Indian 
Express, August 7). 

Then we have the arguments that fore¬ 
ground Gill's contnbution lo the nation, and 
reassert his place as a national hero . An 
extension of this argument is that any attack 
on Gill that goes to the extent of h.s impri¬ 
sonment is a gross violation of the dignity 
and integrity of the nation and will in fact 
thiow up the Indian nation m poor light in 
the international context. 

While positing a duality between the 
political spliercand society, between morality 
(the good of the nation, national honour) and 
self interest (pressing charges of sexual 
harassment), and the supremacy of the formci 
over (he latter, what the authors in this 
debate are also doing is identifying morality 
with patriotism and placing it in opposition 
to self-interest that is identified with feminisin 
(read anti-patriotism). And this is the core 
of the problem of separating the personal 
from the political, or separating realms ol 
conduct. How does one separate Gill the 
police officer, saviour of Punjab, supercop 


2224 


Economic and Political Weekly August 17, I99( 



nationt^ hero, cmsherof terrorism, theimage 
of virility and power from the man who uses 
that virility and power to grab the nearest 
available part of a woman’s anatomy. It does 
not matter whether it is a breast or a bottom? 
And what does he expect when he does that? 
That she should melt into his arms, thrilled 
that a hero has actually laid his hand upon 
her. If a woman complains instead, it must 
be some old enmity. Or the lAS-lPS rivalry. 
If she tries to file a case, it is .scotched. If 
she persists and the case is tried and against 
all odds the man is to he punished, then there 
is a great disturbance. It is against the 
established order of things. How can a 
national hero be described in terms that 
Dasgupta or Tavleen Singh use to describe 
commuters in the public transport system 
who exhibit the same behaviour without the 
power to back it, i e. ‘pathological bottom 
pincher’, ‘riff-raff, ‘sexual pervert’. 

This separation of spheres will lead 
inevitably to the trap of prioritising the larger 
interests over the smaller interests. And this 
will perforce spill beyond gender concerns’ 
like sexual harassment. The spill-over lor us 
is most evident in the phenomenon of state 
repression that we arc so familiar with and 
the modalities of ‘eliminating terrorism' 
where the lives of the people arc made 
subservient to the good of the nation, not 
by the patriotic awakening of the ma.sscs but 
by the use of political (military) foicc. In 
this framework, the question nfcivil liberties 
and the struggle for civil liberties, like 
Icminism. tails within the realm of sclf- 
intcicsi, of anti-patriotism. The Gill-Rupan 
BaJaj verdict and the debates surrounding 
it exemplify this kind of duality. This has 
to do with the gendering of the state. Do wc 
as Indian women then a.s.sume that the Indian 
state is one that will willingly subsume 
women’s human rights to the larger interests 
of the nation? That tired and weary soldiers, 
heroes and policemen have a right to mis¬ 
behave occasionally and manhandle and 
abuse women with words and gestures with 
sexual overtones which must be shrugged 
off as a joke or suffered in silence. 

In an attempt to side-step this juxtaposition 
of the larger interesLs versus individual 
interests in this case and foreground Bajaj’s 
experience of violence, and the fact that 
sexual harassment did occur, Scema 
Mustapha argues assuming the validity of 
the separation of spheres, while asserting 
that Gill’s positive contribution in one sphere 
cannot detract from his misdemeanours in 
another (SeSma Mustapha, ‘There is more 
to Gill than his public face’. The Asian Age. 
August 10). While this is true and well-taken 
as an immediate response, the separation is 
in fact an ideological trap within which it 
is impossible to transcend the slippage from 
one to the other, a slippage that is inevitable 
and determined by the dominant interests. 


Invariably, in discussing issues of gender, 
one focuses on the family without looking 
at how the state institutionalises gender. It 
engages in ideological activity on issues of 
gender ranging from birth control to the 
sexual division of labour. There is also the 
fact that person-to-person violence which is 
sought to be explained away as individual 
deviance is in fact an enforcement of the 
social order. That authority or legitimate 
power links with masculinity as the fulcrum 
of the power structure in gender relations. 
And it is the direct threat to this dcrinition 
of masculinity that is the source of 
disturbance. The structural fact that there is 
a global dominance of men over wuiiicn 
provides the basis tor defining a form of 
hegemonic masculinity. A hegemonic 
masculinity as in the image of a national hero 
which is then constructed in relation to the 
subordinated masculinities (the terrorists and 
criminals controlled through violence and 
force with the ideological ju.stification of 
maintaining law and order) and women. The 
connection belween hegemonic masculinity 
and patriarchal violence is close. Feminity 
on the contrary is constructed around a com¬ 
pliance to the dominance of men or around 
a resistance to it. And since compliance is 
central to the pattern of feminity it is organi sed 
as an adaptation to power and authority 
emphasising nurturance and empathy (sec 


R W Connell, Gender and Power: Society, 
the Person and Sexual Politics, Polity Press, 
Cambridge. 1993). Mark. Bajaj should 
‘graciously’ accept a simple apology and let 
the whole matter drop. (What has in a sense 
changed the outcome is the fact that Rupan 
Bajaj is firmly married, in authority, and has 
the support of her husband. The limitations 
ol this victory arc that it would have been 
inconceivable for a single woman not so 
firmly embedded within the institution of 
marriage that is so assiduously supported 
and protected by the state). The disturbance 
therefore is one that has to do with the 
questioning of these hegemonies and the 
tilting of the axes of power and authority. 

To strike at this image of hegemonic 
masculinity can open thedoors toquestioning 
the definitions of heroism and courage, power 
and privilege and open the floodgates to 
chaos where the principles of kinder, kirke 
and kuche arc swept out. What women have 
accomplished through the Rupan Bajaj 
verdict is, in an important sense the sub¬ 
version of the patriarchal traditions of the 
Indian slate and a rupture of the boundaries 
between the political sphere and society, 
between the home and the world, between 
the workplace and the street, between classes, 
forcing us to re-examine our realities and 
the categories through which we comprehend 
the.se realities. 
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Growing Regional income Oisparities 
in Russia 

R G GidadhubU 

Yeltsin’s free market economic policies have thrown Russian economy 
out of gear, resulting in increased unemployment, destitution and crime 
in the resource-.scarce regions of the country. 


AS Russia went to polls in June 1996 to elect 
a new president. Boris Yeltsin staked his 
claim for a second term Since a few months 
before the elections, he has been trying his 
best to improve his chances by his initiatives 
concerning domestic and foreign policies -■ 
decree on land ownership in March, visit to 
China in April, summit meeting with Clinton 
and the G -7 so on. While his popularity rate 
has slightly improved, albeit still lagging 
behind his rival communist candidate 
Gennadi Zyuganov, continued civil war in 
Chechnya has been a hurdle lor Yeltsin. 
Another stumbling block that Yeitsin faces 
in his election campaign is his ‘contribution' 
to the polarisation of Russian society into 
‘new rich’ and ‘new poor’. The new' iich 
capitalist class of cntrepri’niiers, traders, 
managerial groups who hold packet ot shares 
in privatised industrial units and the mafia, 
who have becinnc iich overnight by Yeltsin's 
privatisation and liberalisation programmes 
will certainly support him m the election. 
But thi.> IS a relatively small section ol the 
society. Yeltsin'spolicies have impoverished 
a large section ol the society, be it industiial 
workers, white collar employees, agricultural 
farm workers, scientific and technical 
personnel. Thus, there is a vertical division 
of the society into rich and poor based on 
income levels rcllcctcd through diverse 
standtirds of living of the people 
There is yet another dimension to the 
division of the Russian society, and that is 
regional. In a short span of 2-.^ years, a lew 
regions have emerged which can be con¬ 
sidered as hettcrol I while many have become 
worse otf. This is evident Irom the recent 
publication of the ministry ot economics of 
the Russian government. At the end of 1995, 
Goskomstat (state committee on stiitistics) 
released statistical data on the per capita 
income levels in Ru.ssia for the 88 admini¬ 
strative divisions comprising oblasts and 
autonomous republics grouped into 11 
macro-economic regions. This data for the 
years 1993, 1994 and first half of 1995 
reveal certain astonishing trends of widening 
dispanties in the income levels both among 
regions and within each region. A major 
anomaly lies in the fact that disparities have 


increased in 199.5 even as the country was 
expecting hopeful signs of economic stabi¬ 
lisation and decline in inflation rates. Out 
of the total of 88 administrative divisions 
(also calleu ‘raions' in Russian), the number 
ol ‘poor regions', i e, those below national 
average per capita income, increased from 
.39 in 1993 to 52 in 1995, while the number 
of ‘rich’ regions with higher than average 
income has declined from 25 to 17 in the 
same period. Some basic data may help m 
undc'standing the issue. The average per 
capita income in Russia increa.scd from 
16,9(M) roubles m 1993 to 97,9(X) loubles 
in 1995, Howevet, this nearly si.x-fold in¬ 
crease in income at current prices compares 
poorly with over 2()-fold increase in general 
price levels during this period. What is 
interesting to observe is that income in a few 
raions increased by 8-10 times as in Yamalo- 
Nenets in Siberia, Moscow city, etc - 
reaching up to 4.86,000 roubles while lor 
a few regions it has stagnated at a low level 
of 10,(MX)-20.0(K) roubles thus causing di.s- 
parity of about 25-50 times among different 
areas in the country. 

It IS worthwhile to understand the causes 
for income disparities and their cun.se- 
quences. It is ncce.ssary to state at the outset 
that the question is not that few laions have 
prospered at the cost of many others. But 
the contention is that the majority of the 
raions arc unable to develop m ihe on-going 
process of economic transition. However, 
the luct of disparity cannot he denied and 
this tact becomes even more glaiing in the 
case ot Ingush and Dagestan raions in 
('aucasus, Altai in west Siberia. Buryat in 
cast Sibena which are not only the poore.st 
with the lowest per capita incomes in Russia, 
and that even their nominal income levels 
have declined over the last 2-3 years. In 
general, Caucasus with 10 raions has been 
the wtirst siilfercr and there is no information 
about Chechnya where civil war is going on. 
Caucasus is a densely populated area with 
a rclat’.vely high rate of population growth 
and has limited resource potentialities which 
may partly explain low per capita income. 
In contrast, oil and gas rich-Yamalo-Nenets 
raion in west .Siberiahas flourished recording 


armost lu-roia increase in per capita income 
in three years, far .surpassing the income 
levels of Moscow or St Petersburg. There 
area few other raions .such as oil rich Mansiki 
in west Siberia, diamond rich Yakutia in the 
Far East which have also recorded 6-8-fold 
increase in average income levels. In short, 
a few ratons which are richly endowed 
with resources such as oil-gas, precious 
minerals, ferrous and non-terrous minerals 
have nourished by virtue of their ability to 
export their products and earning hard 
currency, while others which could not realise 
their products even in the home markets 
have suffered. 

Apart from differences in resource poten¬ 
tials, regional variations in incomes aie the 
ret lection of the effect of politico-economic 
reform policies unleashed in Ru.ssia by 
Yeltsin. As a part of the policy measures to 
do away with socialist economy. Ycitsin has 
ended overnight all policy instruments of 
central planning, state control, .state ownet- 
ship and regulation of prices, subsidy to 
sectors and regions, social security ot em¬ 
ployment and minimum wages, stale disin- 
hution and supplies Instead with a view in 
establish lunctioning market economy and 
capitalism in Russia .rnd to make his path 
of reforms irreversible, Yeltsin initialed the 
process of dcccntialisation, Icderalisatinn. 
free market prices, anil privatisation as t!ic 
sheet anchors of his polilico-ecenomic 
policies. But the impact ot these measures 
has been unc ven over the regions and sectors 
of economy partly due to problems ol eco¬ 
nomic restructuring and readjustment of 
Russia after Soviet disintegration. 

For instance, during the Soviet era, Ivanovo 
obla.st in the central region in the European 
pan monopolised and specialised in textile 
industry and supplied fabrics all over Ihe 
country and abroad. It depended entirely on 
I'/.bck cotton in the Soviet period. During 
the last 3-4 years cotton supply is affected 
since Uzbekistan prefers to export cotton to 
the west for earning hard currency, thus 
breaking old links. Hence, textile nulls in 
Ivanovo are badly aliccted resulting in high 
rate ol unemployment and Iv.inuvo is one 
of the poor raion in Russia with 53.000 
rouble per capita income which is about half 
of the country’s average in 1995. .Similarly, 
there are several oblasts which nave only 
one or two huge industrial complexes pro¬ 
ducing defence equipments. It is true that 
this was a deliberate policy in the past, Bui 
with the end of the cold war. demand for 
defence items has sharply declined and these 
units have been finding difficult in conver¬ 
ting to civilian production. Hence, in many 
oblasts and raions, production has gone 
down and even specialised skilled workers 
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;n (hcsc"units arc unable to relocate them* 
.elves nor hnd alternative |obs 

In the past the Soviet planners had set 
lip huge capacity industrial plants in Ural, 
Sibena. Volga icgion tor producing tractors, 
automobile tyres, rctiigciaiors or parts 
ihereot. and meeting needs ol the country 
and III the process getting advantages ol 
economies ol scale With the .Soviet disintc 
giation, links arc broken and nuiikct lor 
many units is atlcctcd which has lorced 
them to tut down production altecting the 
employment ol workers and hence their 
income 

It IS impoiiani to note that administintive 
divisions which aic mosi allccted are those 
which have coiKcnliation ol cngiiicciine 
indiisliies l.utones pioducing lonsumct 
duiahles aiio oihi i consumei goods and 
agio piocessiii” units These aie central 
VoUaiaion contial bkick sod laion ivuth 
wcsiciii raion which are inaiiily in the 
F uiopcan p.iit ol Russi i Demand loi many 
ol these industries ptodiicing consumer 
dui ihleslias jonc down due (o their inability 

10 romptie with libeially imported goods 
Ihcie ait ^<1 pel cent indusiiial units m 
these I lions wliosi ticlinologies .uc out 
d ited ind then piodticis do not Imd inatki t 
even in Kussi i In the case ol piedomin.inily 
iTKiiliinal laions such as Kiasnodar in 
{ iiitjsus Mi.n in west Sibeiia mans ol 
tmin irt iliccted due to tic ivv cut ni st.ite 
tiihsulv .ind ho'l pints ioi inputs siiili as 
i iituliiii il 111 nhinciies oil and lubiicanis 

I riilisii tk and which aic using much 
l,oli I III III piiccs Ioi llieii output resulting 
in itlvdsi turns ol ir.ide lot aginulluial 
SLtun Ni/iiihiik loimei nnnisiei lot aeii 
lulluit ‘us illiucd that Yeltsin s policies 

11 ivi iniposciished the piiniaiy commodilv 
pioduicis III Russia 

Wli.u his .iddcd to the dispaiilics is th.il 
under the prevailing conditions ol dcicntra 
lis.iiioii and Icderahsalion adminisiiators in 
some bcuci oil obl.isis in Sibciia and Far 
Fast and tvcit St Pctcishuig ciiv admini 
siraiion do not pass on the taxes collected 
to the tedeial hiulget and ohen openly ilcly 
the federal goveiiimcnt iiiles Hence the 
worse oil oblasts arc lell in the lurch 
Theiclore. balancing national and regional 
interests has become a dclic.ite and dilliculi 
task lot prornoting market reforms in Russia 
I his a new_ problem and a reality that Yeltsin 
laces sinci legionai income disparities ol 
this magiiiiudf never existed in the Soviet 
era Due to these growing disparities, manv 
legions such as C aucasus Bury,it. etc in 
Russia dll lacing social problems ol desti¬ 
tution povcitv beggdiy and ciinic latcs ol 
scveic pioportions As a consequence, such 
destitute' lice to large citic. loi survival by 
begging There is also an ethnic dimension 


to this problem since many of them from 
Chechnya. Dagestan, Tatarstan, etc. belong 
to Islam Moscow at present is a classic 
example of this phenomenon These pro 
blems have increased during the last ^-4 
years due to Yeltsin s policies ol shock 
Ihciapy which have shaken the Russian 
society, the voltiiion of which may ukc 
several dec.idcs 

Thcie seems to be some realisation ol 
these social issues on ihc pail ol policy 
makcis, particulaily with rcfeicncc ici 
‘depressed and cnsis regions m Russia 
I he Russian gov rnmcnl has pioposcd 


some measiiics during 1995-1997, speh as 
initiating special lederal progiammes ol 
socio-economic development preferential 
Cl edit and tax concession facilities to enter 
prises in ciisis and depressed regions, cieal 
ingaddilion.ll funds lorieiiainmgot wuikcrs 
toi new |ob opportunities and so on But the 
de- laialion of these polu y measures appears 
to be .It best a lip service lo tacklinu Ihc 
piohlein' lacing Russia At any latc in the 
short run the .ihilily ol the Russian govern 
mem secnis veiv much limiled undei the 
light liiiaiuial conditions picvailing m the 
country 
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Gay and Lesbian Movement in India 

Sbftny Joseph 


The emerging gay and lesbian movement offers not fust alternate 
identities but pioipeits for social reconstruction In spite of its 
marginalitv, the movement re/ects the monolith and the mass It is a 
reminder that ifforced conformity is to be resisted it must be by 
representing human lives as multiple selfhood as several, communities 
as voluntary and various 


SEXUAL practices clearly are a private 
matter, they become politicised w hen groups 
or institutions try to stamp them out It gays 
and lesbians' claimed only the right to 
perform certain sexual acts howevei they 
would not have been able to create a 
movement Their claim rests on their sexual 
identity, which is a sufficient basis lor a 
movement It was since the late 18th century 
that organised groups developed a systematic 
theoretical cntic)ue ot scKial lite and tned 
to embody that cnlique m mass political 
movements designated to ovcrthiow the 
existing order ot economic ownership and 
political control Since then marsist 
socialist, feminist national liberal on civil 
rights dalits ecological and gav and lesbian 
movements have been bc»m The question 
of integrating these creative but ditfusc and 
potentially divisive torccs into the political 
mainstream has been p<irt of the agency ot 
the Left during the I ist decades | IVc c 11981) 
Issues ot identity are nov at the centre ol 
modem politics 

Homosexuality has an ancient history 
extending back to the earliest histoiical 
records and including most cui tuies tor which 
we have intormation [ABVA 1991 Khan 
1994) Hindu lestivils md sects which 
celebrate homosexual acts the dcsciiption 
of sodomy in Kama Suita the court custom^ 
of Babar, references to women loving women 
in the Mahabharata and the Ramayana and 
the description ot Tantric initiation rites 
which cv oked the idea ot uni vei sal bisexua 
lity in human personality are di sc iissed widely 
(Subodh Mukherjee in Tnkoru Vol S 1 
1990) The bchasioiir has been existent in 
our cultures for centuries however the 
framework to understand and interpret tttesc 
experiences as gav and Icsbi m icit ntitics 
developedonlv later in white societies 1 Sh ch 
1991 17] 

Thusgay idcntiiyorthc conditionot being 
a homosexual i distinct from the 
phenomenon of same sex behaviour 1 he 
term homosexual coined in 1869 bv K M 
Kertbeny, a German doctoi who opposed 
German sodomy laws but not populartscd 


until the 188('s w is .idopied by people who 
wanted to make sense ol their own ex 
pcncnces which were not adequately ex 
plained bv labelling them unnatural oi 
immoral T he Judaeo Chiistian values and 
beliefs held that non procreative sexual acts 
were a sin against nature and consequently 
frowned upon in the culture Ihis value 
system shaped the legal binding on sodomy 
rs a cnminal offence as seen in the Indian 
Penal Code (IPC' 

The rise of medicine and psychology as 
powerful authorities and arbiters of morality 
defined and controlled the devtant and 
diseased bthaviours This control led to 
the condemnation of many fringe or non 
traditional sexual practices, wnh homo 
sexuality in the foicfront Psvchiatrv lor 
instinct included homoscxiialily in the 
diagnostic manual and sanctioned inter 
ventions and treatments Being identified as 
ment illy ill meant that homosexuals could 
be stripped oft thcr civil and human rights 
which the heterosexual oopulation enjoyed 
Unde I the picssure of gay and lesbi in 
lobbying m December 15 1971 the board 
of trustees ol the Americ n Psych atiic 
Association voted to remove homosexuality 
from the categoric ol mental illness One 
view about the ea^onforthis normalisation 
was that the psychiatric concepts of homo 
sexuality did not i est upon scientific studies 
but wete deiived from Chnstian ascelicism 
[Dynes 1990 796] However, homosexuali'y 
was icpiactd with a new ciiegory, ego 
dvstonic homosexuality denoting those 
homosc xual individuals who wercdistrcssed 
by their oiientations and wmled to become 
hetciosexuals I his compromise category 
did not last for long and finally all refcienccs 
to homosv.xinli'v were removed from the 
official nomenclature [Ronald and Bryan 
1994} 

The ciuscs ot homosexuality like the 
ause'- of heterosexuality are unknown 
Whatever be the causative ^actors homo 
sexuality is regarded as an essence, a fixed 
and unchanging aspect of the identity of 
gays and lesbians There are two ways of 


seeing homosexuality essentialism and 
social constructionist For the essentialists 
the category homosexual is universal and 
trans histoncal Some argue on genetii 
determinants believing they were bom as 
homosexuals Others simply believe that 
homosexuals have existed always and 
everywhere Social constructionist theory 
points out that individuals irterpret their 
personal expenences through the framework 
provided by the scKtal world From the 
Mcwpoint ol the social constructionists 
identity is a construct reflecting the con 
cepttial structure ot the surrounding social 
world I sscntialism stresses the sameness of 
the people throughout history who have 
loved their own sex and social construe 
tionism emphisises the differences Pssen 
tialism sharply differentiates homosexuals 
from heterosexuals while social construe 
tionist dc emphasise the differences 

Some believe that the debate between 
those who emphasise the recent appearance 
of the homosexual as a distinct type of 
person and those who believe in i core 
homosexual self is a fruitless rehashing of 
the old n ituieveisusnurtutc question Others 
thtnk the debate between soci il construe 
tiomst and essentialism can be transccnc'id 
[Fpstein 1987 Koseoc 1988| However a 
det iiled discussion ot this issue f illsbcvond 
the pursicw of our dissission 

IlllNTI Y Poi me s 

Identit} IS ibout belonging ibout what 
you h ivc m common with some people and 
what differentiates you from others At its 
most basic it gives one i sense ol personal 
location the stable coic to one s complex 
involvement with others In modern world 
the^e notions hise become especially 
eompit X and confusing Lach one of us lives 
w'th I v.mety ol potentially contradictors 
idcntit es wl ich battle within us fo allegi 
mrc iiniin n woman upjx'i class or daltt 
straight or gay able bodiecl or disabled The 
list IS potentially infinite and so arc our 
possible belongings Whic h of them we focus 
on or bring to the tore and identify with, 
depends on a host ol time and space factors 

To undei stand the Indian gay and lesbian 
identity we have to look back to the identity 
politics in a wider perspective The racist 
and cultural marginalisation ot gay and 
lesbian immigiants Horn the Indian sub 
continent in Britain and the US demanded 
an agenda within a racist climate different 
from the agenda imposed by white gays and 
lesbians (^iior s response to a letter by LN 
in Shekti Ktwhat, December 1990-Januaiy 
1991 1 The impact ol colonial history and 
concepts of oncntalism upon world-views 
and perceptions has phiyed » central role in 
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how n^-white people h®ve been defined, 
how they are perpetved and how white-non¬ 
white relations evolved socially and on 
personal levels. Silenced in both south Asian 
patriarchal societies and the white gay com¬ 
munities in America and Europe, the south 
Asian gays and lesbians have had to invent 
themes, often with new terms of identification. 

Thedebateoveridentity based on sexuality 
starts from the point that the construction 
of sexuality is often ahistorical and the only 
sexuality that is seen as relevant is that of 
penetrate heterosexuality fKhan I994;I0|. 
This led to a quest for evidence of homo¬ 
sexuality in a histone perspective. Discarding 
the Eurocentric classification of .sexuality 
into dichotomous categories of homosexual 
and heterosexual, new discourses of sexuality 
around a variety ol experiences and desires 
started emerging. Thus the term alternate 
sexualiticscaincinto vogue. Using ‘alternate’ 
as an adjective and ‘sexualities' in plural, 
it tries to describe iho,se behaviours and 
meanings associated with tho.se behaviours 
other than non-penetrativc heterosexuality. 
This was basically an attempt to decolonise 
the general notion and establish the 
existence of various expressions c.f sexua¬ 
lities suirounding scriptures, arts, life 
histones, etc. 

Fioin the sexual health perspective, another 
term ‘ .Men Who Have Sex with Men (MSM , 
a (Jcpoliticised euphemism lor gay men 
evolved. However, there has been some 
controversy attached to the use of the term 
M.SM especially when the term is used in 
whole or in part to refer gay men |Duffin 
1992; Poliak 1992]. .Sexuality is not a key 
part of the sense of sexual identities of MSM 
and MSM is different from gay men on the 
basis of idio.syiicratic and relatively arbitrary 
maikers, for instance by not kissing men 
they had sex with. 

The search for new acceptable paradigms 
for self-description led to the emergence of 
south Asian gay and lesbian groups/ 
publications in America and Europe after 
the mid-1980s like Trikone (US), Kush 
Khayal (Canada). Shakti Khahur (UK), 
Shamakami (US)and Do.st (UK).The Indian 
counterparts had their debut simultaneously 
through Gay Scene (Calcutta), Freedom 
(Gulbarga), Bombay Dost (Bombay), Fun 
Club (Calcutta), Aarambh (New Delhi), 
Sakhi (Delhi), Kush Club (Bombay), Good 
As You (Bangalore), Men India Movement 
(Cochin), Counsel Club/Pravartak (Calcutta), 
Sisters (Madras), Red Rose (Delhi), Udan 
(Bombay), Saathi (Delhi) and Gay Infor¬ 
mation Centre (Secunderabad). Some of the 
groups/puhlications have appropriated Indian 
languages to express the term homosexuality 
in a culturally relevant way while others 
have tried to deftne it in different ways. For 
instance,DostinHindi means ‘friend*. Khush 
in Urdu means ‘ecstatic pleasure’ and 


from a sobriquet of Calcutta. The City of 

Joy*; Good As You (GAY) seems to appro¬ 
priate the identity from the slogan ‘Gay is 
Good*. Friends India as the name suggests 
provides a forum for friendship between 
men who like and love men. 

It is worth mentioning here that the world's 
first south Asian newsletter on homosexuality 
was named Anamika. which means ‘name¬ 
less’ in Sanskrit (Arvind Kumar in Trikone, 
Vol 10(4), 1990) ^ It can be seen that from 
the state of namcicssness the south Asians, 
in particular Indian gays and lesbians, have 
appropnated and subverted languages which 
have been integral to the invention of an 
identity. 

The ambiguity ol language reflects another 
important fact alxxit the politics of the identity 
of gay and lesbian movement: it is male- 
dominated. Lesbians have participated in 
the movement since the beginning (Amita 
Kar and Bombay Ixshians in Bombay Dost, 
Vol I. 5/6, 1992), but they often liad the 
secondary role that characterises their 
position in the mainstream society. This 
imbalance has deep cultural and historical 
roots and it points to the dilemma lesbians 
tacc when they identify with the movement. 
Sonic believe iliai lesbianism cannot he 
understood alongside male homosexuality 
because the two arc entirely different, partly 
because women arc oppressed and men arc 
part ol the dominant culture (S Kulkarni and 
P iaganiiathan in Shakti Khabar, Issue 10. 
October-Novemher 1990). ITius the very 
notion ol the co-sexual nature of the 
movement can he challenged. On the other 
hand, excluding women from an analysis 
would create a laisc impression of the 
movement. Though sometimes uneasily 
aligned, gays and lesbians share common 
goals and inicic.sis as well as common 
enemies. Because lesbianism is rooted in 
both the women s movement and the gay 
movement, lesbian issues must be examined 
from btith perspectives. 

Lesbianism is considered an integral part 
of the woman’s movement for liberation. 


Jjow yem after Davia’s remark 

lesbians experience a different situai 
today. Ilie Sakhi CoWeetive (1994:7) wri 
We (Sakhi)...have not received one let 
of acknowledgement or support from ai 
Indian feminist organisation. Statements i 
this effect (e g. 'There are no lesbians i 
India') have been made by Madhu Kishwa 
of Martushi and Urvashi Butalia of Kali foi 
Women. .Sakhi has never been invited to any 
feminist events.” However, a .serious re¬ 
thinking was recently done which urges gay 
men to help their countcrpart.v to confront 
the society {Khan 1995b;511. 

Today, there arc three exclusive le.sbian 
groups, Sakhi l-eshian Resource Centre and 
Re.search and Networking Institute in Delhi. 
Strec Sangama in Bombay and Sisters in 
Madras. F.vcn (hough throe other groups 
claim to be gay and lesbian groups, the 
visibility of women in their activities is 
minimal. None of the publications have a 
lesbian on their editorial board and the 
columns are male-dominated. It is alsoknovm 
that the lesbians who were members of the 
editorial hoard of Bombay Dost in 1990, no 
longer serve in that capacity. 

Poi.i nrs OK Libhration 

A starting point of gay and lesbian 
liberation politics is the assumption that they 
arc a true minority. They are like a religious 
minority, although a religious minority 
differs from .sexual minority in (hat it is 
conferred at b(ith and passed on through the 
family. ALso. those who take on a gay or 
lesbian identity already have various other 
identitics-caste,gender.nationality- which 
claim their allegiance (Bp.stcin 1987:35). 
Can a group many of whose members arc 
invisible be a minority? Often, the minority 
status seems wrongly applied to the most 
visible gays as they do not belong to a 
minority group in (he conventional .sense of 
the term. However, with the yardsticks of 
discrimination, .social acceptance and 
constitutional guarantee to trccdoni and 
liberty one can consider gays and lesbians 
as a minority. On the ether hand, .some 
scholars are ot the opinion that gays arc a 


Flavia Agnes, an activist of the Forum against 
Oppression of Women, Bombay, remarks: 
‘‘Many women in the movement turn to 
lesbianism or bisexuality as a conscious 
political choice, for they cannot reconcile 
their radical understanding of themselves 
and of women in general with the inequality, 
exploitation, lack of respect and under¬ 
standing and oltcn blatant physical force 
that characterise typical heterosexual 
relationships, whether in marriage or out of 
it”. This point is in agreement with .Shah's 
view (1993:115-16) on the development of 
lesbian identity which describes the gradual 
shift from political consciousness to sexual 
identification. 


scll-dcfined minority. 

Discrimination, tolerance, acceptance and 
equality can be seen as a continuum. They 
can be discussed under the framework of 
four concepts: homophobia, heierosexism, 
hctcroccntrism and compulsory hetero¬ 
sexuality. Homopliobiarefcrs to the irrational 
fear or hatred of homosexuals or homo¬ 
sexuality. Homophobia results partly from 
rigid ideas about gender. A man who appears 
womanly by conventional norms nr a woman 
who appears manly threaten the sharp gender 
separation which most people take for 
granted. Research has shown that gay men 
arc just as ma.sculinc as conventional men 
and that lesbians arc just as feminine as 
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straight women JStorm 1980). One ol the 
reasons why the work of ArvincI Kala on 
Indian Gays wa.s criticised and rc)ected by 
the gay community was that it comained 
such stereotyping rcmaiks abt'iii masculmi'.v/ 
femininity (Ashok Row Kavi in Siin/lm 
Tunes, August .5. 1992 and l^iswai/ in 
Pravartak, September I9ut) 

Homophobia also leads lo s loiciit :>;iai.k', 
on gay people. Clay bashi:i'.' t-v pi'li. c and 
heterosexuals hate be-.’ii '.■m.,||.',| An 
obvious example ol honiophol'i.i ':i i')'i.| n, 
the outrage expre.ssed by he National 
I'ederation ot Indian Women (NI IW'I, .i 
women's orguni.s.ilioii allili.iled lo the 
Comniiinist Parly ol India (C'I'Il a;.Minst ttie 
South Asian Oay Conlerciv. e in Miinilvn 
Dc.scribing the eonlerentc as an “'in.isioii 
ot India by dwadent western ciiiiiiie'- .uicl 
a direct tall out ol our [liidia'sl ■'■gninj’ ibe 
C!ATragrcement’'iliiig;'dilieiiririeiiii’!isiei 
"not lo follow Hill (’lini-'ii' onaiuial 
approach to scxiia! peivcisioii. in the US' 
and to inimediaiely c.ineel die peniiissioi’, 
lo hold theeonlerence. .Aev oidiicg to NMVV. 
the purpose ot the tonleieni e is to "pioni.iic 
andlegiliinisehor,iose<tiality"'.vlm h notiid 
"surely stall a move ol sevual pe'mi" e. enevs 
among urban yniih svho have Iseec.'-.e 
vulnerableinilics''lganty ol v esi. •ikii'.iio. 
brought lo them throiii:!i llv’ intdi.i d/ 
November 9. |99ll A w emie' u-ikr i., 
also issued b> the Shiv Sena legisl.iior 
Promod Nalclk.ir to the oii". o.seis ol die 
contcieiiee ( Till Noseiiib. i 
'llie AIDS paiidenin In. am.le lioino 
phobia a more seruiiis pioiden. Ini’i dl 
AIDS was known a.'- (j.iv I.’.-' ne.i liniiui’i'' 
Dclieicncy Syndrome(< iisID;)' wlieni: v .e. 
first idcnli I led among g.iys i.'i Nm ne,; Tlie 
exclusive eoniieeOon hei-.v :■ AIDS .md 
homosevualiiy h.is no: b.’e.' n-oa Die's 
removed from the poln \ a ihi. N.iv..'!’,>l 
AIDS Coiiliol Oigjnis,'ila.!i ,i I's cl.iss; 
fieation of transniission III on isma'i.'.in 
the basis of hoiiiosexiiai lOiilai lu-ieio 
sexual contaet, etc. fhougli MS.M. .i non 
homophobic term, was de.vel. : ed ii is yet 
lo be adopted by the Indi.m givciiuv.ein 
The second eoneepi under disiussion m 
connection wiiliihe polit'v sof gay ,ind lesbian 
liberation is helcrosexi .in the pre|iii!iee oi 
discrimination against gay people Anaioeous 
to racism and sexism, il’.e e.iiiee|.i ul 
heterosexisni validates and st'ci’gtliens 
the dominant group's claim oi .opernaip, 
and privilege One ol die w’lV i • i lutiiii 

the inlerioiily status i.| ni.'s is'■> him ' I'.i" 
Ihc limelight einin: ni g.iv peiM.n.jlio -s ii ' 
were open about then ssi.iliis I lie'lei..'. 
maga/ine earned .i insi- ;,>js ;!|i th- 
journalist Ashok Pc'u K.i i 'It" ;■ "i."! 
considered in gav . .al' 'o I'c "a i.idiei 
the gay mmemeiii Ic b / .■ 'sdi.ai 
tip/v'vi featured .ii'. oiiei'.'■ ' »i.i. 
renowned gay paiiilei Hhimeii Kii I'k ■: I ■ .'a 


though 'outing’, which means forcingfHibIk 
figures out of the closet or someone revealing 
their homosexuality to the public, is a tactic 
adopted to haiilc hctcro.scxism in western 
counlric.s the practice is not common in 
India. Nevertheless, one .south Asian gay 
and lesbian niaga/mc published a glimpse 
of a w-ell known south Indian politician's 
same sc* relationship, tilling the article‘First 
Poomics’ (see Ra)ani Kumar, ‘Jayalalitha 
.md Sasikala, Tamil Nadu's First Roomies’. 
7iik'mf, WA lOld), 1995). The description 
ol Soeiion .^77 <d IPC, ‘Of Unnatural 
Ot!eni''s', flubbing together sodomy bet¬ 
ween man and woman/man and bestiality is 
sttidemly heteiosesist. 

•A eoiiventior.al 'lelinilion of lamily that 
loveis only die n.iditional lamily can nl.so 
bei oii'ideiedlieleio-esisl With tin:approval 
ol gay iiiaiii.iees iii Denmark and .Sweden, 
the aine-'pi ot l.iimly seems lo need a 
ledofinilion Inna gender marii.ige. as old 
as 150 \c,ais. existed among the Kulehis in 
tiui.ii.it 'K.i.ikesh ai Uoinhay 'Vol 22. 
1995' I.egal rceogniiion ol ga\ marriages 
IS a deiriiiiid p'ui lorth by the Indiar gay 
eoiniminiix (.'iBVA 1991 and .Aar.imhh 
Ftroeliii.'ej I'oi d" hisi (mie a eoiiieienec 
held III Bi'hi'mv ii .\1ay 199b i>n I'lidorm 
I 'ivil f'od.' .ilsi) ijis, ipsed issues related 'o 
..line s. i niarti.ige, .idoption. etc 

Besi.lcs oiiliiglil pieiudiee .igainsl gays 
.ind lesbi.ins. .i more subtle loi ni ol bias can 


(k identified in the form of heterocemri.sm 
and compulsory hetero.sexuality. Hetero- 
centrism is the often unconscious altitude 
that heterosexuality is the norm by which 
all human experience is measured. Hetero- 
centrism seems to evolve out of the Euro¬ 
centric definition of sexuality There ha.s 
been since the 19th century in western 
culture, a whole new discourse dividing the 
homosexual and heterosexual into shanriy 
antagonistic binaries. Procreative hcicro- 
sexualiiy becomes the normative process. 
The dieholomiscd. hierarchical and oppo¬ 
sition structures of what were deemed 
masculine and feminine hcl|)ed frame these 
new concepts of homosexuality and hciero- 
sexuaiity The division between sexual 
behaviour responding proerealivc mslincls 
and sexual behaviour responding lo 
plcasure/lusiinstincisal.soldrmedthe nucleus 
ol the debaie about what was deemed 
■normal' or •abnormal’ and 'pervci.se' | Khan 
I995a|. 

The not ion of compulsory hetei osexuah ly 
implies that people must be pics.siirised 
and coerced into heterosexual behaviour 
Marriage determines Ihc person's eligibility 
to be considered an adult .Singlehood, more 
loi women, is not socially .u ccpi.ihlc except 
on religious grounds ,ind m.irii.ige becomes 
a norm, followed by procrealion. Wiihoui 
maiiiagc, a person is considered iriespon- 
sibic, incomplcieandunsciiledlKhai) 1995b; 
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30]. in a situation where both singlehood 
and homosexual marriages are not possible, 
u marriage of convenience is the option. 
Kala (1992:189) refers to an attempt by a 
gay man to marry a lesbian to avoid the 
pressure for conventional marriage from the 
family and alsosomccasebistoricsof married 
gay men. 

'rheliuitbutacrucial point in thcdiscussion 
on the politics of liberation is the gay and 
lesbian assertion on ihcir rights - "to be 
treated equally, fairly, and equitably as 
citizens of India, that respect should be 
given to who we arc. what we are; the right 
to choose, the right to be unmarried and the 
right to our own sexual orientation" [Khan 
1995b:60|. The demand for ireedom and 
equality of gays and lesbians in India was 
first put lorth in an organised manner in the 
end of 1991. The Charter of Demands which 
contains 19 elements was published in the 
last chapter of the report Ij'.ss than G. ly The 
significant elements include: Kejx'al of all 
discriminatory legislation including Section 
.377 of IPC and relevant sections ot Aimy, 
Navy and An Force Ast; enaclniciit ol'C'ivil 
Rigliis legislation; .unend the Consiitulion 
to include equality befoie law on the basis 
of sex and sexual oiieniaiion. establish a 
commission lo deal with human rights 
vi(>laiions; amend the .Special Marii.ige Act 
10 allow same-sex marriages, eic |AHVA 
1991:92-93] 

Almost a year latci. a dcanonsii ition was 
held in New Delhi to protest against police 
atrocities agamsi homosexuals Carrying 
placaids with slogans like ‘Gay is normal’. 
‘Down with Sec 377‘. ‘Kya veil apradh kiva 
luii'^Aiiiatluiin. minil \eln lopvarkivii hen 
‘Homosexuality is neither a ciime nor a 
disease’, Ariest AIDS not gays', the 
protestci's gave articulation to central gay 
concerns. Another poster which lead ‘fuiy.s 
of the World unite, you have nothing to lose 
but your chains’, might perhaps have caused 
Karl Marx to turn in his grave (77ic Indian 
F\pres.\. August 12, 1992). Songs sung 
during the protest like ‘Woli Ininunri t’eel 
roktiiui clialitili hciin/Kliaiiinslii lodo wtup 
aa gavan ' (They want to stille our song/The 
lime has come to break the silence) show 
the spirit ot t he movement This was fol lowed 
by moving a petition in the retitions 
Committee ol the pailiament which is still 
pending. 

In 1994. a controversy arose sutrounding 
reports of homosexual activities in the male 
ward.so'f thcTiharJail. New Delhi, following 
a medical team’s visit. While the survey 
report of the World Health Organisution in 
5.3 prisons in .31 countries said that there was 
a higher rate of HIV transmission among 
pri.soners than among the general population 
{Asian Age, Decembei 27, 199.5), the Tihar 
jail authorities' response was to deny any 
homo.scxual activity in the prison. .Seeing 


this as a right occasion, a Public Interest 
Litigation (ABVA vs Union of India and 
Others) was filed in the Delhi High Court 
in April 1994. The petition urges that Sec 
377 must be struck down as being un- 
eoiistitutional on the grounds ot: right of 
privacy is part and parcel ol the lundamenial 
right ol life and liberty under Article 21 of 
the Constitution and is recognised by the 
1948 International Convention on Human 
Rights, It is a violation of Article 14 ol the 
Constitution as it discriminates against 
persons on the basis of their sexual orien¬ 
tation. and because having been drafied m 
1833, Sec .377 pa.sscd by the British in all 
Its colonics including India, is archaic and 
absurd. 

Advocate Jan.ik Raj Jai filed a reverse 
petition seeking .i ban on the move to supply 
condomstoilie lihai mmatesonthegioiinds 
that it would be a violation ol .Sec 377 ol 
IPC. He IS on iccoid as having opined that 
the 'immoial' .ici of homosexuality is not 
halt as widespread in the jail as is projected, 
that moral msiiiiction, lather than condoms, 
is the crying leed ol the hour (Mo|umdai 
Modhumil'i. 'Si x III Prison' in l'h< Hiiidu\Uin 
'!ime\.M,\\ 2~. !9iJ4) Recently,tbeNaiion.il 
AIDS Control i irganisation tileil a leply to 
the Delhi Ibg.ii Court that i.ondonis should 
he made avail.ible to mmaiis of prisons as 
a salety me.isure supported bv the liulian 
Medical Ass.n-Miion. However, ihe govein- 
menl has not eonimeiiietl on the constitutional 
validity ol Sei ,'77. but has lelt it to the 
ludiciiiiy ti> <letide Small but signilicani 
eltorls like sienature campaigns, discus¬ 
sions, write-ups in their publications, eie, 
are being m.kic bv gay groups m support 
of this case 

Visibility here is not naiiowly limited lo 
matches or parades, but includes re()rcsen- 
lation 111 other lorums also The most 
lemarkablees cut in the Indian gay movement 
was the pioicst dcinonstralion oiganised m 
frc'iit of the police headquarters in New 
Delhi on Aiignsi 11,1992 Thedemonsir.ition 
was a piousl .igainst Ihc unwairanted ,iiid 
ille.ual ariest ol 18 people susix*cled to be 
homosexuals The dernoiisiration was 
oiganised iindei the bannei of ABVA. the 
activist group working .igaiiist ihe human 
lights viol.iiton ol marginalised gioups 
Hovvcvei, gay s and lesbians also joi ned h.inds 
with other social woikeis aiul human lights 
acliv ISIS This incident received w iue piibli- 
cily 11 . the media. Although this protest 
might he considcicd mild and even inelfec- 
tual 111 comparistin to the mote aggiessive 
and provocalivv. tactics of gioups in the 
wc.sier,. countries it maiked a tinning point 
foi the Indian gay community. In thetradition 
of Slone Wall’’, ihis small band ol men and 
women dcsic'ed they had had enough of 
being victimised and decided lo make a 
stand (John Burbidge in Cninpeiigii. 


November. I994).lnihecarly 1990s various 
gay publications have seen light and much 
earlier, i e, from late I970.S, people have 
made their preferences public 

To date, thete are five newsletters/ 
magazines published Irom Mumbai. Delhi, 
Bangalore. Lucknow and Calcutta, some 
periodically and some irregularly. Of these 
live publications, one is maikcd 'sti icily lor 
membeisonly' and the lemaiiiing .ire widely 
circulated, even through selected bookstalls. 
Hoiiihav IJosi IS available m live book.stalls 
at ditteieill places all ovei India, wheicas 
I’lavarliik is sold m two. Following/Joiii/iriv 
Dost, which has one-h.ilf punted m Hindi. 
Frmarutk contains hterauire in Bengali and 
Hindi along with F.nglish to address a 
irihngiial cioss section ol people To sup¬ 
plement these, theic are a number of 
publications liom abroad made available lo 
Indian re.ulers, usually free ol cost Recently, 
Tnkone (published in the US) changed its 
maiketing siiatcgy and is distributed by 
groups in Catciitia and Mumbai to the Indian 
readers 

The pi ml and visual media have cxhibiieU 
a mixed response In the heginmng of the 
|99()s arrests, tniiidets and suicides bioughl 
hoinosexu.iliiy mio Ihe headlines While 
picp.u Ing the in.iniisci ipi o| ihis ji.iper, a I ull 
page coverage ol ihe g.iy sscne m India, 
Calciilla in p.iiticiilai. appe.iied m a national 
daily {The Snitesinaii, December .24. 1995). 
As a strategy loi campaigning lor visibility, 
the gay and lesbian coalition has lequestcd 
readeis to wiite protest letters whenever 
ollensive and ncgaiive coverage is given lo 
the issue (Amita Kai and Bombay Lesbians 
‘Country Report l992’,//o«i/w<v/)wv/.Vol 1, 
5 and h, 1992; Khan 1995b 631 and positive 
letters of appreciation to editors [Joseph 
19951 stating cleat ly what gay.s are and what 
gays stand for. Calls lot more gays to lake 
up careers in lournalism have been given, 
as the mass meilia is the most powerful 
means lor visibility and lor combating the 
silencing jRaiiiim Bhaltacharya. Trikone. 
Vol 9(1). 19941" 

'File Fnglish theatre in Mumbai is one 
arena where gay and lesbian ihemes and 
characteis.ue dealt with openly |•'lom 195(1 
to 1990, tlicie have been 32 such theatre 
pcriormaiiccs (l.N in Honihav l)o\i 1991) 
C ontempor.iry liction has also tried lo portray 
homosexual characters ' P.irth.i looks ,ii the 
trealment of male homosexuality in Bengali 
lilei.ilme (1994) Two books published on 
die suhiecl .ire Shakuntala Devi's World oj 
lloiiio\exiuil\ (Vikas. I979i and Arvmd 
Kaia's lin tsihiliiy Minoi ity (Dynamic Books 
1992). Anod"':'addition was ABVA's Ix’ss 
than Gay A . .iven's Kepoii on the Sialii.s 
of floiitosexiiuliiv in India in 1991 whief 
documcnls human rights violations again-si 
homosexuals In 1994, Raiesh Talwai 
published a liciional work idled Inside (la: 
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Land, a satirical play on sexuality and the 
law which criminalises homosexuality in 
India. 

Two major seminars have been held in 
India on the subject - 'Gender Constructions 
and History of Alternate Sexualities in South 
Asia' in December 1993 in Delhi, which 
aimed at reviving the alternate historical and 
mythological traditions and delved deep into 
diverse issues related to gay men, lesbians 
and bisexuals (Ashwini in Pravariak, 
Issue 2, April-June 1994) and a year later, 
another one on 'Gay Men’ and Men Who 
Have Sex with Men in Mumbai. This First 
South Asian Gay Conference, as it is 
popularly known, in addition to generating 
discussions on emerging gay identities, dealt 
with the implications of their behaviour on 
their sexual health. Earlier, 1992 a seminar 
on Politics of Sexuality had been held in 
Delhi. Following the filing of the petition 
in Delhi High Court todccriminalisesodomy, 
ABVA organised a meeting in April 1995 
to develop strategics of action | Joseph 1995J. 
Recently in December I a.st, in the open session 
of the International Conference on AIDS: 
Humanity and I.,aw, the constitutional 
validity of the Victorian sodomy law existing 
in India was questioned before an inter¬ 
national audience in the context of HIV 
transmis.sion. 

Gay themes were visible in the silver 
screen also. In January 1995, a programme 
entitled 'Images on AIDS and Sexualities; 
A Tribute to Siddhartha Gautani' was held 
in Delhi. Four documentary films 'Straight 
from the Money’. ’Pans Is Burning', 'Before 
Stonewall’ and 'In the Year of the 13 Moons’ 
were screened during this event. The 
International Film Festival in India (IFFI) 
held in Mumbai in January 1995 screened 
the movie ‘Strawberry and Chocolate’, the 
centenary celebration of motion pictures in 
Delhi .screened 'The Naked Civil Servant’ 
in July 1995 and the movie 'Twinkle' was 
a part of the Festival of Japanese films in 
August 1995 in Delhi. These films are based 
on gay themes. In addition to this, Calcutta 
and Delhi gay groups organised a scries of 
video shows on gay and lesbian stories, 
‘Double the Trouble Twice the Fun’ and 
‘De.stiny, Desires, Devotion’. Tlie Aarambh 
group staged a play titled ’Varun’ in 
December, 1993, written and enacted by 
group members. The Indian first feature film 
on gays, 'Adhura’ (Hindi) is to be released 
soon. 

Community, Culidw; anu SonAi. 

Network.s 

From a structural perspective, a gay com¬ 
munity can be defined as a full-fledged 
entity complete with placer, for stK-ial and 
sexual contacts, gay traders, gay churches, 
gay clinics, gay schools, gay recreational 
centres, gay residential complexes, etc. In 


a homophobic society like India, so far we 
do not have any record of such a gay 
community. Then what arc the gays' and 
lesbians’ claims about their status as a 
community'? Community means common 
unities as a working group of the South 
Asian Gay Conference defines [Khan 
1995b:291. The Indian gays and lesbians 
define a community in a symbolic per¬ 
spective The charter of the Bombay Dost 
clearly .speaks of this: “To provide a 
framework whereby all such people, both 
maleand female from the Indian subcontinent 
can come together and support each other 
•SO as to show solidarity and a sense of 
community of such |icrsons who have this 
identity of an alternate sexuality". In the list 
of gay groups meniionetl atove, there arc 
about seven groups active in India. All the 
publications mentioned here carry the 
addresses of other gay groups. Tlic groups 
provide a variety ol support .systems. 
Regular meetings, either monthly or 
biweekly (ollcn fixed on a particular day of 
a monih/fortnight) is the forum through 
which the sense of community is streng¬ 
thened. The venue changes from public 
cafeteria to public open spaces to residences 
of individual members. Lack of availability 
of safe social space is often a concern 
expressed by the gay community Most 
gmups especially those with publications, 
have a good collection of literature on the 
subject which they call 'Archives of 
Homosexuality'. 

Parties and social gatherings fertn another 
part of the gay culture as also celebration 
of festivals and special occasions. Large- 
scale gatherings arc not rare. Sneha Sangama 
in February I9U3 and April 1996 at 
Bangalore, Goan IJt.sav in October 1993, 


Masti 94in Jaipur, and the Big Bash in May 
1994, New Year’s Party in Bombay and 
Calcutta of 1996 are examples. Gay 
publications provide space for individuals 
to articulate and ventilate their feelings and 
to develop a scn.se of identity and the *we- 
feeling’. The gays and lesbians have strong 
networks at local levels as well as on the 
national level, the main agents being gay 
publications. 

The other support systems provided by the 
groups arc related to sexual health, coun¬ 
selling. accommodations and employment. 
With the targeting of the so-called ‘high risk 
group’ with regard to HIV/AIDS inter¬ 
vention, the stigma associated with gays and 
lesbians increa.sed. This forced many MSM 
(including gay men) to go underground. 
Peer grtiup training and counselling evolved 
as an alternative strategy to counter this 
situation, iiuinsafar Trust came up because 
HombavDosi recognised that almost no work 
was being done in terms of education, 
prevention and support of gay identified 
men and MSM [Khan 1995b; 12]. Similarly, 
Ihe formation of Counsel Club out of 
Premil lak and triends India registering as 
an NGO can be seen in the above context. 
A peer group counselling model was also 
developed ba.sed on the experience ol 
working with gay community (Ashok Row 
Kavi, editorial in Homhay Do.si, Vol I. 5/ 
6. 1992b). The publications provide inlor- 
mationon various facts of HIV transmission 
and condom u.sc. Condom promotion pro¬ 
grammes thiougli networks and adver¬ 
tisements are also undertaken Testing 
facilities foi HIV. with pre- and post- test 
counselling -ire also provided. Because of 
the .sensitivity ol the already marginalised 
people, caic has been taken to have trained 
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counsellors. An adveitisement in one of the 
issues of Bombay Dost required the service 
of trained social workers for their projects. 
Some psychologists and psychiatrists have 
also extended services to sex-oriented dis¬ 
tress counselling in Mumbai and Calcutta. 
Nowadays more and more gays and lc.sbians 
are getting themselves trained/equipped in 
counselling skills and following the peer 
group counselling model. 

Accommodation becomes a problem when 
the family o.straci.sc.s a gay or lesbian on 
knowing his/her sexual-orientation (PD m 
Pravartak Issue 3, 1992). Friends India 
earned calls by gay men who arc willing to 
share accommodation with gay men. A 
similar effort is being made by the Sakhi 
Colicctiveforicsbians. Moreover, many gays 
and lesbians are extending local hospitality 
to those who are travelling. This trend can 
be .seen as a strategy aimed at the building 
of a community. 

The ongoing historical changes have led 
to t\ie emergence of a variety of discourses 
individuals employ in order to constnici 
their sexual identities. Prior to the 19th 
century, a person’s sexual self was not defined 
in terms of the sex of his/her partners. The 
nsc ofgays and le.sbians transformed ’doing’ 
into ’being’ and homo.sexual behaviour 
became a basis for their identities. In any 
society there arc dominant modes of 
expression generated by dominant stnictures. 
It is these articulations that arc heard .and 
listened to, especially by outsiders. Minority 
groups, if they wish to communicate, must 
express themselves through the same 
dominant modes. However, there is a lack 
of congruence and compatibility between 
the ideas and experiences of minority groups 
like gays and lesbians and the modes of 
public communication available, which 
enforces a characteristic inarticulateness or 
muteness. Alternate sexual practices are seen 
as ’the other’ of accepted or approved 
(heterosexual) practices In a system of binary 
opposition (good-bad; right-wrong; black- 
white; constructive-de.structivc) ‘the other’ 
IS the infcrioi or bad opfxisitc of the dominant 
entity. The dominant entity, through the 
discourses it is capable of generating, 
constantly strengthens and perpetuates itself 
by self-definition, i n opposition to 'the other’. 
Discourses function as ways of legitimating, 
authorising or validating some modes against 
some others in order to silence, control or 
domesticate certain elements seen as threats 
to the existence of the dominant entity. 

But resistance to the power generated by 
the discourse, and hence counter-discourse, 
are inherent in the very nature of discounse. 
All the activities and issues related to gay 
and lesbian identity we have mentioned can 
be seen as the shaping up of a counter- 
discourse. The Indian gay and lesbian 
movement is unique in the sense that much 


of the visible liberation efforts are made by 
the activist group ABVA, which does not 
have an identity as a gay group, while in 
the western countries, the movement is 
spearheaded by gays and le.sbian.s thcmsel ves. 
However, it is difficult to comment on the 
future as we see a growing awakening 
among the gays and the lesbians in India 
themselves. 

There is an effort to remove the act of 
sodomy from the category of mines provided 
the persons involved arc above a certain age 
on the grounds that it is an unwarranted 
attempt on the part of the .state to regulate 
personal sexual morality by law. On the 
other hand, there is a trend whereby gay 
groups arc widening their hon/oiis of 
operation in .search of financial support tor 
theii variety of programmes. This may lead 
to a situation whereby these aid-giving 
organisations, whether government ol non¬ 
government, will dictate terms and con¬ 
ditions according to their policies lc.iding 
to shifts in priority from liberation to .sexual 
health. 

The visibility of gays and lesbians is a 
barometer of a society's openness. The gay 
and lesbian network provides for the 
mcmliers what other communities do; a 
training ground for norms and values, a 
milieu in which they may live everyday and 
the social support as well as an information 
medium for members The emerging gay 
and lesbian movement offers not just alternate 
identities, but prospects for social recon¬ 
struction In spue of its margmality. the 
movement rejects the monolith and the mass. 
It is a reminder that if forced conformity is 
to be resisted, it must be by representing 
human lives as multiple; .selfhood as several; 
communities as voluntary and var.ous. A 
new definition of political pluralism would 
be one that judges a society not only by the 
plurality of groups it tolerates, but also by 
the plurality of identities it allows indi viduals 
to assume 

Notes 

1 The word gay .signifies homosexual niul 
homosexual lilc; it is a political tcim 
HniiM'sexuul is a broad descriptive term for 
feelings and behaviours and for people .vho 
are attracted to their own sex The desenplion 
applic.s to both women and men. hut most 
fcinule hoino.scxuals prefer to call themselves 
lesbians The u.seof ’gay’ before ’lesbian’ decs 
not shots any sexist attitude, but it is only a 
matter ol popular discourse. 

2 Reportedly, m 1978 (wo issues of a newsletlei 
day St-etie was published from Calcutta, India 
in Shakii Kliahar, Issue 12, 1991 

3 On June 27, 1969, the New Yoik City police 
attempted to close down the Stonewall Inn, a 
bar in Greenwich village popular with Puerto 
Rican drag queens and lesbians. The patrons 
of the Stonewall engaged in violent, unplan¬ 
ned and defiant action against the police 


because theywrreangryatpolicesurveillance 
of their private gatheringplace. AfterStoncwall 
'Cay Power' gratfid began lo appear in 
Greenwich village. Tlie Gay Liberation Front 
(u New Ixift Group), iIk Gay Activist Alliance 
and similar gmups sprang up in other parts of 
the IIS. 

4 (Trtdiled review of the visibility in media con 
he seen in Sultan KhaiUmedia Watch'. Bomixiy 
Dost, Vol 2(3) 1993) Debjyoti (Pravartak. 
Issue 2. April-.lime 1994). 

"i Starry Ni/thtt and Strangr Ohtr.stion by Shoba 
Dc. The Quilt by Ismail Chiighter. One Day 
I hirked My Flat in Soul by Raja Ruo and My 
Own Country hy Abr.iham Varglicse 
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I have great pleasure in welcoming you all to the fortylhirrf Annual Generol 
Meeting of your Company The Directors' leport and the Audited Accounts 
for the year ended 31 st March, 19V6, have been with you lor sonielime and, 
with your permission, I shall lake them as read 

yy ORKIHG RESULTC 

During the yeor 1995-96, your Company reported a commendable 
performance, setting on impressive record both m hire purchase and leasing 
business Total disbursements of thn Company duiing the yeni omounted 
to R$.984 cr as compared to Rs 690 cr. in the previous yeor, a growth of 
more than 42% Tlie cumulative receivables under hire purchase and leasing 
reached a record level of Rs 1636 cr as against Rs 1215 cr in the previous 
year, an increase of around 35% This performance wns achieved at o time 
when severe credit constraints wore expenenced by oil Non- 
Banking Financial Companies (NBFCs) especially in the Inlier 
half of the finoncial year. ^ 

In deposit mobilisation too, your Company set another record ji 
Your Company mobilised fresh dnp'-sits to the tune of jf 
Rs 197cr and renewal of deposits amounted to Rs U3cr Tlius 
gross rnobilisalion oggregated to Rs 340 cr as uaomsl \ 

Rs.2V0 cr, in the previous year The net xs 

accretion to deposits, was again o __ 

record at Rs 119 cr as agnirisl ' ” “ ’ 

Rs 79 cr in the previous year - an _ I 

increase of over 50% Total public 11IV fl 

deposil$outstandingusnt3l.stMarch, I ■11 

1996, amounted to Rs 550 cr us 
against Rs 431 Cl intheprovio’isyear 

Your Company continues to on|oy the J _ 

highest credit rating 'FAAA' awarded !■ I * 

by CRISIL I sincerely thunk the family I Ilia 

of more than 5,40,000 depositors ^ 

spread all over the counlry for Ihsir 
((intinued support and high degree ot ■ 5 

confidence reposed in the Company I I 

lossuiethemofouiconslantendeavoui Hipl III 

to moiniciin elficient end per;on(ili„ed 
service and prove worthy of their trust 

The paid up capital of your Compuny Registered Office : 21, Pofu 

doubled from Rs 12 cr to 24 cr after _ _ 

issue ot bonus shares in November 

'95. The bonus component in the | m 

paid-up capital has irui»iised to 
Dunn) )nur 

Company earned a gross profit of 
- on 

over the previous year Profit after tax pUBBWBHWBHHIBHI 
increased to Rs 64 9'2 ci (rom | 

Rs 50 45 cr registering on increase of Speech ( 

around 29% Fiilhused by Ihr 51 ,^ J 5 _ 

portormaniu, your diieclors hcipp ly 

recommended a lotnldivirtend of 35'!,. Of the Fortythird Anr 

on the increoseif paid-up capital The 

would amount to a distiibiitioo of Surnlcironi Finotl 

Rs 8 40 cr as ogriinsl Rs 6 UO (r poid , ■ •, 

last yeai - on inciease of 405,, ||,o 

highest so for, hoth foi tlie level d -- -- - 

increase and the ciuoritum 

Your Compo.ny lontimies to jrthuie l.i the piuder.'ial Nornis i iri'v.rii.cd by 
the Reserve Bonk ot Incii.i ;l<5ij lor NSFCs Yov, v<il.' be h.appy to i.cle tiir.' i[.i’ 
capital adecguoi y riiti,-i us on 3 I wis higher r.l 1 5 'v ,'b,, up Itutn 
15 25% reported t.rt yeor Hi,', is ol.-no-jt dcilil.; the picsc.il.od in.Miiuim 

of 8% The standard o I e , , mu, , .is-.ets. ci, oliuo ' Pfil's 

classification, wore olv it u h' i*',- levul .ii '/'> 47/, of li. ■ coltil rui'm.'ss 
assets, ns compoied to U9 i-port'-i '.nt yuii 


Sundaram 

Finance 

Limited 

Registered Office ; 21, Potullos Rood, Madras 600 002. 


loo rose comfortably by 2,4%. GDP growth was 7%. The performance on the 
export front was satisfactory with a growth rate of 20.8% ond the country's 
foreign exchange reserves were in a comfortable pcjsilion ot USS 17 billion 
ot the ond of March 1996. Despite the persistent high fiscal deficit, the 
Government has succeeded in bringing down the rale of inflation to 
manageable levels. 

g UOGET PROPOSAie 

It IS heartening to note that the Hon'blo Finance Minister 
Sri P Chidomborom has reiterated the United Front Government’s 
commitment to continue the economic reforms and liberalisation aimed at 
accelerating economic growth ond ensuring fiscol prudence ond macro- 
economic .slabililv I congratulate him lor hex efforts to reduce the fiscal deficit 
to 5?ii of GDP for the cuireni financial year and fiis resolve to bring it down 
to below 4% of GDP within the next lew years 

The budget also rightly emphasises the need for stepping up investment in 
infrastructural sec tors as a prereqwisile for sustained growth. 
The numerou.s proposals in Ihis area mark o new beginning 
and diMorve apprei latioii. Agncultiiral development, health, 
^ education ond poverty alleviation measures have rightly 

,«\ received priority. 

fj Reclurlion of sur< hatge on cogiorule tox from 15% to 7 5% 
nov/, and the cnluntioii to remove it fully next year, u 
welcome 

, _ Granting of depreciation on Ossets 

lOiiilly owned will pave the way for 
__ big ticket leasing to take off Curtis 

21 BVV on sale and lease back transactions - 

CB fl KB B B B nimei! at prcenling unhealthy trade 

ol depreciation is n step in the right 
' direction These meosures provide 

I jaa aja the right environment lor leasing 

B B ■ Hal companies and will enable Ihem to 

■ I step up Iheir efforts to assist i apilr I 

formation and contribute to 
ga a economic developni,>nl 


FOB A POSITIVE 
APPROAC H 


Speech delivered by 
Shri T.S. Sanlhanam, Chairman 
ot the Fortythird Annual General Meeting of 
SurKloram Finance Limited held on 
26th July, 1996 at Madras. 


g COMOMIC SCEN AR I Q 


The IndiLin * 


If {■.f'cjn,*' >fl '»il ** M 
i i 7 M linF' . !if» 


jMlBllMIlIM Resources 

I The lictuidily ciunc h fared by the 

econcvmy particularly the se>;ond 
half of the lost fcscal year was severe 
ivered by unprecedented Coupled with 

redjcliori in ceiling on bonk lendiric) 

lam, Chairman to uii types of nbfcs and 

, _ 1 u .■ I iTtoderc'ion ot lendmg by financiol 

I General Meeting of InsliiuiionstFIs), credii'nvoilabiliiy lo 

Limited held on NBFCsIioin these source.s became 

sc Circe driving them to occess funds 
i ot Madras. other sources, often at non- 

-- rornoetiliVB rales Even though there 

(lie signs ol easing of Inguidity, 

scni.meiils I'uwords NBFCs do not seem to have < hanged for the better 
While unciulti.iriseci or improper end-use ol funds by some NBFCs could 
Ivive ir.viled such a resiritlion by banks ond Pis, it del ciffed, uninlendedly, 
o-nei vreli managed NBFCs engoged in asset based financing The latter 
(Jc.;' IV -.f MBFC,s, as a responsible rcrislituent of the financial sector, play 
a ui-pi.-mentary not compntHhn, role lo banks and FIs They display o 
nin.. ieijii , /1 Hconoiiiic efficiency, enjoy sound reputation os reliable and 
■II'- imt (l<-( )-i!i'rn)s w-lh ,su(ierior credit ratings and comply with oil 
iicira- Tlie legulcilc.-ry framework inir-iduc ed in the last tew years 
iii-!n,-i-,ir-ui Milnniifi- olic'n onddifferenlinlion of these well manoged NBFCs. 
Th>."‘l';i<', iti-ii ,-, II need rind ju.sldircilion for rsloxolion of some of Ihe 
re'.tri. Mon- in irujir luvoui I, therefore, cippeal lo the P.BI lo encourage 



positively these NBFCs, with such safeguards as may be required, so that tliey 
continue to play the useful role assigned to them in the financiol system and 
help accelerate economic development. There is a strong cose for treating 
adwnces by banks to NBFCs whose end-use of funds is to finance small 
transport operators, as a part of priority sector lending by bonks on par 
with their direct leriding to this segment. 

I welcome the initiative taken by the RBI to introduce olftsite and on-site 
inspection and supervisory ratings to NBFCs also, on the same lines ns 
applicable to banks. I also welcome the proposal in the Union Budget to 
amend the RBI Act to strengthen the regulatory powers over all kinds of NBFCs 
With this legal framework ond effective supervision of NBFCs, the regulotory 
system would be complete and pave the way lor the healthy growth of this 
sector. 

Tfie recent move to deregulate the mterast rates on bank deposits lor periods 
of over one year is a step forward towards total deregulation The rate of 
interest on debentures and all other sources is already deregulated except that 
on deposits accepted by NBFCs. As NBFCs have to mobilise public deposits 
in a highly competitive environmerR, it is obsolutely necessary to provide 
some flexibility at least to offer a yield matching with the tenure of 
deposit. The Reserve Bank of Indio has just announced major relaxations 
by freeing the ceiling on interest rates ond the quantum of deposits thot 
can be accepted by registered NBFCs which meet the prudential norms 
and credit rating requirement prescribed by RBI. While this will help the 
NBFCs to achieve the above purpose and also a better maturity rrtatch. 
it will be their responsibility to ensure on orderly and healthy 
development of the sector os o whole. 

Value Added Tax 

In October lyy.*) Volue Adder! Tax (VAT) was inlroductd m Mahamslilra unil 
in the recent budget Tamil Nadu also has adopted the came. The concept is 
welcome cince it would usher in the mucti needed uniformity across the counti y 
By virtue of constitutional amendment, hire purchase and lpa.sing trancortions 
are coiisidored os "deemed sales" and as such come within the purview c,i 
'"•iilos Tax Acts hut on|oy se.'ond sales exemptions in various Stute.s. It should 
be recognised that there is no economic value addition in these 
transactions and therefore these should be outside the scope of VAT. 
Being iikin to financial transactions in substance, application nf VAT which, 
r oriceptually is n multi •point levy, woulif moke them non-competitive aunin'l 
other modes of financing to which sales tax does not apply In some i rises, the 
levy could substantially affect the viability of the said hire purchtise/lensiriri 
transactions loo 

Hire purr base and leasing play an important supplemenlarv role in tcifi'ltil 
formation - more so - in today's liberalised environment and they deoerve In 
be encouraged It is, therefore, iii.perative that the rnatlei is examined de novo 
and e.nsured that VAf is not applied to hire purchase and leasing 

Pi pad transport iNDUS TBy 

The nulomohile sector, has shown further strong growiti in nil segments durini; 
1975-96 The output of commercial vehicles (including LC Vs) increased by over 
3'9% With the pro|ecleH GDP growth of 6 6% for 1996-9/ and conlinuecl 
moderate levels of infl ilion, the healthy demand lor commercial vchn !■•$ is 
expected to continue In the passenger car segment, with the entry of n host at 
multinationals, the availability and rhoii a of cars will improve dramatically Tin ■ 
induction of now technology, new models ond increased competition, sh.oulcl 
enable the carownertobenefitand olsomnke fora sustained giowth in the oulp.jt 
of curs 

Road transport industry plays a vital role in the socio-economic deveh pmon' 
of the country The share of roart t;anspt.rt in the movement of freight has 
increased from I 1 ’t' in 1951 to about 60°'.. ot [iresent md in the tncvenieril 
of possengqis from '96'tu to .B0°f. during the same period Thi. trend is nknly to 
' ontinus 

The vehicle population has increased Irom 3 lakhs to253 lakhs (84 times) sen " 
1951 am! as per Association of Indian Automobile Manulucturers, it is 
expected to cross 530 lakhs by 7000 AD As against tin;., the ienglh ol riKids 
has only increased fioni 4 leikh Kms to ?'/ lokh Kms (5 limes) dunng this penod 
Moiritenonce of the existing road network has olso received scanty oltonlion 


The recent budget has for the first lime given maximum priority (o the 
development of infrastructure including Ihe road network The budgetary 
allocations have been increased and severol schemes hove been 
announced to encourage investment in infrastructure projeds The biggest 
challenge will be mobilising the enormous rissources required to expand 
the road network commensurate with the growth ol the economy and the 
increased vehicle populolion 

p ROSPECTg 

Your Company hos written an aggregate business ol Rs '224 cr in hire 
purctiase and leasing in the first three months ol the current rinanclal 
year against Rs 190 cr previously. Though Ihe recent hike in petroleum 
prices may have a slightly dampening effect on the ofllnka ol vehicles, 
your Company still hopes to achieve reosonnble growth in hire purchase 
and leasing business this year also by udopiirig suitable funding and 
business strategies 

g UBSIDIARlES & DIVERSiFiCATIOH 

India Equipment Leasing Lirnilc'd perlormoi! satisfactorily during the year 
and made an after lax profit •>( Ite 4 59 cr and declared ii dividend of 
15% for the financial year 1995-96 on llie eiihrinced lopilnl of R,s.l0 ir 
Sundgrom Finance Serve es Ltd also performed satisfactorily during Ihe 
yeor and made u piofil alter tax ol Rs 2 07 cr and muininined a dividend 
of 10% on the paid-up rapital 

Sundaram Finance Securities Lid earned a profit after lax of Rs 0 14 Inkh 
only, for the pei isicl ending 31 st Mori li, ! 996 in view ol severe slump in 
llie capital market 

Your Company has entered into a Joint Venture AgieemunI with Newton 
Management Ltd , LIK and Slewurl Newton Holdings (Mriuriliu.s) Limited 
lor selling up on Asset Mnnageincnl Compony Pursuant to this, 
Sundaram Newton Ass<*| Mnnngemenl Compony Private Limited was 
incorporated in February 1996 Yout Coii'p.jny also propo'.es to set up 
a Tnisl III the name ol Sundaram Mutual Fund wlqi-h will float schemes 
5,1 mobilisation of funds Irom the public after obtaining nece.ssary 
approvals Irom Secuiilies and Exchange Board ol India 
Your Company is pursuing its aliins to 'ct up a '’Jeneinl Insurance 
Company nn'i is awaiting t^c Central (rovcrnmerit's fsilicy decisions in 
this legcird 

H ECOGNITION g 

I am lidpfiy 'o inlorm you that t'le Goveriiment of Intiiu lios awarded a 
certilicau- ot commendation to your Company unster the scheme for 
honouring "Gourf Tux Poyers", m rei .ognition of your Compony's 
meritorious reroro in the payment of raxes anil disi horge of alt nb/igohoris 
under Hie direct tax lows 

Your Company was also licn'sured by the C!iar1"iod rinr.ncinl Anolyr.t ol 
the Institute of Cfiu'lered Fmonciul Analyst', of liidiii, in rei'oqniUon of your 
C ompany's efforts to set a frail-t/oying record of investor rewards, h .hiring 
the equity cult on clhi. a! lines among the lop hundred inveslor-rewurding 
companies in hiclio (or the period 1990-95 Your Company todoy enjoys 
Cl pric e earnings multifile whi: h is twice llial of the industry averoge. This 
stonds testimony to Ihe Compony's concern (cr rev/nrding the investors 
consistently ond to Ihe best possible extent 

On behalf of the Board of Direr tors and on my own behalf, I lake this 
.-ipporlunity to thank oui depisilors, ciislomor-s, bankers, financial 
inslilulians and all Ihe shorehC/lde's (or the co-opeialion md assislnnre 
extended to youi Company and lor,k forward to Itieir continued support 
! also place on recoid my appreciation of the good work done by nil 
members ot staff both in Ihe field and in the office 


Nofo' This does not purport to be a vcr id of the proceedings of the Annual 
General Meeting of the Company 


■^IMAC.EAf 
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REVIEWS 


American Colonialism and Puerto Rican 
‘Criminality’ 

Maria Milagros Lopez 
Nalini Natarajan 

‘Subject People’ and Colonial Discourses: Economic Transformation and 
Social Disorder in Puerto Rico, 1898*1947 by Kelvin Suntiugo-Valles; Sony 
Press, Albany, 1994. 


KELVIN SANTIAGO-VALLES’ recent 
study of the con.struction of the labouring 
poor (rf Puerto Rico in the first five decades 
of US colonisation is a truly impressive 
contribution to Puerto Rican historiography, 
colonial discourse analysis and studies of 
the interlinking between ctiine and colo* 
nialism. While recent studies of criminality 
within the signifying practices and legal 
systems of the empire (most notably from 
India) use a similar Foucatildian paradigm, 
Santiago-Valles’ study is one of u few of 
its kind in the Puerto Rican context. Given 
that cnminality is one of current day Puerto 
Rico’s major concerns, this study .suggests 
important continuities between past and 
present. At the end of this review we will 
take up this issue. 

The book’s wide scoiie incorporates .an 
account of Puerto Rico's economic history 
between 1898 and 1947 with the social 
disorders that ware accelerated hy the North 
American colonial invasion. The class 
recompositions that took place, the new 
economic devices implemented after 1898 
and the corresponding discursive con¬ 
structions of the ‘internal other', the colonial 
labouring subject, arc the central interetits. 
The labouring sub)ect's response, ‘popular 
illegalities', is contextualised within the 
uneven matenalisation of Amencan capita¬ 
lism that took place in Puerto Rico between 
1898 and 1921. Between 1898 and 1947, 
the islands became an increasingly wage- 
based site of cheap labour lot the production 
and export of sugar, tobacco and needlwork 
items. 

The period examined covers the transition 
from a peasant economy to a pre-industrial 
agricultural economy and the beginning of 
larger-scle manufacturing in the island. These 
required the buying of land from the peasants 
and their subsumption to an industrial regime 
of work. Santiago-Valles desenbes the 
resultant violent transition and the spread of 
popular illegalities ranging fioni petty thefts 
to homicides. He examines the moments ol 
transgression and "the persistent autonomy 
of these survival piactices [which) set limits 
to advancing capitalism’s ability to effec¬ 
tively summon and fashion the impoveri¬ 
shed majorities... as a docile potential labour 
force’’ (p 13). The context of this ‘violent 
refashion! ing] (p 6) is moreover shown to 
be overdetermined by race ('internal' and 
‘cxtcmal’). gender. and other domestic power 
relations. 


In tracking the above, the author has 
gathered an impressive collection of histo¬ 
rical data winch ranges from the period's 
journalistic reports and more scholarly 
analyses, arrest records, municipal records 
and other fonns of chronicling everyday 
life. His use of empirical data and his forms 
of discourse analysis emphasising the 
tcxtuality of facts result in a inulti-rclercntial 
account (see fot instance his discus.sion of 
‘local women’, and Christian symbology, 
(p96). Tlic documents quoted also testify 
to the change in signifying practices with 
historical events such as the world war, 
increasing Creole participation, or mediating 
document.s such as Negocio Trahajado 
prepared as a palliative after labour strikes. 

Santiago-Valles' intervention in post- 
colonial studies and colonial discourse 
analysis is signilicant. Recent attacks on the 
use ol post-colontalisin as an analytic cate¬ 
gory have stressed its "dubious spatialily” 
and "prohlcniaiic temporality”, geo-political 
silences and universalisingnon-specitlcilies, 
its “ahistorical and universalising deploy¬ 
ments” (Shohat); the “reckless psycho- 
logising” of some of its practicioners 
(Ahmad); its blindness to hard economic 
realities or domination by iniellatuals of 
one region (Dirlik).' While we do not wi.sh 
to undeitakc the protect of coiintcnng any 
of these here v/e consider Santiago-Valles’ 
book to be an enabling example of what 
post-colonial c.itiqaecan produce. Samitigo- 
Vailcs’ analysis is locally specific, attentive 
to economic histoi y and offers a very provo¬ 
cative reading of ific signifying practices of 
US colonial .history in Puerto Rico. The 
analysis breaks new ground in bringing 
Puerto Rico into the post-colonial paradigm, 
thus extending and clarifying the pei- 
spective's provenance as a positional lalher 
than essential or chronological term. 

Post-coloniahsrn (as a perspective which 
highlights colonialism’s founding role in 
coiucniporary oppressions) is privileged in 
Santiago-Valles as an analytic category 
through his:.. stained focus on the signifying 
practices of US imiierialism in the subju¬ 
gation of Puerto Rico. Saiitiiigo-Valles' text 
explicitly compares US 'production’ of 
Puerto Rican colonised space to the ‘Orienta¬ 
lising’ manoeuvres Edward Said has outlined 
(p 7). Accodingly, the signifying practices 
of UScolonial discourse depend, like colonial 
discourses woildwide, on such narratives as 
‘manifest destiny’; the civilising mission 


bringing health, education, sanitation to the 
colonie.s; racial superionty; and a construc¬ 
tion ■>{ the colonised space as a journey into 
a degraded (and now discard!^) past. 

The..'.: di.scourses seek to consolidate a 
coloiiused ‘other’, the homogenised (in his 
wordo) "Porto Rican” (p 239-40). In dis- 
mantliiig this homogeneity, Santiago-Valles 
analysis textualiscs Puerto Rican hetero- 
genei'V, and it is in this process that the 
classed, gendered, raced subject comes into 
view. 'The various .subjects - black urban 
artisans, ‘whiter’ peoples of the interior, 
prostitutes. Creole propertied classes, run¬ 
away children - pose a heterogeneity which 
challenges and is yet elided in colonial 
tcxtualities. At the same time, the asym¬ 
metries of the colonial relation, the ‘ambi¬ 
valence' ol colonial address theorised by 
Homi Rhabhu, result in new subjects, the 
indigenous elites, the Creole propertied 
c!as;:cs. The colonised reaction to this ambi- 
valeiu'i IS discussed under the trope of 
miniKiy. Mimicry, according to Santiago- 
Vallc'., is a useful problematic in examining 
bow !ii.; ‘ subalterns’ on the island, the non- 
properiied clas.ses, were racialised (as non¬ 
while) and gendered (as female) in the Creole 
attempt to gain favour with the North 
American coloni.scrs. Many instances of 
Creole attempts to mimic colonising dis- 
courjc- arc discussed in the account. An 
especially telling one is the way a certain 
homicide was read hy a university pioi'essor 
as marking the belwviour of the ‘non-white’ 
labciiring class. The text highlights the 
aponas and inconsistencies in discourse 
(Ciec.le and North American) that simul¬ 
taneously criminalise and dominate the 
non-properlied subalterns, treating them at 
once as sexually libidinous and amoral, as 
well .as dixile, childlike bciiig.s with little 
mal'ce 

A similar disjunction between textual 
'hybndisalion' xs resistance (in some posl- 
eolunidl foi nmlaiions). and the mai ginalismg 
of racial ‘hybiidity’ (unilcr the sign of the 
non Cieole, non-wliilc’ suballein) may be 
seen to emerge provocatively from the text. 
ActUcil racial hybridity as a sign of difference 
threatening tolhc ‘wliitci ’ propcrtiedclttsses 
exposes purely discuistve notions of 
hybrid'ly by eliding the violence of racial 
er.ei.er.tci in the imperial theater and in 
Abd* I Ian Mohammed’s words, “focusing 
on ecli.nia! discourse as if it existed in a 
vacuuin”.^Tlius, both mimicry and hybridity 
become further means of elite Cieole margi¬ 
nalising of the subaltern and extending the 
provenance of the colonial strategy of 
repression. 

Drawing from the perspectives of the 
Subaliem Studies group in the Indian context, 
Santiago-Valles offers a revisionary .study 
of the colonised hy doing two things. First, 
in his avowed adaptation of Gayatri Spivak’s 
fommlation, he plots moments of change as 
plural and confrontational nither than transi¬ 
tional. The text records many such moments 
of confrontation. Second, he traces how 
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such changes are mariced by functional 
changes in sign systems (p 6). 

A significant aspect of Santiago-Valles’ 
deployment of post-colonial theory is his 
range. He moves constantly between 
registers, combining archival readings with 
feminist, psychoanalytic, and economic 
analyses. This contributes a striking density 
to his text. In the Puerto Rican context, this 
approach which we call ‘totalising’ has 
strengths as well as weakness. 

Significantly, for the charge of economic 
‘blindness’ levelled against some varieties 
of [lost-colonia! criticism, Santiago-Valles’ 
text is far from ignonng the materiality of 
oppression in favour of its textual aspect. 
His text is scrupulously researched with 
details of the economic dispossession of the 
non-propeitied clas.ses, details of criminal 
behaviour {‘popular illegalities’) and the 
historical tracking of the change in the 
inscription and regulation of crime (which 
further subjugated and criminalised the 
‘subalterns’) alongside socio-economic 
changes. 

Santiago-Valics‘ argument c!ai ms a casual 
and structuial link between cnminal and 
illegal activity aiuleconomic, factors induced 
by American colonialism. At the same time, 
the.se activities are textualised in the dis¬ 
courses justifying further punitive restric¬ 
tions, all subsumed under colonial 'surveil- 
l.-ince’. Increasingly, the Creole propertied 
classes associate themselves, in a typical 
colonial move, with the colonising law¬ 
givers, The argument linking ‘insides’ 
(subjectivity and sexuality) and ‘outsides' 
(“hard economic rcaliiics“) hinges on the 
correspondence his icxt attcmpls to establish 
between the colonial representations of 
‘popular illegalities' and the dispossessions 
that spawned them Petty crimes such as 
looting and stealing from farms by rural 
‘guerillas' arc linked in the first decade of 
U.S imperialism with famine and forced 
nomadism: homicides in the second decade 
are used to inscribe and regulate labour 
strife, and child nomadism in later decades 
IS linked to scarcity and high co.sts of living 
(p 2.1'l). The homicides and violence were 
typically read in racial or gendered terms 
and u.scd by the Creoles to disunce them¬ 
selves from the ‘internal Others’, as well as 
to emphasise these ‘others’ as degenerate 
and in need oi punitive action. There is a 
balance maintained throughout, between 
discursive and material. 

Santiago-Valles' account offers an inter¬ 
pretation that explains better than earlier 
Puerto Rican historiography certain features 
that characterise contemporary life in Puerto 
Rico. His focus on the non-worker or the 
sub-prolelanal(Marx’s‘lumpen’)challenge.s 
the attempt, under the sign of Marxism, to 
‘produce’ a struggling woiKing class in the 
197()s and 1980s aiialy.ses. In this sen.se, 
,Santiago-ValIes challenges the s<>cio- 
historical analysis earned out during the 
1970s and 1980s by Puerto Rican radical 
historians and sociologists.’ Their emphasis 
had been the documentation of the working 
class and Us culture along the lines of E P 
Thompson. Their point of departure had 


been the industrial and agricultural proletariat 
and their efforts at developing a political 
pole of strength during the first half of the 
century. A progressivisl, positivist, mode of 
productionisi bent, under the sign of 
Marxism, characterised these efforts. 

Nationalism, on the other hand, was 
another marker of anti-imperialism, which 
was however eager to identify the formation 
of a Puerto Rican national identity with the 
exclusion of the “evil disposed classes" that 
Santiago-Valles emphasises. The text points 
to elite appropriation of the anti-colonial 
platfonn. 

In other words, this study is a departure 
from the convciiliunal Marxist accounts (in 
dominant Puerto Rican historiography) of 
the development ot capitalist modes of 
production and consequent cultural patterns. 
The theoretical explanations as well ns 
consideration of other sectors not tied to the 
logic of production were hardly examined. 
Santiago-Valles’ valuable and innovative 
focus on the non-worker ties up with the 
peculiarity ofPuerlo Rican insertion into the 
work regime. It throws light on the pathology 
of the Pucrui Rican. hi.s/hcr ‘docility’ in 
terms ol hi.s/hcr non-.subsumption within the 
real regime ol labour. Aiiihroiiolugists have 
noted the Puerto Rican’s resistance to 
hierarchy, his/her reluctance to work in teams. 
As Santiago Valles shows, the transition 
from the formal (imposed externally) to the 
real (intcrnaiiscd by the workers) .sub¬ 
sumption of labour in Puerto Rico remained 
imcompictc. 

The author details the North American 
colonisers’ difficulty in subsuming the 
population v^ithin an industrial regime of 
work, attributing it to the "weakening effects 
and dark forces of a tropical nature” (p 67). 
Santiago-Valles reads this “opposition to 
working for anyone else” (p 69) as a result 
of “the nature of the forms of exploitation 
and the instabil ity of the dispos.scsscd .sector" 
ip 64). Nomadic work and a variety of 
sources of income, legal and illegal, forced 
these sectors to shift con.stantly between 
places and forms ot employment. Very 
.significantly, this focus on non-work helps 
explain the present where 7(; per cent of the 
population is outside the salaried wage 
structure. Comparisons can be made between 
the dispossession the bixik records and the 
conditon of the deskilled and expelled 
working force on the island today, with its 
concomitant ‘idleness rate’. Official un¬ 
employment rates in Puerto Rico are ap¬ 
proximately 18 per cent while idleness rates 
for the total population between 16 and 65 
years of age arc 70 per cent. This has moved 
it to a ‘tertiary’ service economy, a condition 
ol ‘peripheral post-industrialisation’ 

As Santiago-V.-'.lles stresses, cnminality 
and violence are the major official and 
unofficiarconcems on the island. Non-work 
and criminality continued to be linked in 
Puerto Rico, and Santiago-Valles’ study 
points out the historical antecedents of con¬ 
temporary criminality. As in Fernando Pico’s 
Los Galho Peleados (1988), the idyllic 
Puerto Rican past of nationalist mythology 
is shown to be illusory. I'he micro-disorders 


and tendency to lawlessness that spread out 
of the newly re-colomsed space are well 
described in an effort to explain modes of 
subjection. In contemporary Puerto Rico, 
the dispos.sessed figure crucially in the 
concern over criminality and violence, and 
in the resulting punitive discourses and legal 
measures apmst cnminals, drug users, and 
welfare recipients. For instance, during 1993 
and 19V4,49 communities in public housing 
projects have been ‘inicrvencd’ in by the 
Police and the National Guard in an effort 
to clean up ‘decency zones'. Urban and 
suburban areas wall themselves in and private 
security guards and gadgets are a common 
feature. While ofllcial statistics are high, the 
imaginary fear they sustain is even larger. 

Finally, we consider the charge of totali¬ 
sation. Using the colonised subaltern to 
understand c veiy single aspect ol the .society: 
race, gender, domestic violence, modes of 
accumulation - is impressive but prob¬ 
lematic. This ambitious totalising move is 
important in that it explains, better than 
dominanl Puerto Rican historiography, 
certain realities in Puerto Rico todaj. 'This 
premise allows a near total reinterpretation 
of the pemxl from the perspective of the 
dispossessed. It explains the process, ignore 
hitherto, ihiough which non-workers, the 
(leasants/subalieras, were constituted. 

However, there are many coiiirudictions 
that escape the totalising post-colonial 
paradigm. Santiago-Valles' account does not 
adequately convey the combination of 
resistance and conformity to the colonising 
process, expressed today in the Annexionist 
impulse. Vhc re.sistancc'Conformity in his 
text IS confinal toiheCrcolcs.andconfonnity 
withheld Irom the subaltern. It docs not 
explain why the sub-proletariat, even today, 
show.c a pro-American tendency and con¬ 
sistently votes for Statehood. 

Second, we raise a po.ssible negative con¬ 
sequence of the use of analysts as Memmi, 
Fanon and CesuiiC. While these analyses 
made crucial contributions to the under¬ 
standing of colonialism and its cultural, sub¬ 
jective and sexual dimensions, the results 
can be psychic cul-dc sacs lor the colonised. 
Viewing colonialism as determining colo¬ 
nised mentality results in a taxonomy which 
works to legitimise the inferiority of the 
colonised. In Puerto Rico, the discussion 
around the colonised psyche engendered a 
discourse of the docile Puerto Rican (who 
accepted the colonial condition 2 id lacked 
the drive to progress), even though the 
intentions were quite the opposite. Socio¬ 
logists, psychiatrists and psychologist who 
shared an anti-impenalist stance nevertheless 
provided the ‘empirical data’ which in turn 
certified Puerto Ricans us interior subjugated 
populations 

Finally, Santiago-Valles' claim about the 
voicelessness of the oppressed .sectors locates 
signifying power too exclusively in Creole- 
North American discourses. It entails the 
legitimation of a smglc otficial public sphere 
where one should aspire to be heard, rather 
than a multiplicity of other spheres where 
‘the othered’ do and did have a voice and 
are listened to. Ttiis suggests a ‘vacillation* 
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within the author's own methodology of the 
chronicling of everyday life. Discourses such 
as gossip Uhisme), whose popular and 
anonymous vixrality can be a way ol re¬ 
claiming culture from elite tcxtualities; music 
(like the little known ‘Las Cadenas’); and 
other expressions ot the popular everyday 
should also Ite seen to produce subaltern 
disturbances. 

Notes 

I See Elia Shohat, Notes on the I’ost-Coluniar, 
Sofitil Text. .tl t’ W in, Aijaz 

Ahmad, 'Marx on India'. In Theory. (7oof.v. 
Notions. Literaiures. Veiso. London. I992’227, 


THE chief concern ol the hook, which also 
defines its framework ol enquiry, is to 
challenge Michael Porier’s thesis of the 
limited role of government intcrvcniion in 
specific branches ol industry which arc 
deemed to be of naliunal impm lance. 
Accordingly, the authors have marshalled 
facts and evidence to indicale that govern¬ 
ment around the world have given altciilion 
and support to the roquirements of their 
machine tools industry. In the particularca.se 
of Brazil and India, which arc the chosen 
case Studies Inr in-depth examination. Ihc 
bottk attempts to analyse the alternative 
strategies the two countries could pursue in 
future in supporting their machine tools 
industry The other issues which are pertinent 
to the broad framework of the study include 
the interrelationship between the micro 
electronic revolution, development sti aiegies 
and international competitiveness. Succes¬ 
sive chapters discuss general issues ol tech¬ 
nological development and in particulai ot 
the electronii s revolution, the 1 ole of go\ ern- 
ment in a number ol coimiiics, the emerging 
context of worldwide compel ilion in machine 
tools, the role ol demand with respect to 
quality and price and hi.sloitcal response 
strategics to demand in the lorin ol import 
sub.stitutinn and import ilivcrsilication and. 
finally, analysis ot supply with particular 
reference to training of the labour loicc and 
the rise ol entrepreneurship. The concluding 
chapter evaluates the u.sefulncss of porter's 
iramework alter having examined develop¬ 
ments m Brazil and India as well as two other 
developing economies, Taiwan and South 
Korea. 

Since Porter’s thesis on 'the diamond ol 
national advantage’ occupies such an 
important part in the book under review, it 
IS important to briefly refer lo the basic 
elements of Porter’s thesis Portei's thesis 
concerns the impuriancc ol the competitive 
spirit ot individual firms and their environ¬ 
ment which evokes a keen response trom 


and Arif Dirhk, 'The Post-Colonial Aura: Third 
World Criticism in the Age of Olobaf Capita¬ 
lism’, Cntiiol Inquiry. 20, 2 (1994), 228-57. 

2 Abdul R Jun Mohamed. ‘The Economy of ilic 
Maiiichcan Allegory Tlic Funeiion of Racial 
.Dinerence in roluniahsi Literature'. Criinul 
Inquiry. 12 (1985), 

.1 .Sec for example, A yiiintero, ImcIiu Ohrero 
CEREP. 1972. and E Rivera and Kaphucl 
Ramire/, M ('nimvi i ulo lu Fiihniti, EJicioiK's 
Ihirucun. Kio Picdias. 1985 

4 John Jasobsen. 'Pcriphcial Post-Industri.i- 
li.sation Ideology, High Technology and 
Dependeni Developiiienr. A (Uiiin/;iny 
Inlerniitiniiiil Ihiin imon o/ Ijihoio. edited by 
James A CaiHiiaso Lyme Reiner Publishers, 
Kouldei, (.'(). 1987 


those 1 11 ms The ciilical environmental foicc 
IS ihc pressure excited by demanding buyers 
on the producer lo improve, mnovale and 
iipgiade. This in Uirii leads lo inicr-tirm 
conipetiiioii amongst ihe pioduccrs ^•a(•lor 
conditions and the rate of efliciciicy in 
creating, upgrading and deploying faciors ol 
production also assume importance. Lastly, 
the availability ol major mpiiis and (he 
imernaiionalcoiiipeiiiivcncssol home-based 
.suppliers .ire also a nccc.ssary mgrcdicnl 
These tour logeiher constitute the ‘diamond 
of national adv.iniagc’ according to Poitcr, 
who contends that government intervention 
has played a relatively minor role in enhan¬ 
cing competitive performance. Porter con¬ 
tends that IP the case of Japanese robotics, 
the early and sophisticated demand trom 
automobile and appliance industries led to 
the creation of competitive conditions and 
inter-firm rivalry m Japanese markets. 

However, as Wogart el al show, the actual 
policies and development paths lollowed by 
a number oldifferenicoiiiitricsdo not conUrni 
loPortcr’sihesis. Wastephall 1981 Istudying 
Korea has shown that infant industry 
protcciion has ‘woiked’. Fransman il98()) 
cites the example ol Japan lo show how 
luinous competition was conirollcd in the 
early infancy stage until firms reached com- 
petiti ve maiurily. Then there is the evidence 
ot the strong recuperation in hoili We.si 
Germany and Japan I olh iwing the destruction 
ot their indusliy in .second world wai The 
role ot MITI in particular has been widely 
conmicnicd on. particularly in its creation 
ol Japan, Inc. hruugh financing nuincious 
initiatives in the machine tools and auto¬ 
mation sectors such as CNC and FMS. The 
Japan Development Bank also provided easy 
credit and depreciation terms. Similarly, the 
UK government started demand .stimulation 
programmes aimed al specific technology 
sectors such as FMS, besides govccpnicnt 
supported R and D and suppoit to small 
hi-iech companies. Three other EEC 


counirieif - Italy. France and West Oennany 
had - programmes of easy credit for machi¬ 
nery purchase, research piomotion and 
subsidised R and O personnel costs. In 
Sweden, based on the recommendations of 
a group of social .scientists, .some 'leading 
edge' companies were financed for high- 
risk pilot projects. Other examples abound: 
a centre for the development of multi vendor 
hardware and software in Genoa, The 
Basic Rc.search in Industrial 7'echnology for 
Europe (BRITE), the FAMOS programme 
in tlexibic automated assembly are a tew 
of the impressive list of government suppor¬ 
ted projects as reported by UNISO. The US 
machine tool industry has not received 
exjilicit government support in R and D or 
olhcrwi.vc; in fact, in the US case, the macro¬ 
economic conditions (overvalued dollar, 
high public spending) helped foreign com- 
peiilion at the cost ol domestic producers. 
In the US case, however, the role played by 
detcncc demand historically in fostering 
machine tool devciopincni needs lo be borne 
in mind 

As all these msiances tend to show, 
governments across ihc world have had a 
role 10 play in nurturing competiiive 
devciopnvni in iheir nalioruil machine tools 
sector Thai, however, is only one pan of 
Ihe stoiy Films have lespondcd lo ihe 
imperatives oi technology development, 
taniamouiu lo a levolution m m.iiuitacturmg 
in the Iasi lOio 1.5yc.irs.inavarietyorways 
incliidme (i) changes m cost structure and 
out-smi!cmg, III) mercasmg design skills 
and R and D c.ipahilitics. (iiu system 
miegraling activities, (iv) lorming siralcgic 
.illiaiices with other fit ms and (v) extending 
m.irkelmg and services. These reS(ion.ses 
weie strongly supported by the presence ol 
a stiorig engineering sector an ambitious 
aiiiomobilc sector, a skilled ancillanes 
sector and government support, it is ihe 
muiuaily reinforcing nature of the diffcicnt 
activiiics that can uitimaiely make a 
ihficience between dynamic technological 
peifoimance and passive 'protectionist' 
policy Irameworks as has been the case in 
India in the past. 

As all Iho.se involved in the machine tools 
.sector will rccogni.se. thcuniveiscofniachinc 
tools production and dcvelopmeiii is a 
complex one even by the standards ot other 
technology .sectors. It consists of about 3.(XM) 
diftercni types of machine tools, each with 
us specialist assoitmcnl ut tools, accessories 
and aliachinenls. No country in the world 
manufactures every type of machine khiIs, 
yet the lop 35 machine tools producing 
countries in the world also account for 90 
per eeni of machine tool con.sumpiion. In 
other words, the universe is quite small and 
the acquisition of capabiliiy in this crucial 
sector IS well worth striving for by any 
developing country The authors have done 
well in keeping alive this core question ot 
industrial capability development and some 
of the options that developing countries can 
exercise. A more focused discussion of.this 
question would have enormously enhanced 
the valueoflhc book for practitioners, policy¬ 
makers and scholars on the subject. 


Government and Industry 

Sanjeev Ghntge 

Technology and Competitiveness: The Case of the Brazilian and Indian 
Machine Tools by J P Wogart, Aa.sha K Mehta and Arun Mehta; Sage Publications, 
1993; pp 175. 
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SPECIAL ARTICLES 


Convei^ence in Regional Growth Rates 

Indian Research Agenda 

Sug«ta Marjit 
Sandip Mitra 

Restriction on resource movements plays an important role in justifying convergence' in regional income levels. 
The existing theories do not highlight its importance. After providing a critique oj the Barro-Sala-l-Marlin (1995) 
approach, the authors present a very preliminary study on the Indian slates. It is observed that the .states have been 
‘diverging’ rather than converging in terms of their per capita income. 


I 

Introduction 

WITH the recent revival of interest in 
neoclassical growth theory, researchers all 
over the world have been talking about 
‘endogenous’ explanation of ’converging’ 
or ‘diverging’ national growth rates across 
the world. While the major part of this 
research has been focusing on the differential 
per capita growth rates among different 
groups of nations over a considerable length 
of time, a subset of them have been 
preoccupied with the question of 
convergence in regional growth rates within 
a specified geographic boundaiy. The idea 
of convergence is nothing new as it was 
buried in the conventional treatment of 
growth model a la Robert Solow. But the 
issues, those that have been made transparent 
through recent findings, seem to be quite 
interesting and have opened up avenues for 
further work in thi.s area. The literature on 
endogenous growth is vast, intense and 
growing. Moreover, the purpose of this paper 
is not to dwell at length on the topic, but 
to raise a few questions regarding the analysis 
of ‘convergence’ as applied in regional 
context. Interested readers arc recommended 
to go through the recent book of Barro and 
Xavier Sala-I-.Martin (1995) and references 
therein. 

We would first give a simple exposition 
of the problem of convergence as distinct 
from the problem of endogenising the long- 
run growth of per capita income. Then the 
thesis as to why convergence as a theory 
should be more suitable for comparing 
regiopal growth rates over time; would be 
critically discussed. We argue why regional 
growth models based on inter-regional trade 
and re.source flows would be useful analytical 
framework to analyse convergence at the 
regional level. Later we report our 
preliminary findings from the regions within 
India focusing on the phenomenon of 
convergence working with the movements 


in per capita state domestic product over 
time. In the last section we provide .some 
concluding remarks. 

II 

The Theoiy: A Critical Asses.snient 

We start from the standard Solow model 
Think of the steady state equilibrium 

( 1 ) 

k* 

where s - .saving rate; k* - steady state per 
capita capital stock; n - rate of growth ol 
population. 

The long-run growth implication of (1) is 
that the per capita income is constant over 
the long run. One could bring in endogenous 
rate of technological progress and <irgue t hat 
the percapita income in physical unit.s would 
grow at that rate. In a way the endogenous 
growth literature tries to remove the 
exogenity latent in the explanation ol per 
capita growth rate. While trying to explain 
long-run growth rate, the new growth models 
look for steady states characterised by 
positive per capita growth rates determined 
within the model. 

Another related question is derived from 
the otY-steady state behaviour of the 
economy. Supposing that for two countiies 
there are endogenously determined same 
steady state growth rates attainable in the 
long run. Now il we focus on the off steady 
slate and rank the economies according to 
their initial capital-laboui ratuLS, can we 
say somelhing specific about the growth 
paths of these economies towards the steady 
state? 

Solow model gives us a clear-cut aiiswci. 
The country with lower per capita capital 
stock, hence lower per capita income, will 
grow at a fa.ster rate. Thus, over time the two 
countries would converge in terms of their 
per capita income levels as well as the 
growth rates which arc assumed to be the 
same in the long run. This is an outcome 
due to the diminishing marginal productivity 


assumption in the Solow model. Lower initial 
k would imply higher r. From the Solow 
mixiel It follows that 

y = Itk) (2) 

i'' > 0, I- < 

^ = Hk) - nt > 0 for k < k*. 

dt Ik I 

dy.'dt f'(k)(Sf(k) i 

= TTiT) 

f)k I k ‘ . I' . 

+ s. Y < 0 (3) 

(.f) IS negative because ol the concavity of 
the produa' ion function, i c, f > 0 and f < 0. 
Therefore, initially if k, < k, then g, > gj. 
Note that the assumption ot a common saving 
rate or u common gmwth rate of population 
IS quite important. If we start from k, < k, 
but with s, > S| and/or n, > n^, g, can fall 
short ol g, implying divergence rather than 
convcigencc. 

I'o locus on convergence it is not 
necessary toeonccntralcon a positive long- 
lun growth of per capita income. Solow 
model provides the simplest demonstration 
of convergence - where an assumption of 
a positive long-run growth is not necessary. 
In the example above growth rate for each 
country is /.ero in the long run. Yet on way 
towards the steady state growth rates are 
positive and different depending on the 
initial condition. For studying convergence 
it IS not mandatory to incorporate optimum 
savings behaviour on the part of the 
individual agents as it is usually done in 
the formal models of endogenous growth. 
A constant savings rate is an adequate 
starting [Hiini to make one understand the 
basic idea of convergence. In fact the 
literature often falls to isolate what is and 
what IS not necessary to hammer home the 
e.sscniial point. 

The departure away from the phenomenon 
of convergence in national growth rates 
(henceforth growth rate would mean growth 
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rate of per capiu income) towanb regionil 
convergence euentlally hinges on the 
oompareUlity of the long*nia growth rates. 
Ifone could somehow control the diffeiences 
iacnidal growth accounting factors across 
nations, then one should get convergence as 
predicted by neoclassical growth models. 
Issues such as this have been discussed in 
Mankiew. Romer and Weil (1992). This is 
sometimes interpreted as ‘conditional 
Gonveraence*. B«io(1984).BarroandSala- 
I-Martin (1991,1992) arpie that regions 
within a national boundary sharing same 
legal and institutional smicture could not 
differ much (in principle) in terms of their 
long-run growth rates. In other words, the 
crucial factors determining the long-run 
growth rate tend to be similar for these 
regions. Since we would be mostly concerned 
with the theoretical weakness of this 
approach, we shall abstain from going into 
the intricacies of empirical assertions. 
Interested readers can Quah (1993)' on 
poasiMecriticismsoftheBarTo-Sala-I-Maitin 
econometric approach. We now lay out our 
basic reservations against the thmretical 
approach towards convergence in regional 
growth rates. 

m 

Reaourcc Mobility and 
Convergence 

The empirics of regional convergence 
suggests fairly low rale of convergence 
over time. It is revealed that the speed of 
convergence is quite similar across different 
data sets. *p'. the speed of convergence 
measure as deveioped by Barro and Sala- 
1-Martin (1995), tends to be 2-3 per cent 
per year in the previous contexts. A straigh¬ 
tforward theoretical puzzle haunts us in 
this comext. If we consider two regions 
with different teal rates of return to capital, 
why does capital not move instantaneously 
to equalise these? In other words, with 
perfect resource mobility we must have 
immediate convergence of per capita 
income ievels. Such a lesson is not unknown 
to neoclassical economics. There is an 
extensive literature on capital movemem 
in the theory of international trade with 
rich set of results involving commodity 
and factor trade (see Jones (1967)). 
Resource flows across countries often do 
not follow theoretical prediction. Huge 
premiums may persist in global rates of 
return and there are reasons why that is so. 
This may be an outcome of country specific 
risks which would be reflected in the rates 
of return differential. But the regions within 
a country must not be so diverse as to 
preclude free movement of resources and 
goods. 


The problems of demonatradng the idea 
of convergence in a typical Solow-type 
model is that it tends to ignore a prominent 
feature of neoclassical description. 
Interestingly ^wth economists wereaware 
of this (miblem. Bvro. Mankiew and Saia- 
1-Martin (1992) have discussed capita) 
mobility in neoclassical models of growth. 
There also the idea of convergence across 
nations is sustained through a kind of 
imperfectim in the capital market. 

It is obvious that over time, as two regions 
approach similar steady states, dlffoential 
rates of return persist but the gap narrows. 
Hence, it must he true that during such a 
phase capital (or labour) is not allowed to 
move or there are inherent mobility barriers. 
The idea of convagence is sustained by 
imperfect mobility of resources, nothingelse. 
Diminishing marginal productivity as 
reflected in the concavity of production 
function cannot do justice to the idea of 
protracted convergence if resource mobility 
was perfect. The fundamental question 
therefore is why resources would beimmidrile 
between ‘regions’ which share many 
common characteristics not shared by 
different ‘nations'. 

Fim.howtosustain ‘iowpercapitacapital 
stock, high growth’ relationship with some 
degree of resource mobility. This is a 
theoretical problem involving regional trade 


and inveaitment. The trade-theoretic 
counterpart ef the problem is 'why factor 
prices would not be equalised among 
regions’? 

Second one is empirical. One has to find 
out evidences indicating whether resources 
are immobile between regions. Suppose 
one could find someevidencethat resources 
are somewhat rigid with respect to their 
locations, then the theory of convergence 
has a basis resting on the concavity of the 
production function. But evidence to the 
contrary must mean that there is something 
else going on. Resource mobility would 
mew much faster rate of convergence 
within the Solovian structure. 

Borro wd Sala-l-Martin (1995) analyse 
the relationship between migration and 
growth. They show that for the US 
economy, migration, ceteris paribus, 
does not respond much to differences in 
the levels of per capita income. (3n top of 
this, movement of labour does not signi- 
ficwtly alter the convergence rate. The 
first part implies that there is not much 
movement in response to the market signals. 
There may be ’region-specific’ features 
guiding the movement of labour and such 
restricted movement may be causing the 
result. 

The delinking of the idea of convergence 
from the sphere of ‘nations’ to 'regions’ is 


Table ; Data 


Stale 

PCNSDPin Base 
Pd(l960) 

(Rs) 

Average Annual 
Growth Rate of 
PCNSDP 1961-62 

U>g s, - Log 2 

E,-i 



8 



Amhira Pradesh 

5.T0 

1.46 

-41.04 

-0.5 

Assam 

.S35 

0.52 

-0.04 

-1.44 

Bihar 

389 

1.09 

-0.18 

-0.87 

Gujarat 

687 

1.24 

0.08 

-0.72 

Haryana 

650 

2.58 

0.05 

0.62 

Himachal Pradesh 

6.10 

1.23 

0.03 

-0.73 

Jammu and Kashmir 

485 

1.36 

-0.08 

-0.60 

Karnataka 

526 

2.0 

-0.04 

0.04 

Kerala 

509 

0.8 

-0.05 

-1.16 

Madhya Pradesh 

508 

3.09 

-0.06 

1.13 

Mahaiashira 

745 

1.67 

0.11 

-0.29 

Manipur 

339 

2.16 

-0.23 

0.20 

Orissa 

236 

3.36 

-0.39 

1.40 

Punjab 

790 

2.90 

0.13 

0.94 

R^jasihan 

519 

1.33 

-0.05 

-0.61 

Sikkim 

826 

4.56 

0.16 

2.60 

Tamil Nadu 

558 

1.64 

-0.01 

-0 32 

Tripura 

517 

0.77 

-0.05 

-1.19 

Unor Pradesh 

4.53 

1.26 

-0.11 

-0.70 

West Bengal 

737 

1.13 

on 

-0.83 

Arunochal Pradesh 

4.56 

3.67 

-0.10 

1.71 

Delhi 

1047 

1.21 

0.26 

-0.75 

Goa. Daman. Diu 

915 

3.32 

0.20 

I..16 

Pondicherry 

815 

2.60 

0.15 

0.64 


2a576.459 g- 1.96 logx-2.T6 


Sources: I Esiimuies ef Stale Otuuestic Product, CSO (various issues). 
2 Ecawmtic Survey (yatuw 
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PUiuu; Anniml Growth (1961 *6210IMMO) OF PCNSDP 



Base PD PCNSDP 


Andhra Pradesh (h. Assam (2), Bihar (3). Ouiarai (4). Haryana (S). Himachal Pradesh (6). 
Jammu and Kashmir (7), Karnataka (8), Kerala (9). Madhya Pradesh (10). Mohanishtm (II), 
Manipur (12). Onssn (1.3), Punjab (14), RiyaMhan (15), Sikkim (16), Tamil Nadu (17), Tnpura (18), 
Utior Pradesh (19), Weal Bengal (20). Arunochal Pradesh (21). Delhi (22). Goa. Daman, Dm (23). 
Pondicherry (24) 

PCNSDP stands for per capita net slate domestic ptoduct 


justified because regions are much more 
'homogeneous' and therefore they vrouid 
tend to converge towards similar long tun 
steady states. Yet they must be 
'heterogeneous' to some extent also. Such 
‘heterogeneity' gives btith to the perststem 
intcrest/wage rate differentials so that 
resource movements are not spontaneous. 

IV 

IntUaii Research Agenda 

A salient motivation of the entire planning 
process was to reduce the extent of regional 
disparity. The turning point of 1991-92 is 
meant to be justified by tlie overall failure 
of the planning process. A natural question 
to ask is: liow diffeient states in India have 
fated in terms of per capita growth rate over 
the last 40 years or so. Has there been a 
tendency for the states to 'converge'm the 
sense discussed earlier? The evidences so far 
for the regions within the US. among the 
Japanese pcrfectures and group of (KCD 
nations have been quite convincing, aldmugh 
the theoretical justification is weak. India 
docs throw up a magnifying research agenda 
as to whether the states can be treated as 


‘regions’ or ‘separate countries’ within a 
country. 

’The most intriguing problem is to create 
and test a comparable and reasonable data 
set encompassing the states for a large 
number of periods. At this stage it is not 
done and we go by the CSO various issues, 
and the economic survey. We are not 
producing any kind of econometric exercise 
in this paper. Our task is to find out whether 
there is any a pnori reason to believe that 
the states within India have been converging 
to some extent. Some degreeof convergence 
would support the view that the centralised 
planning process did help in removing a 
particular element of disparity. 

Data available to us go from 1961-62 to 
1989-90collected from CSO various issues: 
economic survey and the Centre for 
Monitonng the Indian Economy manual. 
Theentireexercise is a ‘first approximation* 
and should not be taken as an end in itself. 
We have converted all per capita net sttte 
domestic productintermsof 1970-71 general 
price levd. Hence, they are all expressed in 
1970-71 prices. We are aware of the 
measurement error so caused by not allowing 
the individual state price-levels to be the 


deflators. We propose to do it in our 
subsequent woric. In the table we have 
tabulated the base period(196l-62)p«r capita 
net state domestic product (PCNSDP) at 
1970-71 prices and the average growth rate 
for the entire period. The figure represenu 
the proportion between the base period 
KNSDP (x,) for each state and the average 
(x) expressed in loganthmic terms (log x, • 
Ic^x). The vratical axis denotes the deviation 
from the average growth rate (g, - J) of 
PCNSDP. The numbers corresponding to 
each state are given in the table. 

The figure suggests some interesting 
patterns. First note that a clear-cut ‘negative 
relationship’ between the variables is absem. 
While Manipur and Onssa starting from a 
low base period income have jpown faster 
and West Bengal did exactly opposite there 
is a large band of states such as Tripura. 
Jammu and Kashmir, Andhra Pradesh. 
Tamil Nadu. Himachal Pradesh which started 
from different levels but roughly grew at the 
same rate. Karnataka. Haryana. Punjab, 
Sikkim, started with relatively strong base, 
and continued to grow at a faster rate. Kerala 
and Aninachal Pradesh started with a similar 
level as the other states belonging to the 
thick band in the middle, but grew much 
faster. 

If one ignores the states such as Onssa and 
Manipur, the doned art work shows roughly 
an upward drift. This suggesu that prima 
facie there is no evidence that the states in 
India have been converging in terms of the 
PCNSDP. In fact we havean evidence which 
suggests that barring the states belonging to 
the thick band, strong states grew even 
stronger. 

This observation poses two distinct 
challenges to the existing and dominating 
strand of theory explaining regional 
convergence. First, if we assume that each 
state IS progressing towards its own 
’steady state', then clearly these ‘steady 
states' do not seem to be the same. Even at 
the regional level we observe a feature that 
endogenous growth theonsts bdieve a typical 
'cross-country' experience, i e, poorer 
countries growing at slower rate than the 
richer ones. 

Second, the simple ‘Solow type' con¬ 
clusion whereby the regional convergence 
follows from the basic law of diminishing 
returns, cannot be sustained Hence, it 
requires a separate analyucai framework to 
capture the ‘divergence’ phenomenon at the 
regional level. 

V 

Concluding Remarks 

We have tried to present a summary and 
a entique of the ‘convergence hypothesis 
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quite popular these days in the literature 
on endogenous growth We have presented 
certain figures (or the Indian slates for 
the last 30 years and showed that they 
behaved differently from the regions within 
the US. Japan and the OECD nations We 
admit a couple of limitations legarding the 
data set Alsu Barro and Sala-I-Martin 
(1992) had a data set covering about 
100 years lor the regions within the US 
We do not have it We tried to look at the 
30>yeat period preceding the phase of 
ongoing liberalisation and found some 
reasons to question the application of the 
standard theory We propose to do the 
following 

Wc would like to persue a full-fledged 
econometric exercise to precisely show the 
pattern ol ‘diveigence’, after coirectmg 
the data with state-level deflators Second, 
we shall try to build up a theoretical 
model that suits the observation after 
isolating the reasons for the pattern of 
state-level growth rates For example, wc 
shall analyse whether allocation of 
developmental assistance by the central 
government had anything to do with such 
pattern A senes ol alternative measures of 
per capita growth rates would be attempted 


as well as some analysis would be done 
on convergence or divergence at the sectoral 
level, I e. in agriculture, manufactunng, 
etc All said and done, we do feel that 
focusing on per capita income levels is 
Itself a narrow objective It would be nice 
il a massive effort is put in to construct 
human development index for each state 
and the evolution of such indices over 
time ^ 

Notes 

(Wc are indebted to Amitava Bose Dipankur 
Dasgupta Pradip Main Mihii Rakshit and 
Abhirup borkar furinformal discussion The usual 
disclaimer applies) 

1 Quah (1993) argues that Barro-regressions 
suffer from 'Gallon' fallacy It is quite 
possible that the negative relationship 
between per capita income and growth rale 
just dcpii Is the stationary distribution and 
there may not be any long-run tendency 
of c mvergence 

2 For different types ot convergence' 
studies involving variables other than per 
capita national income in the conieni of 
the US economy refer lo Bishop et al 
(1989) 


* 
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Conflicts between rural PEOPLE AND PROTECTED AREAS 

communities and wildlife Towards Partidpatoiy Conservation in India 
conservationists have ASHISH KOTHARI, 

become common in India. NEENA SINGH and SALONl SUM 

This volume—which brings 

together contributions from forest officials, wldlife experts, academics and 
social activists—explores ways to resolve these conflicts. The contributors focus 
primarily on India’s vast network of national parks and sanctuaries, which not 
only contain a significant part of the country’s remaining natural ecosystems 
and wildlife, but also provide shelter and livelihood to several million people. 
1996 ■ 276 pages ■ Rs SSO (doth) ■ Rs 196 (paper) 


ENVIRONMENTAL POUTICS 

People’s lives and Development Choices 
SUMl KRISHNA 

not had a major impact on people’s fives or on 
sharingthe environmentalists’concern about' 
the direction of development, the author 
provides instead an introspective analysis 
of the en3aroiunental movement and debate. 


This book is an original, 
thought-provoking and 
gender-sensitive enquiry into 
why environmentalism has 
development policy in India. While 
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Di vmification of E(»noinic Activities and 
Non-Agricultural Employment in Rural Gujarat 

Jecmoi Unni 

A household may diversify its activities by increasing the number of workers in the household or by the participation 
of each member in more than one economic activity. The latter is the focus of the discussion here. This paper views 
diversification of economic activities and participation in non-agricultural employment from the perspective of an 
individual worker in a rural household. His/her decisions regarding whether to participate in economic activity, the 
number of activities to undertake and the sector (agriculture or non-agriculture) of activity are combined and analysed 
in a single multiple choice model. 


THE structure of employment in the economy 
is expected to shift relatively away from 
agriculture and towards industry and services 
with economic growth. The analysis of 
successive Indian censuses had not indicated 
any such shift until quite recently. In the last 
two decades some diversification of 
employment towards the non-agricultural 
sector in rural India has been observed. An 
interesting debate on the processes that 
lacilitatc or retard the growth of non- 
agricultural employment in the rural economy 
ensued In an earlier paper, a review of 
available evidence, suggested two divergent 
dimensions leading to such diversification.' 
These were broadly termed ‘agncultural 
giowth led diversification’ and ‘distress 
diversification’. A scries of papers has later 
tried to grapple with the problem of 
disentangling the cftect of the two divergent 
phenomena with varying degrees of success.^ 

The processes of diversification can be 
analysed at two levels - the regional level 
and the individual or household level. Most 
of the studies have utilised regional level 
(state/district/village) data to analyse the 
problem. In the majority of studies at the 
aggregate level, the relationship between 
various macro indicators such as, agncultural 
development, urbanisation, poverty and 
unemployment, and the proportion of non- 
agricultural employment were studied. Some 
studies have attempted dynamic associations 
using growth of non-agricultural employ¬ 
ment over two time points with changes in 
various macro indicators during the period.' 
These relationships were used to analyse 
whether the growth of non-agncultural 
employment at the regional level was growth 
led or distress induced. 

While this is an interesting approach, it 
is of limited use to understand the reasons 
and processes by which an individual or 
household diversifies its economic activities 
orengages in non-agricultural activities. This 
can be understood only at the micro level. 
■The household is the basic decision-making 
unit for the allocation of family labour bet¬ 
ween various economic and non-economic 
activities. The process of diversification into 


non-agricultural employment has to be 
viewed differently when looked at from the 
dynamics of household decision-making. 

In this paper I propose to view the 
diversification of economic activities and 
participation in non-agricultural employment 
from the perspective of an individual worker 
in a rural household. From this perspective 
the aggregate macro arguments for 
diversification of economic activities can be 
restated as follows. Diversification can occur 
from a position of strength as a process ol 
investment ot surplus generated from the 
primary activity, agriculture or non-agri- 
culture.’* Thiscan also be viewed as a process 
of diversifying risks in production. Multiple 
economic activities can also occur from a 
position of vulnerability and used as a 
household strategy of survival. This would 
involve long hours of work at very low 
levels of labour productivity.' 

EcXINOMIC DiVI-RSinCATION OF HOU.SF.HOLDS 

Gujarat is an industrially and agriculturally 
developed state located in the western part 
of India. There are, however, significant 
intra-state variations in levels of industriali¬ 
sation and agncultural development. A 
significant part of the state is semi-arid w ith 
limited irrigation facilities. Bulk of the 
agricultural activity in this region is under¬ 
taken dunng July to January, the official 
monsoon and winter seasons. 

A primary survey was conducted in 30 
villages belonging 10 five districts of Gujarat 
state in India in 1988-89. The number of 
households selected were 3,760, using a 
stratified random sample. The households 
in each village were stratified into four 
categories, viz, cultivators, agricultural 
labourers, household industry (including 
skilled workers) and other non-agncultural 
households. All households engaged in 
household industry were surveyed. Besides, 
one-fifth of the cultivator and agricultural 
labour households and one-thiid of ‘other’ 
households were randomly selected tor the 
primary survey. Information on individual 
and employment characteristics of all 


members of the household and household 
assets was collected for the year 1987-88, 
which was a drought year This forms the 
data-base for analy.sis in this study. 

Rural households undertake, often 
simultaneously, a variety ol agncultural and 
non-agncultural activities Consequently, 
their participation in non-agricultural work 
cannot be adequately analysed without 
undertaking the relation between agricultural - 
and non-agncultural activities. Moreover, 
the nature of participation of household 
members in economic acii vines is inllucnced 
by their access to land and other as.scls, etc. 

Table 1 presents the weighted percentage 
distribution ot huu.sehulds in the sample 
village.! by their major souice of household 
income.'' This number of households in the 
villages surveyed is also c.siimatcd. Less 
than halt (about 45 per cent) of the households 
has agriculture as their major source of 
income. The proportion ot households 
undertaking non-agricultural activities as 
their primary source of income may be little 
high due to the drought that prevailed during 
the reference year, 1987-88. A relatively 
large proportion of households are found to 
be dependent on scarcity relict works in the 
districts of Bhavnagar and Mehsana. 

In addition to the major source of income, 
the households in the study villages parti¬ 
cipated in a variety ot subsidiary activities. 
Table 2 indicates the average number of 
sources of income reported by households 
with different major sources of income in 
the selected districts. On an average, the 
surveyed households had 2.3 sources ot 
income; the number ranged between .1 high 
of 2 7 for cultivator households and low of 
1.8 for households primarily engaged m (a) 
allied agriculture and (b) other non-ugn- 
cultural activities. In general, apart from 
cultivators, households primarily engaged 
in scarcity relict work and other non-agncul¬ 
tural labour reported more than the average 
number of sources ol income. Villages in 
Bhavnagar provided the only exception. 

Table 2 also shows the proportion of 
households thatdid not report any subsidiary 
sources of income and specialised in only 
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one economic acdvity. Omail, this pro- 
poftion wu higher among non-agricultund 
households than among agricultural 
households in all our ‘surveyed’ districts. 
The percentage of households reporting 
subsidiary source of income was higher 
among households primarily engaged in 
cultivation, scarcity relief work, non- 
agricultural wage labour and agricultural 
wage labour. In all, inily about 24 per cent 
of households reported no subsidiary source 
of income. This proportion was relatively 
high in the districts of Bhavnagar and Vaisad. 

Tabie 3 suggests that access to land pro* 
vides more possibilities of diversification. 
'The households primarily engaged in scarcity 
relief work more often had access to land 
than other non-agricultural households, 
presumably because many households 
engaged in scarcity work had to abandon 
cultivation due to drought. This perhaps 
explains the relatively high proportion of 
households with only one source of income 
in Bhavnagar district. 

Information was also collected in the 
primary survey on the nature of the subsidiary 
source of income of the household. Table 
4 provides a cross-tabulation of households 
by mayor and subsidiary sources of income. 
1110 subsidiary activities engaged in most 
often were allied agricultural occupations 
(40 per cent of households) followed by 
agricultural labour and cultivation. About 
10 per cent of households reported scarcity 
relief works as a subsidiary activity. The 
proportion of such households was, however, 
higher among cultivators and non-agri- 
cultural wage labourers. The latter probably 
worked as agricultural labourers, in a primary 
or subsidiary capacity, during a normal 
agricultural year. Panicipation in non-agri- 
cultural activities such as self-employment 
in manufacturing, trade and regular 
employment on a subsidiary basis was quite 
limited. In general, most of the non- 
agricultural households reporting 
subsidiar) activities had subsidiary income 
from agricultural activities (except for 
agricultural labour), the latter often were 
made possible by access to land. 

Process of Household Economic Diversi- 
ficaiion'. Diversification of economic acti¬ 
vities at the household level can occur through 
two processes. The household may diversify 
its activities by increasing the number of 
workers in the household, engaged in 
different economic activities. Or it may 
diversify by the participation ofeach member 
in more than one economic activity. 

Table S presents the work participation 
ratios (Wnts) by the major source of house¬ 
hold income. In order to understand the 
gender dimension to economic diversi¬ 
fication the analysis at the level of individuals 
is done separately for men and women. The 
female WPRs are lower than males, as 
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SoavleVUIaiesof 



ofHouaeiiold 

Income 

Bhavnagar 

Mebsana Panchmahab 

Vaisad 

Vadodara 

' All 
Disiricu 

AH agricttltunl HHs 

23.0 

50.6 

40.3 

49.6 

57.1 

45.2 

Cultivaiors 

10.3 

30.6 

29.1 

16.6 

24.0 

22.6 

Allied agriculture 

S.g 

.3.5 

0.4 

2.0 

1.8 

2.6 

Agricultural labour 

3.9 

I6J 

10.8 

31.0 

31.3 

20.0 

All noa-agriculiuml HHs 

71.0 

49.4 

39.7 

30.4 

42.9 

54.7 


(48.2) 

(22.9) 

(50.6) 

(50.0) 

(40.2) 

141.4) 

Scarciiy work 

29.8 

26.5 

9.1 

0.4 

2.7 

13.3 

Other non-agticulinral labour 17.0 
Regular employment in 

3.3 

6.1 

16.2 

5.8 

9.3 

non-agriculture 
Self-employment in 

10.9 

6.7 

25.1 

23.5 

24.3 

18.1 

manufaciuriiig 

6.1 

4.1 

4.8 

2.6 

2.7 

3.9 

Self-empioyroeni in trade, etc 9.4 

4.9 

10.5 

3.7 

3.0 

6.4 

Others 

4.5 

3.9 

4.1 

4.1 

2 1 

3.7 

All HHs 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Number of sample HHs 

664 

779 

716 

801 

800 

3760 

Estimated no of HHs 

2282 

3097 

2426 

2847 

3052 

13704 


Ntnts: I Figures in parenihetes report the proportion of non-agriculttirat households excluding those 
engaged in scarcity work. 

2 HHs -Households. 


Table 2' Avermw Nusiam of Soubces of Income Per Household by Major Source of 
Household Income 

Major .Source 
of Household 

Income 



Sample Villases of 



Bhavnagar Mehsana 

Ponchmahals Vaisad Vadodara 

All 

Disincts 

Cttllivalion 

2.9 

16 

3.1 

2.6 

2.5 

2.7 


(11) 

(4J) 

(II) 

(11.2) 

(7.9) 

(5.6) 

Allied agricuituR 

1.7 

1.7 

2.0 

1.8 

12 

1.8 


(513) 

(50.0) 

(0.0) 

(321) 

(107) 

(40.6) 

Agricultural labour 

2.5 

II 

2.7 

II 

13 

23 


(13.3) 

(28.5) 

(7.6) 

(33.0) 

(16.0) 

(219) 

Agricultural households 

2.4 

2.4 

3.0 

13 

2.4 

15 


(18.4) 

(15.4) 

(3.6) 

(25.7) 

(12 4) 

(15.3J 

Scareiiy work 

2.1 

12 

3.3 

3.5 

3.5 

24 


(22.0) 

(23.0) 

(1.4) 

(00) 

(0.0) 

(18.8) 

Other non-agricullural wage 







labour 

1.9 

2.6 

3.1 

2.6 

15 

2.4 


(36.2) 

(15.8) 

(4.7) 

(16.9) 

(16.9) 

(21.3) 

Regular employmeni in 







non-agricullure 

2.3 

12 

2.0 

2.0 

20 

2 1 


(36.3) 

(8.7) 

(38.0) 

(36.3) 

(40.4) 

(37 2) 

Self-employment in 







manufacturing 

1.9 

12 

2.0 

2.2 

13 

11 


(43.2) 

(4.9) 

(34.2) 

(23.3) 

(301) 

(32.3) 

Self-enqiloymem in trade. 







hotel, etc 

1.9 

2.0 

1.7 

1.9 

23 

1.9 


(40.9) 

(7.6) 

(54.3) 

(42.9) 

(19.7) 

(3V.9) 

Others 

II 

1.6 

II 

1 6 

1.8 

1.8 


(27.0) 

(10.7) 

(38.0) 

(53.8) 

(53.8) 

(46.0) 

Non-agricultural households 

2.0 

12 

12 

12 

2.2 

2.2 


(31.3) 

(27.1) 

(31.6) 

(31.1) 

(313) 

(30.6) 

Ail households 

II 

13 

15 

12 

2.3 

13 


(28.5) 

(21.1) 

(20.3) 

(28.4) 

(20.9) 

(23.7) 

Note: Figures in parentheses report the proporbon of non-agncnitural households A'lthoui any 

subsidiary sources of Income. 






Tabu 3; Numier of Sources of Income Per Household rjr Bach Land Status Grouf 

Operational Holding 


Sample Villages of 



Category Bhavnagar 

Mehsana PanchmaliBls Vaisad Vadodara AH Districts 

Landless 

1.9 

1.8 

1.7 

1.6 

1.9 

1.8 

Snuill 

2.4 

2.6 

3.1 

2.7 

2.9 

18 

Medium 

15 

15 

31 

18 

19 

18 

Large 

2.4 

2.7 

3.0 

3.0 

15 

2.7 

Landed 

2.4 

16 

3.1 

18 

18 

28 

All households 

li 

13 

2.5 

2.2 

13 

13 
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groups is also greater. Tlw WFR is higher 
in agrlcultiffal households as compand to 
non-agricuUurel households. This was true 
for all disulcu except among males in 
Mehsana, perhaps due their higher parti¬ 
cipation in scarcity relief works. Earlier it 
was observed that agricultural households 
also reponed a larger number of economic 
activities. 

Among the non-agncultural households, 
those primarily engaged in scarcity relief 
work had the highest WPR, particularly 
among women. ThefemaleWPRs were lower 
in all types of iKin-agricultural households 
(except those predominuitly dependent on 
scarcity relief works) when compared to 
agricultural households. 

Economic diversificttion of die household 
also occurs with the participation of eiKh 
member of the houseirald in mote than one 
economic activity. Table 6 presents the 
average number of economic activities per 
worker by household groups. Male members 
in agricultural households were found to 
participate in more economic activities 
compared to non-agricultural households. 


11w (ipposim was true fbr ftmale rnernbers. 
However, both men and women in 
households primarily engaged in cultivation 
and scucity work reported the maximum 
number of activities, about two per worker. 
The number ofeconomic activities per worker 
was higher among landed tim among 
landless households (Table 7). Eariler we 
had observed that access to land provided 
possibilities for diversification to the 
household. 

MuLTiaE Activities Pex Wosker: 

'Die Model 

The analysis so far suggests that 
households in rural Gujarat diversify their 
economic activities through two processes. 
That is, by increasing the number of workers 
in the household and/or by each worker 
undertaking more thanoneeconomic activity. 
In tMs paper I shall analyse the second type 
of process; What determines the individual 
household member’s choice of economic 
activity? 

'The choice of occupation consists of a 
number of inter-retiUed decisions. Prom an 
individual’s point of view these ore: whether 


to work (participate in economic activity): 
and if yes, how many aaivities » undertaki 
and the nature of the economic activities, eg, 
agricultural/non-agricullural or sell/wagi 
employment. 

'To elaborate, the basic choice of wheihe 
to participate in economic activity consist! 
oftwo additional dimensions.’Theindivktual 
chooses the nature of economic activity - 
agricultural or non-agricultural (sector oi 
activiiyVwage or self-employment. Further 
he chmses whether to specialise m one 
economic activity or diversify imo mon 
than one economic activity. Since thesi 
choices are made simultaneously by tht 
individual we combine the decision! 
regarding work participation, number ol 
activities and sector of activity into a singli 
multiple choice model. The analysit 
regarding the choice of self versus wngi 
employment was analysed elsewhere.^ 

The occupational choice model consisL' 
of five choices as follows: (1) The indi vidua 
specialises in only one agricultural activity 
(2) He/sheis primarily engaged in agricultura 
activity and also undertakes a secom 
economic activity in any sector; (3) Hh 


Tabu 4 PESCEirrAoe of Householm RGrosTiNa Various Sussimary Sources of Income rv Maior Source of Househtiio Income. Au. UisTRim 


Major Sources of 
Household Income 


Cultivation Allied 
Agriculture 


_ SUbskMarv Source of Income _ 

Agncttliural Scarcity Non-Agikul- Regular Self-Emp- Self-Emp- Othen Esiimaied 

Labour Work iutol Wage Employment loymeni loyment No of 

Labour in Non- inManu- in Trade, Houae- 

Agticuhttie facittcing Hotel, etc holds 


Culuvation - 74.2 34.3 20.S IIS lit 3.5 5.7 10.9 .T093 

Allied agriculture 22.4 - 27.3 5.0 3.3 0.8 3.0 3.3 16 6 362 

Agricultural labour 33 1 34.7 - 6.3 11 8 2 7 2.1 4.4 8.4 2746 

All agriculiural households 16.0 52.4 18 7 13.3 III 6.8 2 9 5 0 10 1 6201 

Scarcity work 27.3 41.0 .39.0 - 9.3 4 4 4.2 4.6 7 4 1816 

Non-agriculiural wage labour 33.9 39.2 36.3 16.2 - 2.9 2.4 2.4 9 2 1275 

Regular employment in 

non-agncullure 27.0 27.0 18.1 6.7 6.5 - .3 1 4.8 11.3 2481 

Self-cmploymeni in 

manufociunng 18.9 19.7 22.1 8.5 9 1 6.1 - 11.9 9 8 2.539 

Self-employment in Unde, 

hotel, etc 13.2 20.4 15.7 6.1 5.2 6 3 4 4 - 15.4 879 

Othen 11.3 189 10.3 7.2 1 8 3.9 12 8.0 - 513 

Ail non-agricultural 

households 25.0 30.6 25.7 6.8 5.8 3.0 3.1 4.5 9.6 7.503 

All households 20.9 40.4 22.5 9.7 8.2 4.7 3 0 4 7 9 8 13704 


Taru 5: Worker Population rv Major Source of Household Income 


Major Sources of 
Household Income 



Cultivation 

53.6 

54.4 

53.5 

55.5 

60.0 

57.5 

54.5 

517 

.57 3 

55 7 

560 

Allied agriculture 

49 0 

45.8 

654 

.58.6 

66.7 

75 0 

5P9 

52 3 

58 9 

71.2 

564 

Agricultural labour 

58.0 

46.0 

54.0 

56.1 

58.8 

52.4 

.57 6 

49.2 

62.5 

62.0 

58.8 

All agricultural houieboldi 

53.6 

50.0 

54.3 

.55.8 

59.8 

56.3 

56.5 

502 

59 9 

59 4 

57.2 

Scarcity work 

52.4 

57.0 

58.3 

62.9 

51.5 

58.3 

75.0 

667 

607 

75.6 

55.3 

Non-ogricuhurd wage Mbour 

52.7 

33.2 

58.4 

46.2 

54.6 

54.6 

57 3 

40.2 

56.0 

42.9 

55 2 

Regular employment in non-agriculture 

544 

37.6 

46.3 

.19.2 

50.9 

32 2 

48.1 

26.7 

51.8 

316 

50.4 

Self-cmptoyinent in manufacturing 

52.6 

31.2 

57.5 

36.9 

55.2 

34.6 

49.7 

33.8 

57.9 

42.4 

54.8 

Self-employment hi Unde, hoKi, etc 

52.0 

22.8 

56.8 

34.7 

499 

26.1 

49.8 

33.3 

60.1 

37.2 

.53.4 

Othen 

52.1 

46.1 

19.8 

27.0 

35.8 

41.0 

15.7 

190 

35.2 

207 

34.3 

All non-RgriculUiial househoMi 

52.7 

42.4 

55.3 

51.8 

51.2 

39.7 

501 

31.9 

54.0 

37.1 

52.7 

AU households 

52.9 

44.2 

54.8 

53.9 

54.9 

47.0 

51.3 

40.8 

57.5 

49.9 

54.8 


More; M - Male; P - female. 
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a second aeonaoib: activity in 
any factor, and (5) Hk Individual does MfOt 
$«rtKi|>ate m any nccmanuc activity. 

All analysis of die deiemiinanis of oecu*- 
pauonal choice requires tiw identificadon of 
exogenous factors That», factors that are 
not determined together with the occu¬ 
pational choice by the individual The 
exogenous factors hypothesised to influence 
occupational choice in the model can be 
grouped into three kinds of vanables 

1 Individual characteristics age and 
education, 

2 Household charactenstics value ot land 
holding and value of other productive 
assets and 

3 External regional factors village wage 
rate distance from the nearest town and 
density of village population 

Tentative hypotheses regarding theinfluence 
ot these \anabies arc discussed below Age 
IS clearly exogenous since the individual 
unnoi influence u in the current penod 
Level of education is assumed to be 
dciemuncd by the parents and not by the 
individual so (hat choice between education 
and wuik rarely occuis 
Education is expected to enhance an 
individual s performance in his chosen 
activiiy Among wage employees better 
educated workeis may have a higher market 
wage Educatedselt-cmploycdwoikcismay 
also earn higher returns through higher 
productivity levels Higher income accruing 
to such belter educated workers may reduce 
the need tor a second activity and encourage 
specialisation Otherthings remaining equal 
belter educated workersmay also be expected 
to be employed in non-agric uiturai activities, 
particularly in salaried jobs Further, to the 
extent human capital accumulation occurs 
with age older persons may be expected to 
specialise in specific activities The lifecycle 
phenomenon will lesult in single activities 
being associated with higher age 


FurUict, die occupfaionel efeoice ii 
***™«b«l by the noft-eam^ 
status of the household to which the 
Uidividual belongs In nual India the land 
market is not very wdl developed and there 
is little buying and selUng of land Owned 
land can be broadly assumito to approximate 
inherited land Hence, value of land owned 
constitutes a good exogenous factor 
determining occupational choice Value of 
assets, other than land, is also used as a proxy 
for income not earned in the current penod 
However, this is more likely to have been 
acquired by the individual and therefore a 
less appropriate proxy for non-earned 
income 

Regaiding choice ot the sector ol activity, 
asset ownership directly influences the 
decision Land ownership should encourage 
agnculiural activity and business assets other 
than land and related agnculturhl assets 
should encourage non-agncultural activity 
Among sell employed workers one reason 
for engaging in a second activity may be i 
constraint of physical capital on expanding 
the first activity High value ot physual 
assets may encourage specialisation in one 
activity by iclaxiiig the capital constraint 
and also by reducing the need tor a second 
economic activiiy 


The external regional facton Ninmenittd 
are used to proxy for toe avallabihty of job 
opportumties in the region. These are cteady 
exogenously determine foctore influencitig 
theoccupational choice model Gosenento 
a town would encourage non-agdculta^ 
activity by creating opportumties for 
employment Piesnire of population m tob 
village IS expected to encourage nolir 
agricultural employment by creating a 
demand for such activity Cetem panbta! 
regions with higher population density may 
provide a viable market for cenain non- 
agncultural activities 
The average agncuUural wage is taken as 
a proxy tor the average village wage 
Unfonunately we do not have data on non- 
agncultural wages Relatively wcll- 
develnpcd villages are itkclytohaveahigher 
village wage Higher me omes from activities 
in such villages may reduce the need tor a 
second activity Non-agncultural job 
opportunities may also be relatively greater 
in better developed villages due to av ailability 
ot inlrastructural facilities and greater 
demand lor non-agncultural goods and 
services arising from higher income levels 
The sample means ol the explanatory 
vanables used in the model arc presented 
in Table 8 by sex and alternate employment 


Tabi f 7 Avcrauc Number o, Donomic Anivirics Per Workpr by Land Siati s Oro(ii>s 


Sdinplc Vilkigcs of Oistnrts 

Landless 

Small 

Medium 

Large 

Lindcd 

All 

Miles 

Bha\ nagar 

1 4 

22 

1 9 

20 

2 1 

1 •» 

Mehsana 

1 4 

20 

1 8 

2 0 

1 9 

1 7 

Panchmahals 

1 7 

2 S 

2 ** 

22 

23 

2 0 

Vaisad 

1 2 

1 9 

1 9 

22 

23 

2 0 

Vadodara 

1 1 

2 1 

22 

1 9 

2 1 

1 8 

All districts 

1 ^ 

2 1 

2 1 

2 0 

2 1 

1 8 

Females 

Bhavnagar 

1 4 

2 1 

1 9 

20 

20 

1 8 

Mehsana 

1 4 

1 h 

1 9 

1 9 

1 9 

1 7 

Panchmahals 

1 S 

2 ^ 

22 

21 

22 

2 1 

Vat sad 

1 ^ 

20 

20 

20 

2 0 

1 b 

Vadodara 

1 4 

22 

22 

20 

2 I 

1 9 

All disiricis 

1 4 

2 1 

2 1 

20 

2 1 

1 9 


Noif See Liblc 2 


Tabic6 Average Number of Eaunomk Anivniis Per Wormr bs Major Source or Housi hoi d Incomi 

Major Souicts of_ Sample ViUaxes of _ 

Household Income Bhaviiagai Mehsana Panchmahals Valsn d_ Vadodaia AH Disiricls 



M 

F 

M 

r 

Cultivation 

20 

2 I 

1 7 

1 8 

Allied agriculture 

1 S 

1 6 

1 7 

1 4 

Agnculiural labour 

2 1 

2 1 

1 7 

1 6 

All agnculiural households 

1 9 

2( 

1 7 

1 7 

Scarcity work 

2 1 

1 9 

1 9 

1 8 

Non-agnculUiral wage labour 

1 4 

1 S 

1 8 

1 9 

Regular employment in non agnculture 

1 6 

1 7 

1 4 

1 S 

Self employment m numufoctunng 

14 

1 4 

1 6 

1 S 

Self-employment in trade, hotel, etc 

1 3 

1 S 

1 S 

1 4 

Others 

1 S 

1 4 

1 2 

1 2 

All non-agncullural households 

1 7 

1 7 

1 8 

1 7 

All households 

1 7 

1 8 

1 7 

1 7 

Noie M - Male, F - Female 


M 

t 

M 

F 

M 

F 

M 

F 

22 

22 

2D 

2 0 

2 0 

2 0 

7 0 

20 

20 

20 

I 6 

I 6 

2 1 

1 6 

1 7 

1 6 

2 1 

2 1 

1 8 

1 8 

1 8 

1 9 

1 8 

1 9 

22 

22 

1 8 

1 9 

1 9 

1 9 

1 9 

1 6 

27 

26 

27 

30 

28 

26 

2 1 

2 0 

24 

23 

1 9 

1 9 

1 8 

1 7 

1 8 

1 8 

1 4 

1 S 

1 3 

1 S 

1 4 

1 S 

1 4 

1 5 

1 S 

1 S 

1 6 

1 6 

1 6 

1 9 

1 S 

1 6 

1 4 

1 S 

I 4 

1 6 

1 s 

1 6 

I 4 

1 6 

2 1 

1 9 

1 2 

1 S 

1 3 

1 0 

1 s 

1 S 

1 8 

20 

1 S 

1 7 

1 6 

1 7 

1 7 

I 8 

20 

2 1 

1 7 

1 8 

I 8 

1 9 

1 8 

1 8 


ficoitomic and Ponticat Weekly August 17, 1996 


224' 


status groups, Tlieoccupationai choice model 
is estimated as a multinomial logit model 
which assumes that the error components 
havemdependentandWeibulldistributions * 
The probability thatthei"'individual chooses 
the j'" activity status reduces to 

^ X) 

For companson of the cmpincal results the 
marginal effects or partial derivatives are 
computed The partial derivative indicates 
the impact ol the independent vanablc X on 
the probability of choice j 

8P 

where J indicates the activity choices and k 
the elements ol the independent variable 
vector X Fhese measures satisfy 



The direction and strength ol the relationship 
between the occupational choice and the 
independent variables arc indicated by the 
p-cocflicients Ihe simultaneous impact of 
independent variables on the probabilities 
ot the distinct choices is given by the 
denvatives It may be noted that the sign of 
the denvatives can be ditferent from that ot 
the p-coeflicients 

DtThRMINANTS Ol- OaUIAIIONAI ClIOICI 

The results of the multinomial logit model 
arc presented in Tables 9 and 10 lor men 
and Tables 11 and 12 for women I he model 
consists ot live choit es as desenbed earlier 
The choice ol sector of activity (agi tc ulturc/ 
non-agnculiure) is ^lit into the individual 
undertaking only me oi more than one 
economicaciivity I hechoiccol not working 
IS omitted as a refetence category to idcntilv 
the mcxici' Fach column ol cocllicicnls in 
Tables 9 and 11 shows ilie ctleci ol the 
regtessors on the utility ol the state 
voccupational choice) under consideration 
relating to the utility of the leterencc state 
(not working) To assess the simultaneous 
effect of the regressor variables on the 
probabilities ot the five distinct choices one 
should turn to the maigmal effects reported 
in lables 10 and 12 

Besides iheexogenous vanables described 
earlier, the model includes three dummy 
vanables lo represent the sampling design 
This IS done in ordci to remove any bias ol 
the design on the estimates ot the model To 
recall, the sample households were randomly 
picked III varyingpropoi tions alterstraiitying 
the households in the Villages into fou' 
categories vi? cultivator agncultunl 
laboiircis household indu‘ ti y and other non 
agricultural activities Hiree dummy 
variables representing the strata to which the 


individual’s household belongs are 
introduced m the model Due to our interest 
in the growth of the non-agncultural sector, 
the pnmary choice in the model is taken to 
be the sector of activity This choice is 
further split into undenting only one or 
more than one economic activity 


Individual CHaractemttcs Participation 
in economic activity declines with age 
irrespective of the choice ot primary sector 
and number ot economic activities when 
compared to the reference state ot not 
working However, when the simultaneous 
impact of age on all the choices is studied. 


Tablc 8 Sampcs Means by Employment Status and Sfx 
__Employment Status 


Agncultun. __ Non Agnculture 


Vanables Without Second 

With Second 

Without Second 

With Second 


Activity 

Activity 

AcUviiy 

Activity 

Male 





Age 

17 0 

15 ' 

33 7 

33 7 

Education 

25 

21 

12 

25 

Value of land 

16920 5 

48081 1 

127891 

24014 3 

Value ot asseis 

11872 6 

119129 

1845 6 

6559 7 

Density of population 

4186 

1991 

526 6 

4150 

Distan e from town 

145 

16 9 

121 

150 

Village wage 

97 

9 0 

10 0 

94 

Tamale 





Age 

14 2 

11 1 

12 4 

31 4 

Education 

1 K 

1 6 

20 

1 1 

Valui of land 

245915 

40094 1 

7018 8 

24478 8 

Value of nvvets 

77501 

12942 1 

2121 1 

6474 8 

Uensily of population 

4412 

401 1 

474 9 

169 7 

Distance from town 

140 

164 

14 1 

159 

Village wage 

98 

92 

97 

9 1 

TabuV M vximum Eikelihoou I oon EvnMvirsoi Ciiokloi-Sktor and Ni mui k op 


Aciiviins Maii 




Agricultuu 

Non Agncultuic 

Rcgicssorv Without Second 

With Secund 

Without Second 

With Scconit 


Activity 

Aelivily 

Activity 

Al lisily 

Intercept 

1814 

-4 919 

6 778 

5 111 


(9 11) 

( 11 94) 

( 16 14) 

i 14 56) 

Age 

0 176 

0 498 

0 481 

0 545 


(2007) 

(26 01) 

(26 49) 

(27 42) 

Agt squared (U) ) 

0 417 

0 601 

0 591 

0 679 


C-19 60) 

( 25 70) 

( 26 09) 

( 27 H) 

Fducalion 

0 546 

0 661 

olio 

0 615 


( 1241) 

( 15 70) 

( 7 90) 

( 15 41) 

Value of land (10 ' 

0 151 

0 224 

0 282 

0 151 


(1 26) 

(1 94) 

( 2 09) 

(1 21) 

Value ot land squared (1 ") 

0014 

0018 

0 (8)2 

0 020 


(-1 16) 

( 1 86| 

(1 91) 

( 1 51) 

Value ol asseLs(IO’) 

0 092 

0 111 

0 179 

0 056 


(2 15) 

Oil) 

(-1 sO) 

(1 17) 

Value ol assc's squired (Ifr'“) 

-0 216 

0 121 

0 196 

0 116 


( 1 77) 

(-266) 

(2 89) 

( 160) 

Dcnsilv (lO"') 

0 020 

0 015 

0 069 

OOOO 


COD 

(1 80) 

(4 21) 

(-0 17) 

Distance from town 

0002 

0 042 

-0 010 

oei5 


(029) 

(5 68) 

( 151) 

(2 II) 

Village wage 

-0012 

-0 UK) 

0 004 

0055 


(-0 59) 

( 517) 

(0 22) 

(- •« 04) 

Cultivator households dummy 

0 219 

0 108 

-0 277 

0 412 


(-1 17) 

(1 84) 

( 144) 

(241) 

Households industry dummy 

2 24 

-2 451 

1 08 

0715 


(-7 99) 

( 8 95) 

(5 51) 

(157) 

Ulhcr '1 m agncullurat 

-1 117 

-1 670 ' 

0146 

-0 201 

households dummy 

( 8 20) 

(-10 13) 

(2 ID 

(-1 23) 

Log likelihood 


-8224 03 


Chi squared 


411112 


LR 


852 92 


N(bhOt) 

878 

1575 

1818 

1172 


Note Figures in parentheses arc asymptotic t ratios Non-paiticipation is the residual choice 
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thA TO tp prt effects tndtcate that younger 
nnales are least likely to be engaged in only 
one agncultural activity or non-work All 
otter choices, agncultural activity together 
with a second activity and non-agncultural 
activities, with or without a second activity 
are associated with younger male workers 
The participation in any sector and the 
number ol activities aie similarly negatively 
associated with the level of education when 
compared to non-paiticipation in economic 
activity However the marginal etlects 
indicate a positive impact ot education on 
participation in a single non-agncultural 
activity 

Household Charm ten Mit r The value land 
and other physical assets have an inverted 
U-shaped relationship with agricultural 
activity, irrespective if whether the 
individual undertakes a single or multiple 
activities This relationship IS howevei,not 
significant lor males The value ot land 
variable has a signiiicant inverted U shaped 
relationship with women engaged in 
agncultural activity along witn a second 
activity I hat is, women’s participation in 
agriculture along with a second activity 
increases with value of land except at a very 
high value ot land Significant inverted U 
shape d relationship with value ol othei assets 
I' observ ed lor women engaged i n agne iiliure 
wiih Ol without a second activity 
1 he simultaneous ettcct ot the land v anabic 
on the live distinct choices is indicated by 
the maiginal clfccts Multiple economic 
activities among both pnmaiily agncultural 
and non agncultural male woi kers ntc highci 
at a smaller value ot land and other assets 
A higher value o| land and other assets 
appeals to encourage specialisation in non 
agncultural activity among individual males 
Women s participation in agiiculture with 
a second activity increases with value ol 
land and other assets, excep' at a verv high 
value ot land and iisscts Women s 
paiticipation in only one non agricultur.il 
activity IS cncouiagcd by a higher value ol 
other assets Thus a veiy high value ot land 
and asset encoutages investment and 
specialisation in non agncultural activity 
Ixtetnal Regional faitoi'i The dens'ty 
ot population m the village is used here as 
a proxy loropportunities lor no.i agncultural 
employment which are crucially dependent 
on market size High population pressure on 
land also limits the nun her ot workers able 
to survive on agricultural actn ities It has 
an interesting dil terenbal impact on the work 
participation ot men and women 
The density ol population positively and 
significantly inlluences men’s participation 
in only one non-agncultural activity when 
compared to non-work (Table 9) as well as 
in relation to other choices (Table 10) 
Women’s participation in a second activity 
IS significantly neg itively intluenced by the 


density of population in the agncultural and 
non-agncultural sectors as compared to non¬ 
participation (Table 11) and in iclation to 
the other choices (Table 12) We may infer 
that the men are able to specialise in a non 
agricultural activity in densely populated 
areas Women on the other hand, retrain 
from a second activity 

To capture the impact ot access to and 
availability ol employment oppoituniiics 
distance of the village from the nearby town 
IS included in the analysis A greater distant e 
from town encouraged agiicultuial and 
multiple activities among men and women 
In remote villages opportunities for non 
agncultural employment are likely to be 
minimal Ihe multiple activities engaged in 
may be a lesponsc to uncertain md low 
incomes derived from the agiuultural 
activities m *hese regions 

A higher village wage tends to leducc the 
chances of a second activity irrespective ol 
the sector of piimaiy activty among both 
men and womcp As suggested earlier the 
village wacc perhaps captures bettci 
developed villages where income levels arc 
in general highci That is, therefore likely 
10 reduce the need foi a second job and allow 
specialisation in one activity 

C'OVC 1 1 SIONS 

A numbci ot studies have tiicd to explain 
the giowth ot non-agricultuial employment 
at the regional lev el In this paper an attempt 


IS made to view the pioblem from the 
perspectiveof an individual workerin arurd 
household Within this framework, the 
individual siniultaneousi) decides 
(a) whether to participate in economic 
activitv 

ibl it so the pninaiv sector ol activity - 
agruultiiic or non agriculture and 
(c) the number ol economic acliviiies to 
undertake 

These decisions are guided by certain 
cxogcncous constiaints such as his individual 
c hai actcnstics, household asset sti ucture and 
regional job opportunities 

In the macro context, the pioccss of 
divetsification of the employment stiucturt 
01 growth ol no’i agricultural employment 
tap he analysed as consisting of twt 
component ill) new entianis to the laboui 
toicc entering the non agncultural sector 
and (2) i shift of workers from agriculturt 
to non igiiculturc Ific carliei mentionec 
studies have not generally diflerenttatec 
between the two In Ihe mtcici context 
divcis licaiioii of economic activity by ar 
indiv idual woi kcr/houschold can be analy^ 
as (I) an occupational shift from one sec to: 
to Ihe othci ovei a period ot time and (2 
paiticipation in inoic thin one economii 
aettvitv in eithci sector it a point in time 
Ihe data set available to me is for only oni 
point m time Hence in ihis paper 1 havi 
analysed the dciciininanls of cconomn 
ictivities I'n this conlevl 


TvBirlO Marcinm Eii-cnsoi OctWAiK NM CiioKI Moon Maii 



Aenculiuic 

N( II 

At'iicullure 


Regressors 

W ithoiii 

With 

Without 

With 

Non Worl 

Second 

Si cond 

Sicund 

Second 



Activity 

Activity 

Aclisity 

Acliviij 


Age 

)0II' 

0 012' 

0011' 

0 027' 

0 W 

> 10 82) 

f7H) 

(7 04) 

(9 7/) 

X 12 48) 

Age squorultlO ) 

0 016' 

OOIT 

OOIS 

0 017' 

0 049' 


(II 71) 

( 6 97) 

( 7 27) 

( 10 OS) 

(12 47) 

Cducalinn 

u nr 

0 018 

0 Off 

OOfO' 

0041 


( 4 16) 

( 881) 

(12 90) 

( 8 9S) 

(9 11) 

Value ol land (10’' 

MOIV 

0 040 

0 086' 

OOM 

0 (X)1 


(2 St) 

(4 96) 

1 881) 

1')4) 

( 0 29) 

Value of 1 met squared 

()()()' 

OOOV 

0 (H)7 

0 (H)4 

0(X)S 

tlO ) 

( ■'221 

( 4 08) 

IS9I) 

' Sh4| 

(OSl) 

Value ol IS Is (to ‘1 

0 140 

0 2 to 

0 OSO 

0 114 

0 (X)5 


(4 S8) 

(6 671 

10 61) 

(t 42i 

( 0 12) 

Value of assets squ.ircd 

0 022 

0 0S2 

0 IIS' 

0 (Hi? 

0 007 

(10 ) 

( 2 87) 

( S9?) 

(10 44) 

( 6 74) 

(061) 

Density (to 

0 001 

0(H) 1 

OIKX' 

<) IK)8 

0 001 

( 1 SI) 

It 46) 

(8 68) 

( /S8) 

( 14S) 

Distance from town 

0(X)i 

0(X)/' 

-0 006' 

0 001 

0 (X)1 


( SS4) 

(9 S8) 

1 9 86) 

(124) 

( IIS) 

Village wage 

0 004' 

0 0(4 

0 011' 

0 (X)S 

0(X)1 

(4 24) 

( 9(K>) 

(8 79) 

( 4 72) 

(1 88) 

Culnv.ilor HH dummy 

0 049 

i) ()S2' 

-0 091 

0 096 

0 006 


1 hS8) 

(4Sg) 

(-7 48) 

(7 26) 

( 017) 

HH miiusiry dummy 

0 104' 

0 44' 

0 404’ 

(’291 

0 018 


v-10 91) 

( 11 44) 

(11 9h) 

ill6t) 

(1 46) 

Other non agncuhurat 

-0 no' 

0 24' 

0 217' 

0 0Kb’ 

0 048 

HH dummy 

(-8 8S' 

(-10 64) 

(U 84) 

(8 44) 

(1 11) 


Mil'c 1 Significant at 1 per cent level 

Piguics in parentheses arc asYiiiptotic 1 rilios 
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Table 11 ; Maximum Likelihood Loorr Estimates of Choice of Sector and Numbbr of 

Activities, Female 


_ AEiicultuit _ _ Non-Agriculture _ 

Rngicssort Without Second With Second Without Second With Second 

Activity Activity Activity AcKvity 


Intercept 

-1.070 

-I..566 

-1.663 

-0.267 


(-3.02) 

(-4.55) 

(-3.73) 

(-0.61) 

Age 

0.168 

0.2.54 

0.162 

0.197 


(11.19) 

(16.57) 

(8.22) 

(9.62) 

Age squared (10-') 

-0.238 

-0.365 

-0.242 

-fl.309 


(-12.65) 

(-18.43) 

(-9.39) 

(-11.36) 

Education 

-0,366 

-0.479 

-0.316 

-0.906 


(-10.79) 

(-14.56) 

(-7.77) 

(-15.87) 

VidueoflanddO') 

0 246 

0.413 

-0.315 

0.261 


(2.18) 

(4.20) 

(-1.16) 

(1.86) 

Value of land squared (t0'"‘) 

-0.026 

-0.037 

0 007 

-0.029 


(-2.36) 

(^.31) 

(0 1.3) 

(-1.91) 

Value of assets (10^) 

0.1,30 

0.186 

-0.564 

0 185 


(3.43) 

(5.58) 

(-4.52) 

(2.43) 

Value of assets squared (10 '") 

-0.3{X) 

-0.383 

0.060 

-1.080 


(-2.91) 

(-4,68) 

(3.29) 

(-1.51) 

Density (ItF') 

-()(K)3 

-0,004 

-O.tKK) 

-0 096 


(-1.7.5) 

(-2.88) 

(-0.49) 

(-4.77) 

Distance from town 

-0.000 

0.347 

0.081 

0 139 


(-0.00) 

(6.26) 

(1.14) 

(1.99) 

Village wage 

-0.016 

-0.074 

-00.31 

-0,076 


(-1.10) 

(-5.34) 

(-1.78) 

(-4.31) 

Cultivator HH dummy 

-0.615 

-0.061 

-0.993 

-0.193 


(-4.17) 

(-0.46) 

(-4.51) 

(-1.18) 

HH industry dummy 

-1.793 

-2.144 

0.142 

-0.763 


(-10.21) 

(-12,74) 

(0.85) 

(-4..36) 

Other non-agricultural 

-1.405 

-1.8.54 

-M20 

1.668 

HH dummy 

(-10 87) 

(14.94) 

(-7.0!) 

(-10 841 

Log likelihood 


-7797 .39 


Chi-squared 


3100.19 


LR 


219.06 


N(6603) 

1023 

1843 

577 

682 


Notes: Figures m parentheses ore asymptotic t-ratios. Non-participation is the residual choice. 
Table 1 2 : Maroinal Effects of OcniFATioNAi, Choice Model, Female 


Agriculture _ _ Non-Agriculture 


Regressors 

Without 

Second 

Activity 

With 

Second 

Aeiiviiy 

Without 

Second 

Activity 

With 

Second 

Activity 

Non-Work 

Age 

-0.007' 

0.033' 

0.002 

0.005' 

-0 047' 


(5.07) 

(20 29) 

(1.50) 

(4.00) 

(-9.44) 

Age squared (I0~-) 

0.009' 

-0.047' 

-0,003 

-O.OlO' 

0.069' 


(-4,91) 

(-21.65) 

(-1.92) 

(-5.60) 

(10.32) 

Education 

-0.011' 

-0.046' 

0.000 

-0.052' 

0.109' 


(3.91) 

(-14.79) 

(-0.07) 

(-16 17) 

(10 03) 

Value of land (10') 

0.179 

0.069' 

-0.036 

0.008 

-0.058 


(0.90) 

(3.67) 

(-1.95) 

(0.45) 

(-1.48) 

Value of land squared 

-0.002 

-0.005 

0.002 

-0.001 

0.006 

(10'“) 

(-0.48) 

(-1.49) 

(0.51) 

(-0.28) 

(1.00) 

Value of as.sets (KT*) 

0.016 

0.037' 

-0.046' 

0.012 

-0.018 


(181) 

(4.07) 

(-.5.83) 

(1.33) 

(-1.19) 

Value of a,ssets squared 

-0.024 

-0.055 

0.093' 

-0.079' 

0,065 

(IO-'“) 

(-1.07) 

(-2.45) 

(4.35) 

(-3.43) 

(1-57) 

Etensity (K)-') 

0.000 

0.001' 

0 000 

-0.000' 

0.000 


(0.10) 

(-3.64) 

(1.12) 

(-5.14) 

(2..30) 

Distance from town 

-0.002' 

0.006' 

-0,000 

0.000 

-0.004 


(-4 89) 

(1221) 

(-0,53) 

(0.42) 

(-2.48) 

Village wage 

0.004^ 

-0.011' 

0.000 

-0.004' 

0.012’ 


(2.89) 

(-9.07) 

(0.12) 

(-3.09) 

(2.87) 

Cultivator HH dummy 

-0.079' 

0.049' 

-0.057' 

0.004 

0.082 


(-5.2.5) 

(3.19) 

(-3.78) 

(0.25) 

(1.95) 

HH industry dummy 

-0.1.59' 

-0,312' 

0.088' 

0.023' 

0.359' 


(-11.89) 

(-18.98) 

(7.73) 

(2.05) 

(7.45) 

Other non-agricultural 

-0075' 

-0,227' 

-0.006 

-0.055 

0.363' 

HH dummy 

(-6.63) 

(-16.78) 

(-0.54) 

(-4.90) 

(9.33) 


Notes: I Significant at I per cent level; 2 Significant at S per cent level. 
Figures in parentheses are asymptotic t-ratios. 


' About fs per cent of the households b 
our survey indicated diversification of their 
income portfolios at the household level. 
Households primarily dependent on 
agriculture for their livelihood were more 
likely to diversify their activities. It was also 
observed that access to land was a major 
factor facilitating this process. Almost all 
landed households (94 per cent) undertook 
a subsidiary activity, whereas only about 56 
per cent of landless households did so.'" 

Such diversiUcati on of economic activities 
at the household level was found to occur 
through two processes. The household may 
diversify its activities by allocating the time 
of di fferent members of the family to di I terent 
activities. And/or it may do so by each 
member of the household undertaking more 
than one economic activity. In this paper we 
analyse the determinants of the second type 
of process. 

According to the model, while older men 
tend to specialise in agricultural activities, 
better educated men specialise in non- 
agricultural activities. Men in households 
with a very high value of land and other 
as.sets also have a higher probability of 
specialising in mm-agricultural activities. It 
is possible that better endowed households 
can diversify its household portfolio through 
educating its men folk who then undertake 
regular salaried employment. Specialisation 
in one non-agricultural activity i.s also 
encouraged by external regional factors such 
as a higher population density, closeness to 
town and in better developed villages. 

Diversification, in terms of multiple 
activities per worker isencouraged by access 
to land, except at a very high value of land 
and other as.scts. Younger and less educated 
men and women also engaged in multiple 
activities. The probability of agricultural 
workers undertaking multiple activities is 
higher with greater distance of the village 
from a nearby town. 

In conclusion, the chances of 
diversification into more than one economic 
activity are higher among agricultu.'al 
households and individual agricultural 
workers. Access to land facilitates this 
process. Seasonality in agriculture, 
uncertainty and risksin production also create 
a greater need to diversify. In far away and 
less developed villages diversification is 
likely to be due to low and uncertain incomes 
from one economic activity. 

Notes 

(This is a revised version of a chapter contribaied 
to the project report on ‘Non-Agricultural 
Employment in Rural Gujarat; Patterns and 
Trends', sponsored 1^ the Industrial Development 
Bank of India. I am grateful to the IDBI and the 
Gujarat Institute of Development Research for 
providing financial support and research facilities. 
1 also thank the faculty and staff of the GIDR 
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Shn Mantosh Sondhi 


Ladies and Gentlemen 

On behalf of the Boaid of Directors and on my own behalf, I extend to you all a 
very warm and cordial welcome to the 7th Annual General Meeting of your 
Company. The Notice convening the meeting, the Directors' Report and the 
Audited Accounts tor Ihe year ended March 31,1996 have been with you for 
some time now and with your permission, I shall take them as read. 

The Economy 

May I now say a few words about the economy The economic parameters lor 
1995-96 on all fronts indicate high growth. GOP grew at the rate of 7 per cent, 
higher than expected. Industrial growth at 12 per cent has been very assuring. 
Government revenue both from direct and indirect taxes has exceeded Ihe 
budgetary estimates, due to buoyancy in the economy and better lax compliance 
at lower rates of taxes Exports also registered a satisfactory growth rale of 
slightly more than 21 par cent in Dollar terms. Performance of the corporate 
sector has also been excellent There are, however, certain areas of weakness 
andconcern, more particularly the sluggish growth of the agriculture sector atO.9 
per cent, high fiscal deficit and abysmally poor state of the inlrastructura sector. 
High interest rates, liquidity crunch, trade deficit and control on government 
expenditure are other areas which need urgent attention, if 7 per centGDP growth 
and a fiscal deficit target of 5 per cent on a diminishing basis, as perceived by the 
new Government, have to be achieved and sustained 

We are also facing for decades problems of social infrastructure, unemployment 
and poverty which can only be ignored at our own peril It is heartening to find that 
realising Ihe gravity of the b.tuation, the Finance Minister in his budget proposals 
has proposed definite measures to encourage rural development, faster growth 
of infrastructure through allocation of larger resources, introduction of lax incentive 
and creation of new institutions, these are all steps in the right direction. Other 
mam highlights of the budget are imposition of 12 par cent minimum alternate *ax 
(MAT), reduction in the 15 per cent surcharge on corporate tax to '.5 rer cent 
and the introduction of non-voling shares. 

In this connection there is also an urgent need to review various economic and 
other laws which have become totally archaic and outdated, these hinder 
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development. A good example of this is Ihe Urban Land (Ceiling & Regulation) 
Act. All these should be modified or scrapped. 

In my view, taking the political compulsions mto account. 1996 - budget is a 
remarkable feat of skill and courage As the London Economist points out. The 
FinancB Minister had to keep his political allies on board while preserving the 
direction of reform'. This he has been able to achieve with a great deal of 
success although the time at his disposal to make far-reaching policy statements 
was extremely short, a mere 35 days. 

Admittedly, there are some areas of disappointment. The Insurance Sector has 
notbeenderegulatedas was generally expected.This sector has been protected 
from competition fora long time and although one must admit that the financial 
performance of the nationalised Insurance Sector has been reasonable, better 
than soma of the allied sectors such as banking, time has now come when it must 
be thrown open to the private sector to make it more competitive The latest 
portents are that this may happen in a phased time frame 

While on this subject it must also be stated that the Finance Minister has been 
very wise in not denouncing the excellent work done by his predecessor, which 
unfortunately had become a practice very prevalent m Indian politics and 
bureaucracy. 

Review of Operations 

During the year ended March 3t, 1996, sales of your Company at Rs. 590.24 
crores were a little lower compared to sales of Rs. 607.99 crores in the previous 
year due to suspension of trading of DAP because of wide fluctuations m the 
foreign exchange and high international prices However, despite the tall r. the 
turnover, the gross profit rose by 42% to Rs. 60 89 crores from Rs. 43.01 crores. 
The net profit also went up by 45% to Rs. 41.79 crores as compared to Rs 28 73 
crores in 1994-95. All the units performed well and contributed towards this 
excellent pertormance To share with you the fruits of belter results, your Board 
of Directors have recommended a higher total dividend of 40% on enlarged equity 
capital Out of this, your Directors have already paid an interim dividend of 15% 
during the financial year under review. 

A. Fertilisers 

During Ihe year, the operations of this Division were satisfactory. Unbrtunately 
various claims for price escalation are still penckng with the Fertiliser Industry 
Coordination Committee for settlement. Also there has been inordinats 
delay in the disbursement of the subsidy This has adversely atfected the 
cash flow and consequently the profits of this Division. 

B. Plastics & Chemicals 

Working of the PVC plant was satisfactory. Due to fall in international prices, 
the PVC prktes remained depressed. The technical tie-up with M/s. Zson 
Kasei Co. Ltd. of Japan has helped in improving quality of PVC compounds. 
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and consequently profitability of this business has improved. 

Production and profitability of caustic soda and chlorine plants at Kota was 
adversely affscted due to a fire, which broke out In the Recttfier^ranslormer 
installation in Aprfl, 1995.The claim lodged with the Insurance company was 
settled and damagedequipmentraplaced.The plant Is now .'unnng satisfactorily. 
Across-the-board cut in hnport duties tor a number of industries, including 
plastics and chemicals proposed m the Finance Bill, 1996, will put these 
operations to greater foreign competition. 

Z. PotM«r 

Commissioning of an additional 30 MW power plant at the Kota complex was 
successfully completed during the year. The operations of the plant have 
been fully stabilised and significantcosi savings were achieved during 1995- 
96. the first full year of the operations for this plant You will be glad to note 
that the plant is performing extremely well and is operating over 90% P.L.F. 
against an average of 63% for the country as a whole. 

3. Cement 

During the year, profitability from operations of the unit significantly improved 
The Company's product continue to command premium prices in the market. 
Due to commissioning of new large capacities in Northern India, the selling 
prices may come under pressure 

E. New Plant • Shriram Alkali and Chemicals 

It IS a matter of great pride that your company during the year has added a 
modernised chlor-alkali plant at Jhagadia, Distt. Bharuch, Guiarat into its 
operations.The new Chlor-alkali Plant' Shriram Alkali & Chemicals' was recently 
partially commissioned in a record time of 13 months from ground breaking 
Using the lalestmembiane cell tectinology from M/s Asahi Chemicals, Japan, 
the Plant has a capacity of 30.000 tons/annum of Caustic Soda and 44.000 
lon&annum of Chlorine and places your Company amongst the lop 5 producers 
ol Chlor-alkali products in the country. The investment on the total project is 
around Rs 200 crores Operations of the plant are in the process of being 
stabilised and are expected to provide strong earning growth in the coming 
years. By December, 1996, a state-of-the-art llaker plant of 33,000 tons/ 
annum capacity is also expected to be commissioned The flaker plant, based 
on BERTRAM technology, would provide an excellent window (or exports. 

\ Textiles 

There has been considerable improvement in textile operations with much 
lower losses 

As you all are aware, the Supreme Court had sometime back directed the 
Central Pollution Control Board to issue notices to certain industries to stop, 
functioning in tlie city of Delhi as per the provisions of Master Plan -2001 and 
be relocated outside Delhi. Swatantra Bharat Mills and DCM Silk Mills Units 
were also issued these notices As per the latest directives of the Supreme 
Court, these units cannot operate at their existing site beyond 30th November. 
1996. The Company is examining options with regard to relocation and is 
formulating action plans. 

Environment 

Shriram Environment & Allied Services at Kota, recognised by the Department of 
Science & Technology, set up to carry out research and development work :n the 
ield of environment continues to do well. 

Subsidiary Companies 

)CM Shriram Credit And Investments Ltd. (DSCIL), wholly owned subsidiary of 
our Company isdoing well. In the case of other subsidiary, DCM Shnram Aqua 
-oods Ltd. (DSAFL). the aquaculture project at Karaikal, Pondicherry continues to 
le on hold on account of Interim Order of the Supreme Court aganst a Public 
nterest litigation tiled with them. 


New Business Development 

Your Management is actively pursuing opportunities for diversilication into new 
businessarea of Sugar and for bigger thrust mtoareasofPowerand Cement The 
Company is progressing with its plans for setting up a 3125 TCD Sugar Project in 
the State of Uttar Pradesh. Discussions are on for implementation of the Project 
The project is proposed to be located in an area with excellent cane availability to 
enable rapid expansion. 

The Company Is continuing its efforts in the area of independent power ganeiation 
business in Rajasthan, Madhya Pradesh, Gujarat and Punjab Due to various 
procedural constraints and lack of clear cut policies from the Govt. these projects 
are taking longer than anticipated. Your Company has now attained a great deal of 
expertise in the maintenance and operation of power plants. We wish to take 
advantage of this and put this expertise to effective use in the future. 

Further, the Company is expecting a prospectvig license for Ixne stone in Rajasthan 
The necessary recommendations from the Central and Slate Governments have 
already been received. Depending upon the quality of lime stone and deposit 
estimates, it is pianned to set up a grass root cement plant with a capacity ol approx 
1 3 million tons/annum, which would significantly help in consolidating our position 
in the industry. Looking at the cement industry from a long term perspective, it has 
a very promismg future with the present emphasis on rural housing and intraslruclure 
development. 

These projects would help in achieving sustained growth and all our stock holders 
can look forward to better times in the future. 

Industrial Relations 

The Company continued to maintain harmonious and cordial relations with its 
workers in all its divisions, which enabled it to achieve higher performance levels 
on all fronts. 

Human Resource Development 

The progress of the Company during the last 6 years is in a large measure due to 
the quality of our human resources New challenges and additional responsibilities 
have been accepted by one and all with a great deal of enthusiasmi and with a full 
senseof commitment Human Resource Development in yourCompanyconlinues 
to receive high priority. Training inputs are being provided to employees at all 
levels. 

Prospects for the Current Year 

In the first three months of tne eurrent financial year i.e. April to June. 1996, sales 
of your Company at Rs. 135.93 crores are lower as compared to sales of 
Rs. 141 70 crores in the previous year due to planned maintenance shut down of 
ttie fertiliser plant in Apnl, 1996 Substantial reduction in import duties on plastics 
and chemicals, proposed in the Finance Bill 1996, may impact tlie profitability of 
these products However,your company is fully geared to meelincreased competition 
and piessure on margins through the introduction of effective cost rationalisation 
and plant re-engineenng exercises. The Company is quite hopeful th.it overall, tlie 
current year should end on a satisfactory note. 
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Privatisation of Commons for Poor 


Emergence of New Agrarian Issues 

MiUnd S Boldl 

In the literature on common property resources (CPRs) privatisation is often decried on the ground that it 
deprives the rural poor from a critical source of livelihood and only benefits the rich and powerful sections of society. 
The problem, however, gets complicated when the poor themselves encroach upon the commons for their livelihood 
needs. Such a situation has arisen in the Marathwada region of Maharashtra where the dalits have encroached upon the 
village common lands to establish ownership. A number of important agrarian issues arises in this context. 


AN important agrarian issue in countries 
like India, where rural poverty is directly 
related to agricultural backwardness, is how 
do the poor secure their livelihood? The 
corollaries are, how do they establish access 
to important agricultural resources like land, 
water and trees and what strategies are 
adopted by them to retain the control? What 
are the consequences of their actions in 
terms of agrarian social relationships? What 
effects do changing environment and state 
policies have upon them? And so on. 

An important characteristic of poor people 
in backward countries is that they arc 
resource-less or resource-poor. In 
hierarchically organised societies like India 
they also belong to the low ranking castes. 
There is therefore a continuous striving on 
their part to acquire those crucial resources 
which will help them to secure their 
livelihood In the traditional rural societies 
the poor have been often found to depend 
upon what is called as common property 
resources (CPRs). However, the CPRs are 
rapidly declining in terms of both quantity 
and quality. A variety of factors like growth 
in population, over-exploitation, ecological 
degradation, state intervention and 
commercialisation have been found 
responsible for their depletion. In the 
literature on CPRs, pnvatisation is often 
decned on the ground that ii deprives the 
rural poor from a critical source of livelihood 
and only benefits the nch and powerful 
.sections of the stKiety. A strong case is made 
against private indu.stries to whom vast tracts 
of commons are granted for captive 
cultivation. The usual appeal is to halt the 
process of privatisation and retain the 
commons as commons. 

The problem gets complicated when the 
poor themselves encroach upon the commons 
and attempt pnvatisation for their livelihood 
interests. Such a complex situation has 
presently ari.sen in the Marathwada region 
of Maharashtra. Here, dalits have encroached 
upon the village common lands to establish 
private ov nership and from time to time 
their encroachments have been regularised 
by the state government. This process has 


given nse to a number of important agrarian 
issues. The .study is an attempt to analyse 
some of them. 

Common Grazing Lands 

Grazing lands called as ‘gairans’ in the 
vernacular is a common feature of villages 
in Maharashtra. Gairan literally means ‘cow- 
land' (gai = cow, ran = land). These are 
common lands signifying open access 
common property resource. The extent of 
gairans all over Marathwada is 2,40,800 ha 
belonging to7,786 villages. Thus each village 
has on an average about 30 ha of gairan. 
There are, of course, .significant vanations 
following the habitat, topography, size and 
population of the village as well as a number 
of historical and socio-political factors. The 
control and management of the gairans is 
vested with the gram panchayats. 

Within a village there are other types of 
common lands also. These arc classiOed as 
barren and uncultivable land, culturable 
waste, land put to non-agricultural u.se, and 
so on. Excepting the categories where the 
ownership is otherwise defined all the 
common lands are owned by the government 
and administered by the revenue department. 
The local people usually have usufructuary 
rights over them. Besides, there arc forest 
lands also. In Marathwada, their extent is 
very small and they are greatly degraded 
(Tables 1, 2). The proportion of common 
lands to the total geographical area ranges 
from 9 per cent to 25 per cent in the 
.seven districts of Marathwada with about 
145 ha of common lands per village. This, 
however, also includes the land put to non- 
agricultural use, i c, land under roads, 
buildings, playgrounds, funeral and burial 
grounds, etc. If these are excluded, then the 
proportion of commons would range from 
5.9 per cent in Bccd to 21.65 per cent in 
Osmanabad (about 115 ha per village). The 
proportion of gairans to total commons ranges 
from about 12 per cent in Latur to 36 per 
cent in Beed (about 30 ha oer village).' 

A large body of literature on utilisation 
of common lands in India has accumulated 


in the last 10 years. This literature empha¬ 
sises that the common lands satisfy a great 
deal of bio-mass needs of the villagers and 
it has been strongly reiterated that they are 
useful to the rural poor who cannot afford 
to pay for their bio-mass needs.’ 

In earlier times the gairans of Marathwada 
were no exception to this. But at present they 
arc so degraded that they hardly satisfy any 
livelihood needs. They arc used only as 
grazing lands and that too during the rainy 
season. Secondly, unlike the state of 
Rajasthan their extent is quite limited (about 
30 ha per village) This being a dry region 
they are also subjected to the vagaries ol 
monsoon. Hence neither the quantity nor the 
quality of grass is significant enough. The 
principal means for grazing are still the 
private lands which become Iree attei the 
I irst and the only crop is over. Then on, there 
are no restrictions on grazing and the cattle 
graze freely on the crop stubble. This is 
symptomatic of the semi-arid regions in 
general where a significant percentage ol 
villages depend primarily on rain-fed agn- 
cultural crops and arc less dependent on 
0*Rs [Arnold and Stewart 1991:81. There 
IS a generic term for this phenomenon .n 
Marathwada as ‘ran sutya zalya’ meaning 
lands have become free. 

Encroachments over public lands is not 
a novel phenomenon, either in the country 
or in Maharashtra. Public lands being 
nobody’s property have been encroached 
whenever suitable opportunities existed. In 
Maharashtra, the encroachments have a 
particular history though the trends are similar 
to those found in the country. Here, 
encroachments were primarily made by the 
tribals residing in the mountainous and forest 
areas. In rural area this trend was followed 
by dalits and other landless sections. 

Among the cx-untouchahles, the mahars 
(and neo-Buddhists) are relatively advanced. 
In the traditional village society they were 
village servants (watandars or balutedars). 
They performed a number of duties and were 
compensated cither in kind (baluta) or 
through a grant ot land (watan). The practice 
of mahar watans was continued by the British 
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■iM^ with the odierwatansgiBiited to village 
accountants, deiks, revenue collectors, etc. 
A prominent feature of the watan lands was 
that they were inalienable and only hereditary 
transfercouldtakcplace. Afterindependence 
the watans were abolished by the state 
government as the traditional services had 
become redundant. This was also a demand 
of the mahar leaders as the watans perpetuated 
social servitude and bondage. When the 
watans were abolished the previous holders 
were given an option to repurchase the land 
by paying the charge prescribed by the 
government (called as ‘nazarana’ - usually 
a multiple of the annual cess). Most of the 
superior watan lands were therefore, retained 
by their holders but the mahars could not 
take advantage of this fact becau.se of 
illiteracy, ignorance and absence of proper 
records. Those who could do so received 
only a fraction of the total land as by then 
the watan land was fragmented due to 
successive partitions. As village servants the 
mahars were compensated in kind and hence 
had never taken to farming seriously. The 
fractional and uneconomic holdings further 
discouraged them from doing so. Their 
uncaring and parasitical li festyle formed over 
centuries also came in their way. As a result 
the watan lands were soon mortgaged to 
upper caste landlords and moneylenders. 
For all practical purposes the mahars lived 
as landless labourers. Tlie other sections of 
dalits, particularly the Mangs, had tradi¬ 
tionally not owned the land and had lived 
mostly as bonded labourers. This practice 
was widely prevalent in Marathwada because 
of the feudal setting. According to a survey 
of dalits undertaken in Maharashtra, the 
proportion of landless dalits in Marathwada 
tanged from 85 to 90 per cent [Care and 
Limaye, 1973). 

In other parts of Maharashtra the cn- 
croachers on common lands belonged lo 
vanous communities including the dominant 
upper castes. But in Marathwada the pro¬ 
portion of dalits has been higher. The most 
prominent reason behind why dalits started 
encroaching is thi.s factor of landlessness. 
The other landowning ca.stcs in Marathwada 
have not felt the need to resort lo encroach¬ 
ments. The main agriculturist castes like 
maratha and lingayats have sizable land¬ 
holdings whereas brahmins, marwadis and 
dhanagars have not been interested in 
farming. The latter have also not been as 
localised as the dalits. After marathas it has 
been only dalits who had traditional skills 
and experience in farming as they worked 
as agricultural labourers once the traditional 
duties were abolished. 

The usual motive behind any encroach¬ 
ment on common land is to bring the land 
under cultivation and increase the food 
security of the household. In the present 


case another motive has been operational 
as well: earning a better social status. It has 
been a common feature of backward 
societies that social status is equaled to 
ownenhip of land. Throughout the past, the 
dalits literally lived at the mercy of the 
landowning upper castes. Even when they 
had watan lands it was more a form of 
obligation than a piece of property. To own 
land and to be on par with oth^ agriculturist 
sections of the village has bran a constant 
obsession with the dalits. 

In order to achieve this a quiet social 
action was pursued since the 1930s. This 
action was a part of the wider dalit or 
backward class rnovemem. The dalit move¬ 
ment in India has been considered os an 
important expression of protest and change. 
The major thrust for this movement came 
from Maharashtra since Babasaheb 


Ambfldkar was instrumental in oiganising 
and mobilising the depressed classes (in 
Maharashtra the movement is often termed 
as Ambedkar movement). It has been noticed 
by scholars studying this movement that 
‘dalit consciousness is a complex and com¬ 
pound consciousness which is a product of 
inhuman conditions of material existence, 
powerlessness and ideological hegemony* 
and the response pattern has been first to rise 
against the socio-cultural oppression (social 
reforms movement); secondly, to strive for 
political disenfranchisement and thirdly, to 
bargain for better economic conditions 
[Oommen 1990:235]. 

It has been also observed in the case of 
the backward class movements that these 
movements passed through two stages: in 
the first, the low castes concentrated on 
acquiring the symbols of high status whereas 


Table I; Thb Land Use Pattebn in Marathwada 
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Geographical of Forest lo Lands (ha) Under 
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Total Area with Cultivation Irrigation 

(No) 



(Percent) Proportion (ha) 

(ha) 





to Total 

Area (ha) 




Aurangabad 

101.3000 

7.84 

205000 728000 

77(88) 

1250 




(20.23) 




Jalna 

77.3000 

0.66 

130000 638(X)0 

56000 

900 




(16.81) 




Poibhani 

1097000 

3.48 

180000 879000 

91000 

1420 




(1640) 




Usmanabad 

748000 

0.54 

187000 61.3000 

74000 

704 




(25.0) 




Lalur 

667000 

0.04 

115800 .551400 

31000 

885 




(I7..36) 




Beed 

1043000 

2.08 

95(8X1 92600U 

270(88) 

1202 




(9.1) 




Nanded 

103.3000 

8.92 

221000 720000 

31000 

1425 




(21.39) 




Total 

6374000 


1133800 5055400 i 

530000 

7786 

Source: COM (1990). 







Table 2; Extent of Common Lands in Marathwada 


Name of 

Aiea Not Available 

Other Uncultivated Land 

Fallow Lands 

the 

for Cultivation 

Excluding Fallow Land 



Distrii't 

Land Put 

Barren 

Permanent Land 

Cullunible Current 

Other 


of Non- 

and Un- 

Pastures Under Mis- 

Waste 

Fallow 

Follow 


Agri Use 

cullivable 

and Other ccllaneous 

(ha) 

(ha) 

(ha) 


(lui) 

Land (ha) 

Grazing Tree Crops, 







Lands etc. Not 
(ha) Included 







in Area 
Sown (ha) 




Aurangabad 

.37000 

16000 

42000 5000 

20000 

.55000 

10000 

Jalna 

28000 

lOOtX) 

29000 6QCO 

8000 

22000 

27000 

Porbham 

.39000 

17000 

35(88) 2000 

53000 

12000 

22000 

Osmanabad 

25000 

IIIXX) 

23(88) 5000 

34000 

24000 

65000 

Latur 

17100 

11500 

13800 1700 

19800 

20600 

31300 

Bced 

.3.1000 

1.5000 

.34(XX) 3000 

4000 

2(88) 

4000 

Nanded 

41000 

21000 

64000 5000 

25000 

3(88)0 

.35000 

Total 

240100 

101500 

240800 27700 

163800 

165600 

194300 

All 







Mahorasbira 

1079000 

1725000 

1523000 180000 

1024000 

959000 

I0I4000 


COM (1990). 


Economic and Political Weekly August 17, 1996 


225! 



in the second the emphasis shifted fiom the 
symbols to the real sources of high status, 
i e, possession of political power, education 
andashareintheneweconomicoppoitunitics 
[Sriiiiwas 1991:319]. In this regard, among 
all the scheduled castes of India, the mahars 
of Maharashtra have been particularly 
dynamic and effective as they used political 
means most consistently and unitedly in 
their attempt to better their economic 
condition (Zelliot 1992:86]. Being 
traditionally involved in the village system 
the mahan were more attached to the land 
(despite uiban shifts) and always came back 
to ftieir villages. When some advances were 
made in removing the stigma of 
umouchability and when they emerged as 
a vote-bank in the political sphere, the next 
logical step was to establish control over 
productive resources. Encroachments on 
public lands was the direct outcome of this 
aspiration. 

The most characteristic feature of the 
encroachmenB has been that mainly gairans 
were encroached. It can be seen from Table 
4 that of the total 28,902 ha of public lands 
r^larised in Maiathwada, 28,874 ha were 
gairans (99.9 percent). The extent of revenue 
and other lands has also been significant in 
tius region but mainly gairans have been 
targeted. This happened because gairans were 
being controlled by the village gram 
panchayat which has been a weak political 
body compared to the organised revenue or 
forest departments. Traditional village 
authority was strong but when it was replaced 
with elected representatives its character was 
altered. Though the encroachments by dalits 
were later resisted, in the initial years the 
gram panchayats did not take a strong view. 
They also did not have any judicial powers. 
In many cases the village level power 
equations were taken advantage of. For the 
encroachers, it was both a means of securing 
livelihood as well as an act of defiance. 

PaivAnsAtiON OF Gairans 

As mentioned earlier encroachments on 
public lands have been occurring steadily 
over die past 40 years. Though it is a 
punishable offence under the Maharashtra 
Land Revenue Code, the attitude of the 
revenue administration has never been uni¬ 
form. It has been tinted with anomaly, 
ambiguity, indifference, favouritism, ineffi¬ 
ciency, laxity as well as corruption. When 
the ‘Grow More Food’ campaign was popu¬ 
larised in the 1950s and early 1960salenient 
view of the encroachments was taken. 
Afterwards also encroachments were tolera¬ 
ted fora number of years and then suddenly 
noticed and evicted. On many occasions the 
local revenue officialstook bribes and turned 
ablindeye towards the encroachments. Such 


bribei bad been a good source of ektra 
income for the officials. Excqitiitg die years 
1974-76 when internal emergmicy was 
imposed in the country, the government 
never took clear position against the en¬ 
croachments. The elected representatives 
generally adopted a populist stance and the 
encroachments were regularised from time 
to time. 

After emergency, the then progressive 
leftist state government regularised the 
encroachments on a witto scale [Revenue 
and Forest Department GR/1078/348342 
dated December 27,1978]. Though this was 
termed as a (Kogressive l^slation, there 
were a number of flaws. It was subsequently 
amended on September 12,1979 by another 
GR (NO.FLD I079/1366-F3) which regula¬ 
rised the encroachmenu from April 1.1972 
to March 31,1978. The most salient feature 
of this GR was that it prescribed eligibility 
criteria for regularisation and thereby sought 
to regularise the encroachments only of the 
weaker sections. Its provisions read as 
follows. 

All subsisting encroachments on govnrn- 
ment waste lands, gairan lands, revenue 
forest land and forest lands in charge of the 
Forest Departments made for cultivation 
which existed on 3l8t March 1978 should 
be regularised. Provided: 

(i) The encroacher is - 

(a) a person belonging to backward 
class that is scheduled castes, scheduled 
tribes, nomadic tribes, vimukta jatisor 
neo-buddhist, or 

(b) a person whose total annual income 
including the income of members of 
his family does not exceed Rs 3,600. 

(ii) The usual place of residence of the 
encroacher is within the radius of eight 
kilometres from the land encroached 
upon, 

(iii) The encroacher is a landless person or 
the total land lawfully held by him in 
any capacity is less than two hectares 
of jirayat land, and 

(iv) The encroachment to the extent of an 
area equal to 2 ha of jirayat land shall 
only be regularised. Where the en¬ 
croacher is holding some jirayat land 
either as owner or in any other capacity 
the regularisation shall be limited to 
such areas as would bring his such 
landholding equal to 2 ha of jirayat 
land. 

A number of action groups/non-govem- 
mental organi.sations/ voluntary agencies 
which were active in getting the encroach¬ 
ments regularised strove for its imple¬ 
mentation and though numerous difficulties 
and obstacles were encountered more than 
5,000 cases were regularised in the 
subsequent years. While enacting this GR 
the government declared that henceforth no 
encroachment in whatsoever form would be 


regblaiisetf’Btid attempts to do so would be 
sternly dealt with. 

However, the tempo of encroachments 
did not stop. In fact, in cotain areas where 
common lands were still vacant, more 
encroachments were made. These were 
overtly supported by the organisations of 
dalits and other activist groups. The in¬ 
stability and weakness of the state govern¬ 
ment in the late I98()s was also taken 
advantage of. As a result, the government 
once again passed a resolution in 1991 
regularising the encroachments of 84.230 
persons on 1,08,915 hecuues of government 
waste lands and gairan lands (No LEN1090/ 
172/1 dt November 28,1991). In its content 
this GR was similar to the 1979 GR as it 
specified the eligibility criteria for regulari¬ 
sation. But a notable thing was that for the 
first time it provided the statistics collected 
in various district headquarters. The GR 
however did not regularise the encroach¬ 
ments over the forest lands as the state 
government did not have the authority to do 
so (following the Forest Act of 1980 these 
powers have been vested with the union 
government). 

The most serious implication of privati¬ 
sation of gairans has bran in terms of the 
social conflict generated in Marathwada. 
This region, which was under the dominion 
of the nizam of Hyderabad till 1950, has 
bran predominantly rural and agricultural 
and the society has bran characterised by 
feudal and hierarchical caste relations. In the 
past, ie, before 1979 encroachments or 
gairans were treated with indifference but 
after the issue of renaming the Marathwadt 
University the situation altered. For a numbei 
of years the dalits in Marathwada were 
demanding to rename the Marathwadi 
University (campus at Aurangabad) aftei 
their leader Babasaheb Ambedkar as a tribuu 
to his contribution to Marathwada and as: 
symbol of social equality. This was accepter 
by the then state government (led by th< 
Progressive Democratic Front, a combine oi 
leftist and secularist parties) in 1978 and i 
resolution to that effect was passed in thi 
Legislative Assembly. However, this deci 
Sion could not be implemented because thr 
non-dalit organisations, rightist association' 
and even the neutral educational bodie; 
protested strongly. It was argued by then 
that the term Marathwada was a matter o 
cultural identity and hence the name shouk 
not be changed. On the other hand th< 
progressive and lelUstorganisationslaunchei 
amovementforenactmentofthegovemmen 
decision and hundreds of activists courtn 
arresu on a number of occasions. Both thi 
parties made this issue a matter of prestige 
Theresultingconfrontationassumedablooch 
form in 1979-1980 and large scale violeno 
against dalits erupted in Marathwada. Ii 
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inail(|^ viliaget the dalits were beaten to death 
and their houses and property were burnt to 
ashes. 

This intense and widespread expression 
of anger against dalits was an unprecedented 
event in the history of Marathwada. Caste 
hierarchy and the notion of superiority among 
the upper castes and subsequent ill treatment 
to dalits were prevalent but the kind of caste 
conflict witnessed during the riots was 
unheard of. A number of reasons were res¬ 
ponsible to this. There was a general feeling 
of resentment against the dalits because of 
the policy of reservations in government 
service and educational institutions. This 
was fuelled by the frustrations experienced 
by the unemployed youth of the middle and 
upper castes. It was conveniently believed 
that the root cause of unemployment was the 
preferential treatment granted to dalits. The 
abandonment of traditional lowly duties like 
scavenging, carrying dead animals, tanning 
hides, running errands, etc, had previously 
put the villagers to inconvenience. The 
political mobilisation of dalits and the 
assertion of equality by their militant organi¬ 
sations were annoying to the feudal psyche 
of Marathwada villagers. As a result, there 
was a widespread feeling to ‘teach a lesson’ 
to dalits. 

These events coincided with the regulari- 
sation of encioachments (the GR of 1979) 
and the phenomenon which was till then 
neglected or tolerated suddenly came to the 
fore. The encroachments over common lands 
provided a concrete opportunity to the 
village upper castes to give vent to their 
anger Dalit families were physically beaten 
and evicted from the gairans, their crops 
were destroyed and stocks were nized to 
ground. In many villages where there was 
no other issue of discontent, regulansation 
of encroachments created the conflict. 
Though the administration took quick steps 
to ensute law and order and in some cases 
the rioters were punished, dalits suffered 
great losses and more misery was added 
to their life. 

The situation crailed down afterwards but 
the renaming could not he performed till 
1993. In the meanwhile another GR was 
passed (1991) and encroachments were 
further ncguluriscd. However, this decision 
did not cause the same degree of tension as 
the earlier one. By then the local villagers 
had accepted the fact that the government 
was in favour of the dalits and would take 
a pro-poor and populist stance in order to 
wmover the Kick wardclasses. The university 
was renamed on December 6, 1993. It was 
thought that this decision would cause fresh 
riots but the government maintained strict 
vigil and enforced law and order. Excepting 
a few sporadic instances, the situation rc- 
mained under control 


Thou^ the 1991 GR regularised a laige 
number of encroachments, the problem was 
not solved In its entirety. In the first place 
the statistics collected by the revenue 
department was erroneous as it did not 
correctly enumerate all the encroachera. In 
many villages only a section of them was 
benefited, the encroachments of the others 
were not recognised. This fact created a 
great degrecof anomaly and disparity among 
thecncroachers. Secondly, though land grant 
certificates were issued this step was not 
followed with measurement and demarca¬ 
tion of the plots. Thus, in almost all the 
villages the beneficiaries were uncertain 
about the exact location of their plot and 
cultivated the same piece which was in their 
custody. The lack of demarcation created the 
obvious problems of equity as some of the 
encroachers had retained bigger plots than 
two hectares. Thirdly, though encroachments 
were regulansed the criminal and civil suits 
filed against the dalits at various levels were 
not automatically withdrawn. This factor 
caused considerable harassment to the bene¬ 
ficiaries even after 1992. Finally, though 
lands were granted to provide a source of 
livelihood, the decision was not followed by 
appropriate arrangements of credit, agri¬ 
cultural inputs and land development. As a 
result the beneficiaries could not take ad¬ 
vantage of any of the agncuftural develop¬ 
ment prugrammes. 

This whole phenomenon of encroach¬ 
ment and regulansation has brought to 
the fore a number of important agrarian 
issues. 'These could be broadly classified as 
follows. 

(a) What is the outcome of this pheno¬ 
menon in terms of agrarian relationships? 
In particular, what changes have been brought 
in the pattern of landowncrship as well as 
in the corresponding .social relationships due 
to the creation of a class of small land owners 
from landless labourers. 

(b) How has this activity helped the poor 
in securing livelihood? 

(c) What has been the effect on the CPRs 
in land? What processes have been set in 
motion with regard to the sustenance and 
management of commons? 

(d) Could this be a strategy for poverty 
alleviation'’ Would it en.surc equity, 
productivity and sustainability? 

(e) Whal could be the alternatives? 

In order to seek answers to these questions 
a study was conducted in Latur district of 
Marathwada in collaboration with a gra.ss 
roots level organisation called '.Sarvangin 
Vikas Sanstha’ (SVS - organisation for all¬ 
round development). SVS was founded by 
a dalit activist (Tatya Kambie) and since its 
inception in 1984 had consistently worked 
on the issue of equality and social justice 
for dalits. It was one of those organisations 


which had taken up the present cause but 
unlike the others had sustained its interest 
in resolving the issue. 

The inquiry was conducted in 30 villages 
- selected randomly - of Udgir and Ahmad- 
pur talukas. The tools of data collection 
included two proformas, one for the village 
and another for the individuals. Out of die 
total 366 beneficianes from these villages, 
260 beneficiaries (71 per cenii were 
contacted. Most ot the qualitative informa¬ 
tion was, however, collected from informal 
discussions in each village with both 
beneficiaries as well as non-benefictaries 
(Table 5). 

As could be seen from Table 5. the number 
ot beneficiaries varied from village to village. 
This number is not significant in comparison 
to the total size of the village but it assuincs 
significance in terms oi labour relationships. 
Almost all the beneficiaries were previously 
employed on the farms of the upper caste 
landowners. The peasantry in Marathwada 
could be broadly categorised in four classes; 
landlords, large land owners, middle peasants 
and small peasants (poor peasants with qneoo^ 
nomic holdings). The pattern of operational 
holdings in latur district has been as in 
Tabic A. 

This diffcreniiation would roughly coin¬ 
cide with the categories mentioned above. 
Of the.se the first category could be kept 
aside as this is a cla.ss of the traditional 
landlords (deshmukhs) and who arc present 
only in a few selected villages. They have 
preferred to operate in the larger political 
arena. It is the second category which 
mattered the most. Before the encroachments 
almost all the dalits used to be employed by 
the large landowners on annual bonds. This 
kind of labour relationship was dramatically 
altered once dalits started establishing access 
to land and began retaining those plots despite 
adverse socto-jundical conditions. It was 


Table A. 


.Size Class 
(ho) 

Percentage of 
Operational Holdings 

Above 20 


1 


5 to 20 


10 


210 a 


IS 


up to 2 


31 


Table R 

Type of 

Yield in 

Markei 

Value 

Crop 

Quintal 

Pnee Per 

of the 



Quintal 

Produce 



(Rs) 

(Rs| 

Cereals 

55 

500.00 

2.750 00 

Pulses 

1 1 

I4(X)00 

1..540 00 

Oilseeds 

06 

1 l(X).(X) 

660 00 

Miscellaneous 

0 5 

9.5000 

475.00 

Total 



5.425.(X) 

Fodder 



2,000.00 
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As we have seen earlier, privatisation of 
the common lands has certainly helped 
the beneficiaries to acquire a better food 
security. The important question is whether 
this could be treated as a potent means of 
poverty alleviation. After consolidating all 
theindividual details it was found that though 
arelatively better food security was obtained 
it had not brought the beneficiaries above 
the poverty line.* The poverty line in the 
present context (without getting into the 
complexities of its definition) is roughly the 
dividing line between employment and 
unemployment. If a person receives year 
round employment at the minimum wage 
rate, his/her family could be considered as 
above the line of absolute poverty during 
the year. This basic question has not 
been solved by the process of privatisation. 
As shown earlier, access to a piece of land 
has provided food security only for two 
to three months. For the remaining 
months the beneficiaries still had to search 
for wage employment. The poverty 
conditions have only been ameliorated and 
hence, in its present form, privatisation could 
not be considered as the most efficacious 
strategy for poverty eradication. 

This has happened because the bene¬ 
ficiaries have to cultivate uneconomic hold¬ 
ings. The,hoidings have been uneconomic 
primarily becau.se of (a) small size of the 
land, (b) dry land farming dependent upon 
the vagaries of monsoon, (c) lack of credit 
resulting into inadequate application of labour 
and inputs, (d) lack of basic agricultural 
assets like bullocks and implements, and (c) 
absence of improved methods of farming. 

Any strategy in the backward economies, 
aiming at improving the livelihood of the 
poor, needs to consider three important 
aspects, namely, equity, productivity and 
sustainability. What is expected is that the 
benefits or gains should be equitably distri¬ 
buted, the suategy should ensure optimum 
productivity so as to become a viable pro¬ 
position and it should be sustainable so as 
to permit continuation and growth. 

If the present measure is assessed on these 
criteria, it could be seen that in the present 
form it does nut satisfy any of these 
requirements. The question of equity has not 
been taken care of by privatisation as nut 
all the dalits in any given village have been 
endowed with land. The cultivation of dry 
landholdings have not been productive due 
to the reasons mentioned above. Sub¬ 
sequently, this could not be termed as a 
sustainable strategy as it would soon become 
a loosing proposition. The danger of the 
commons getting lost in this process would 
also be apparent. The search for alternatives 
thus becomes necessary. 

The search for alternatives needs to be 
carried out within the limits of two factors. 


Firstly, the private property rights con¬ 
ferred upon the individuals would be 
irrevocable and secondly, individual small 
dry landholdings would be pcamanently 
unvtable. 

In such situations, the alternative adopted 
in the past has been that of joint or collective 
farming societies where the members pooled 
their lands together and practised collective 
cultivation. In Indiathis measure was greatly 
propagated in the 1950s and early 1960s and 
a large number of such societies were 
established with active state support. Many 
of them were exclusively for the weaker 
sections. However, the single most conclu¬ 
sion of their performance has been that they 
have failed miserably. Barring a few excep¬ 
tions the joint or collective farming societies 
have been unsuccessful because of the in¬ 
herent problems of pooling the land together, 
labour participation, income distribution and 
in many cases the basic unviability of the 
proposal apart from the problems of weak 
member loyalty, lack of interest, dissension 
and disorganisation [Deshpande 1977]. The 
failuresofthesocietiesof the weaker sections 
have been particularly striking because of 
lackofinstitutional support, oppo.sition from 
vested interests and absence of community 
spirit. In Maharashtra alone there were 327 
joint and 892 collective farming societies in 
1979. The number came down to 74 and 243, 


» ... . ., V . , ■ . ' 

respectively, iq 1987 [Commusiouer for 
Co-operation, GOM, 1987]. 

If the land cannot be pooled together, the 
next alternative is to share other critical 
resources like waterinaco-operative manner. 
The merit of a co-operative arrangement is 
that the members come together without 
sacrificing their individual or private 
interests. This institutional arrangement is 
more suitable in the present context. The 
scholars studying the institutional aspects of 
collective action have concluded that co¬ 
operative management of natural CPRs is 
the most appropriate of all forms of 
management in most situations fSingh and 
Ballabh 1992]. As for the cultural ethos 
Maharashtra offers the most conducive 
environment as there has been a long¬ 
standing and successful co-operative 
movement in the state. 

The productivity of gairans has been 
low mainly because these are unirrigated 
lands. A variety of experiments in the semi- 
arid tropics have shown that annual 
precipitation as low as 500 mm could be 
effectively harnessed to satisfy local water 
requirements.’ The region under concern is 
more favourably placed as the average annual 
rainfall is around 800 mm. In comparison 
with the land sharing arrangements, those 
sharing water have been found to be mure 
sustainable and efficacious. If proper 
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ifiipmi^tng and hahresting structores are 
undertidcen then at least protective irrigation 
could be provided which would increase the 
productivity two to three times. 

The productivity of gairans could also be 
increased if, along with cereal crops, a mix 
of trees, grasses, legumes, herbs and bushes 
could be grown. This was the produce the 
gairans used to yield earlier and their ph vsical 
characteristics are extremely suitable for a 
combination of trees and grasses. It was 
noticed that agro-ctimaiically fruit trees and 
orchards could be more favourably grown 
which would also have commerci^ value. 
In tropical countries agro-forestry has been 
found to be more beneficial than mere 
fanning. While growing trees the problem 
of gestation period could be solved by assured 
wage-labour under the employment 
guarantee scheme (EGS). Since its inception 
in 1977. a massive public works programme 
was undertaken in Maharashtra which not 
only provided wage labour to millions of 
workers but also created capital assets like 
percolation tanks which helped in reducing 
the severity ol drought conditions. The EGS 
III its current form has only been a lean 
season guarantee. This cover could be 
extended throughout the year. 

Once an institutional arrangement is 
established (preferably for sharing water) 
then other crucial inputs like seeds, manures, 
fertilisers, insecticides, agricultural imple¬ 
ments as well as agricultural expertise in 
production and marketing could be shared. 
This would notjeopardi.se the present pri vate 
property foundation and would leave plenty 
of room for individual initiative and enter¬ 
prise in a collective setting. 

In practical terms this would mean that 
the privatised plots of gairans should be 
treated as 'Agro-Forestry Plots' granted to 
the members of weaker sections. With proper 
protection, conservation and regeneration 
these plots would yield much more than 
what the gairans used to yield earlier or what 
they are yielding at present." During the 
course of investigation a rough estimate was 
prepared for five villages and it was found 
that through this technique gairans could 
generate surplus bio-mass produce that could 
be shared with other members of the 
community. Thus the aspect of equity could 
be also taken care of. It was in fact realised 
that it would be possible to involve all the 
poor in such a sharing arrangement which 
would be productive as well as sustainable. 

The preriiise of this strategy lies in the 
belief that poor people can come together 
and utilise their natural resources to their 
advantage. This ot course would need 
considerable moti vational and organisational 
inpuu. In the present context these could be 
ideally provided by voluntary organisations 
(NG(^). Maharashtra has been known for 


a tradition of social reforms and voluntary 
social service. At present a number of 
voluntary organisations are operational at 
the grass roots level. The present issue 
provides an ideal opportunity to all voluntary 
organisations. The issue is related to the core 
process of agricultural production and deals 
directly with the livelihood interests of the 
poor. If these organisations decide to provide 
motivational inputs in selected villages, then 
it IS quite possible to establish institutional 
arrangements fur sharing the benefits of the 
commons in an equitable and sustainable 
manner. After the earthquake, considerable 
amount of funds have come to Marathwada. 
from both governmental and non-govem- 
mental agencies. This inflow of capital could 
be meaningfully used for undertaking the 
constructive measures mentioned above. It 
would thus serve both the pragmatic and 
long-term interests. The sense of deprivation 
experienced by dalits could also be mini¬ 
mised as they would be involved in the 
mainstream process of .social and economic 
development. 

Notes 

IThisis a conci.%e version of the paper presented 
at the International Congress on Agrarian 
Questions held at Wageningen Agricultural 
University (NL) in May 1995. I am thankful 
to H Bedi of Community Aid Abroad, Pune fcir 
financial support and to Tatya Kainble of 
Sarvangin Vikas Sanstha, Lalur for field 
assistance. The usual disclaimers apply.] 
t This is symptomatic of the general trend found 
in the arid and scmi-arid regions where land 
allocation have reduced CPK lands to u small 
area (on an average 20 ha per village) which 
is typically heavily degraded and under open 
access usage (Arnold and Stewart 1991:21). 
2 The seminal contnbution in this regard is by 
Jodha (1986) but there are other studies as well. 
.1 It IS a countrywide fact that common properly 
resources in dry regions are considerably 
smaller in area than those in wet mountainous 
regions (Arnold and Stewart 1991:8). 

4 A person holding less than 2 ha of dry land 
equivalent is considered poor in the literature 
on CPRs (Jodha 1986.1171). 

5 This has been the rallying point of ihie pani 
punchayut experiment in Pune district of 
Maharashtra Its main argument is that water 
should'be treated as common properly and 
should be distributed in terms of per capita 
requirement and not in terms of rights in land. 
The technical and social viability of the pro¬ 
gramme has been well estabUshed[Bokil 19^]. 

6 The community fodder forms in Kheda district 
of Gujarat are a good example where the 
previous grazing lands(gouchors)are converted 
into a more etficienl system of providing the 
biomass needs (Shah 1989). 
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DISCUSSION 


Misinterpretiiig Unfree Labour in 
Contemporary Haryana 

Tom Brass 


IN his latest, and it has to be said more 
strident,contribution toascries of exchanges 
with me about unfree labour in Haryana. 
Jodhka (] 996) introduces nonew infonnation 
or ideas. Since the points raised by him in 
his previous contributions [Jodhka 1994, 
1995] have been answered by me in Brass 
(1995, 1996), there would normally be no 
need for me to respond to his latest one.' 
However, apait from fairly innocuous points, 
such as attributing to me an old view (about 
worker agency) and a new one (the ‘two 
class model'), neither of which I hold, 
questioning my point about landholder bias 
and making symptomatically unsustainable 
claims about thedeclineoflandholder power, 
Jodhka’s latest contribution also contains 
two rather obnoxious points: a baseless 
innuendo about intellectusd appropriation, 
and the invocation of a nationalist discourse, 
the object of which is intellectually and 
politically exclusionary. Since these cannot 
be permitted to pass unchallenged, I will 
deal with all of these points briefly.* 
Complaining once again that I attribute 
“no agency to workers at all”, Jodhka 
(1996:1286) repeats what by now even he 
must surely know to be an untrue assertion: 
that my view corresponds to one of “an 
absolutist power structure where labourers 
have no space to bargain and contest”. 
About this continuing (mis)representation 
of my views two things can be said. First, 
and as I have pointed out ad nauseam it 
is precisely because workers exhibit agency 
in the form of a growing consciousness of 
class that landholders in Haryana 
increasingly resort to the debt mechanism 
as a method of waging class struggle ‘from 
above’. That the latter is elTective is clear, 
not just from what the labourers themselves 
have to say on this subject but also from 
what Jodhka states in his thesis.* And 
second, what he forgets - or perhaps does 
not know - is that even chattel slaves were 
able to pursue specific kinds of agency, 
the exercise of which did not obviate the 
unfree nature of their relation.^ Jodhka 
fails to comprehend that an important 
difference exists between a free labour 
market (a dirpet exchange between worker 
and employer) and a free market in labour 
(an indirect exchange involving only 
employers or the latter and contractors). To 
regard the presence of labour-power in 
both transactions simply as evidence of free 


labour, and thus worker agency, is palpably 
nonsensical. 

The next point-that 1 operate ‘atwo-class 
model’ bas^ on a landloid/labourer dicho¬ 
tomy, as a consequence of which I maintain 
“that a powerful class of landlords is still 
in control of the politics and economy of 
contemporary rural Haryana” (Jodhka 
1996:1286, 1287] - is of course nonsense 
on stilts. Excluding quotations from other 
sources and informants, the term used by me 
with reference to contemporary Haryana is 
not ‘landlord’ with its implications of pre- 
capitalistfs ‘feudal’/’semi-faidal')relations 
of production and political power but rather 
‘landholder’.* As is clear not just from my 
article on Haryana [see, for example. Brass 
1990:60 note 25,63 note 46] but also from 
everything else 1 have written on the subject 
of agrarian transformation and unfteelabour, 
the concept ‘landholder’ encompasses rich 
peasants and capitalist farmers. 

Linked to this is his equally problematic 
view that those who now possess economic 
power have shifted its focus and locus away 
from the village and ‘outward to the pos¬ 
sibilities of greener pastures in towns and 
big cities” [Jodhka 1996:1287].* Unfortu¬ 
nately for Jodhka, this too is nonsense: where 
it has occurred, the recent expansion by 
agrarian capital into urban India has not been 
at the expense of (and thus involved a loss 
of interest and/or contraction in) its rural 
operations. Much rather the contrary, since 
rich peasants and capitalist farmers whose 
economic activity straddles the rural/urban 
divide, continue not just to own and con¬ 
solidate property in Ae village but also to 
depend on the profitability of agricultural 
pr^uction in the latter context for the success 
of their whole accumulation project.’’ 

J odbka also objects to my raising the point 
about an inherent landholder bias in his 
approach to employer/workforce relations 
as a result of the presence of property-owning 
kinsfolk of his in one of the fieldwork 
villages, and disavows the relevance of his 
own ‘personal context' to the way he per¬ 
ceives the issues in question.' For a number 
of reasons, however, these remonstrations 
fail to impress (let alone persuade), not least 
because the point about landholder ideology 
is actually reinforced by so many other dis¬ 
cursive components in his analysis (silence 
about the fact that employers threatened to 
recall debts at electimi time, a denial that 


they weredilefa)enforcethelabour-servicing 
obligations of indebted workm; assertions 
regarding ’emancipatory trends’, the non- 
existence/non-importance of unfreedom, its 
declining incidents, the powerful-workers/ 
weak-landholder dichotomy, etc, etc).' 

Invoking a recent intervention on this 
subject by Singh (1995) as support for his 
own views [Jodhka 1996:1287, note 3] cuts 
no ice either. To begin with, this kind of 
I-am-nm-alone-in-thinking-this issomething 
we can all do: that others share a viewpoint 
may be evidence of nothing more than the 
fact that they, too, are wrong." More 
impcntantly, the objection by Singh to the 
concept deproletarianisation stems from a 
different teleology: namely, that capitalist 
development requires the presence of free 
labour (or a process of proletarianisation), 
an interpretation consistent with the ‘semi- 
feudal’ thesis." Singh’s article has little to 
do with the substance of the dispute between 
Jodhka and myself- whereas the latter 
concerns whether or not unfreedom exists 
and is declining, the focus of the former is 
on whether or not unfree relations are 
compatible with accumulation.'* 

Finally, the attempt by Jodhka to hint that 
his ideas and data about unfreedom have 
been appropriated by me is not just (and 
rather obviously) wrong and a disgraceful 
slur but hilarious." Although it is un¬ 
questionably the case that, like others con¬ 
ducting research into bonded labour, there 
is still much for me to leam about complex 
issues such as the causes of unfreedom/ 
attachment, its relational structure and signi¬ 
ficance for the political economy of develop¬ 
ment, etc, the implication that 1 remained 
unaware about any of these aspects until 
suddenly and magically enlightened about 
them in the context of Haryana by Jodhka 
himself, is actually quite amusing. As he 
well knows, there was indeed a process of 
enlightenment about the subject of un¬ 
freedom, but not quite the one his innuendo 
suggests. Precisely who owes an intellectual 
debt to whom is clear, therefore, not just 
from an admission by him about the origin 
of his own interest in this subject but also 
from the beginning (and crucial) portion of 
the chronology that he rather surprisingly 
omits to mention: namely, that Jodhka 
assisted me with some of my research in 
Haryana during the summer of 1987, a full 
nine months before he himself embarked on 
fieldwork for his own thesis." 

Somewhat predictably, and entirely under¬ 
standable given the disintegration of his 
arguments in the course of these exchanges, 
Jodhka concludes his latest contribution by 
resorting to a ploy much favoured by the 
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Attlaiiimit card. - 

He^ the auation him that no one who 

is not an Indian national can possibly 
understand what is hapfxming in the Indian 
countryside, whichisasaresultiniiBllectually 
acceuible solely to those who reside there 
and correspondingly inaccessible to those 
who do not. Unsurprisingly, this ‘argument* 
re|Hoduces in its classical form not merely 
landholder discourse but the ideology of its . 
historicaliy most powerful component, the 
landlord class. Amongst other things, 
therefore, such a discourse asserts that it is 
only landholders - the permanent and hence 
‘authentic* custodians of the Indian country- 
side-whocanknow ‘their’ workforce, what 


5 la my rum npem eontributioa. die sole 
rs few ice to the landlord dess in the sense 
outlined here it actually a quotation taken 
from a text by Jodhka (Brass 1996:240, 
note 20],soanystrictuiesofhisonthispoim 
should directed at him and not me. 

6 Although the source for this dubious 
proposition is Mendelsohn (1993), nothing 
in dw latter text actually supports Jodhka's 
contention that landholder power at village 
level is declining as a result of newly- 
acquired urban interests. To begin with, the 
methodological focus of Mendelsohn’s 
analysis of the ‘transformation of authority' 
is restricted to the juridical process, and 
does not extend to the exercise of economic 
power. Since it is the locus where resistance 
is expressed, therefore, ‘dispute settlement' 


or to be of less significance. Furthermore, 
the theoretical focusofdteicxtby Mendelsohn 
is on changes in caste rather than class 
relationships: his central argument is that, 
precisely because of the emergence of 
capitalist fanning, the ‘dominant caste' model 
of Srinivos and Dumont which has dominated 
theoretical models of rural India since 
independence, no longer applies (1993:816, 
825, 828, 840-41). It is not tlie exercise of 
power at village level which has declined, 
therefore, so much as its exercise by the 
‘dominant caste'. To a large degree this 
argument coincides with my own, since what 
I argue is that unfree labour is not a ‘feudal’/ 
'semi-feudal' relationship exercised by a 
traditional landlord class (belonging to the 
‘dominant caste’) but rather one that is now 


it thinks and thus what it really wants. This 
xenophobic turn on Jodhka's part is most 
regrettable, and constitutes yet moreevidence 
(if this w«e needed) of the discursive con¬ 
nection between his analysts and landholder 
ideology. 

Notes 

1 Jodhka should rest assured that he personally 
has not ‘unsettled’ or ‘disturbed’ me in any 
way whatsoever. As always, my only quarrel 
it with inadequate theory, inappropriate 
methods, and the inaccurate claims to which 
the latter give rise. 

2 It also gives me an opportunity to reply - 
again very briefly - to tlie intervention by 
Singh (1995), which was published after I had 
already submitted my last contribution to the 
EPW. 

3 Thus, for example, the following grass toots 
utterance: “We [labourers] want to unite, but 
it is difficult for us to organise unions in 
support of our wage ba^aining, because 
farmers always bring these pressures [among 
which is the recalling of outstanding debts] 
against us to break our people” (see Brass 
1990:63, note 45]. This is confirm^ by what 
Jodhka( 1990:255-56) himself observes in his 
thesis, namely that: “This category of 
moneylender (local farmers] does not lend 
merely for earning interest. Its stakes in the 
existing structure of the rural society ore 
much more than any other social group. They 
control most of the village land. They also 
dominate in the village politics. They are 
always dependent on wi^e labour for the 
cultivation of land. They also need support 
of the small/matginal farmers in the village 

' politics. Money lending for them, is a method 
with which they reinforce this overall 
domination in village society". 

4 in the case of the antebellum American south, 
for example, such agency extended from a 
capacity to cultivate their own small holdings 
or to work in local towns on the one hand, 
to a modicum of cultural autonomy on the 
other. For a variety of reasons, this kind of 
agency can be extremely supportive of 
landholder power (which is why it is per- 
nritted): not only do slaves meet a portion of 
the costs of their own reproduction (through 
subsistence cultivation), therefore, but they 
also generate additional income for their 
masters (through utban employment). 


by its very nature gives an exaggerated 
image of the extent and effectiveness of 
grass toots agency. By contrast, the absence 
of resistance, or its suppression, goes 
unrecorded in such an analysis, and is thus 
deemed by the unwary either not to occur 


operated by rich peasants and capitalist 
farmeis. 

7 For the interpenetration of rural and urban 
commercial interests, and its connection 
with the new farmers’ movements, see for 
example Banaji (1995). Jodhka’s view about 
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IOC mil oixiqmun ^mq hmm povMr) bDin 
nitai to uibaA comexU it not oidy thaKd by 
neo-populius but alio has as o sub-text the 
aisument that, as they no lonjrer have a 
significant or enduring economic interest in 
the village, landholders cannot possibly have 
a political interest either in what happens 
dim or in the control of labour-power in such 
conKats. This appears to explain his belief 
that in Haryana, empowered permanem and 
casual workers face no serious opposition 
from disempoweied landholders. As pointed 
out by me previously, such a view which 
posits the existence of powerful-workers/ 
powerless-employers is not merely fallacious 
but is in class terms also a politically 
disempowering discourse [Brass 1996:238- 
39, 240. note 23]. 

8 Having first denied the accuracy of this 
observotion about property-owning kin, he 
then confirms its veracity. However, the 
subsequent declaration by iodhka (1996:1287, 
note 2) that the holdings concerned are only 
'tnorginar. and further that no attached labour 
is employed on them, remains unconvincing, 
not least because it fails to address tlw 
question that it is coaual workers who are 
unfree. Moreover, having denied the 
relevance to his finding .of his own 'personal 
context', Jodhka then proceeds to argue that 
my findii^s are structured by my own 
'outsider' status os a ‘foreigner’ (and a 
Cambridge one at that!). 

9 There were in fact early signals to this effect. 
Hence the revealing comment - the full 
significance of which escaped me at the time 
- written by me (“SSJ says this is not bonded 
labour, before the truth emerges") in the 
margins of m> 1987 Haryana fieldwork 
notebook during an interview with one 
particular agricultural labourer. Although the 
toner went on to outline in graphic detail the 
nature of the coercion exercised by his 
employer, it seems that Jodhku had decided 
a priori that no unfreedom was involved. 

10 Characteristically,whenconfmntedwtthtexts 
that either do not support his views (such os 
Ahlawai], or do not support them in the way 
he claims (such as Chowdhry and Bhalla, on 
which see Brass 1996:239, note 6], Judhka's 
'response' is silence. For my pan, I could 
point out that much of the literatuie on rural 
Haryana supports the view of workforce 
recomposition and agrarian restructuring as 
an ongoing process (see, for example. Miller 
1979:119], 

11 As I am sure, Singh himself would agree, 
this is acomplex issue as well as a politically 
important one. Significantly, much of the 
theoretical dispute about the presence/ 
absence in the third world countryside of 
capitalism and scmi-feudalism has turned 
on the presence or absence in such contexts 
of unfree labour, this was true not only of 
the initial exchanges about Latin America 
(Frank 1969: Laclau 1977 j but also of those 
which subsequently characterised the mode 
of production debate in India (Kudra et al 
1978; Thorner 1982]. Insofar as some 
Marxists continue to insist on the absence 
from agriculture of capitalism and the 
unbroken dominance of seini-feudal 
relations, however, capitalism must for them 
remain a politically progressive force, 
consequently, their 'Marxism' also remains 
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trapped in the dtscoune of MtlioaMism, 
While the latter is perfectly compatible with 
neo-populism (and, indeed, is its political 
raLum d'etre), the continuing support for 
nationalism in a context of global capitalist 
development is - or shouldbe - Incompatible 
with Marxism. 

12 Although no one has greoier admiration 
than I for the quality of and courage 
informing Manjit Singh's fieldwork 
(especially that involving migrant workers), 
it it nevertheless the cose that his theoretical 
framework is somewhat problematic, os has 
been noted by me elsewhere (Brass 
1986:120-26], It is equally clear from another 
text (Singh and Iyer 1984} that the situation 
he dMcribcs in Punjab for the early 1980s, 
when migrants from Bihar (many of wlmm 
either were or became unfiee) were similarly 
displacing local workers (who for the most 
part were free), also corresponds to one of 
deproteiarianisaiion. So, a parallel between 
both contexts does exist, albeit not the one 
proposed by Jodhka: insofar as the 
restruciunng of the agrarian labour process 
in each context entailed work-force recom¬ 
position amounting to depro-letarianisation, 
the Punjab of the curly 1980s is indeed like 
the Haryana of the late t980s. 

13 Of the many things that could be said about 
this, three will suffice. First, and as is stated 
clearly in Brass (I990:.36), the data collected 
by me in Haryana were already wntten up 
by December 1987 in the form of a research 
report (submitted to the New Delhi office of 
the Ford Foundation), and it was on this that 
the infonnation contained in my arlictc was 
bused. The (irsi glimpse I had of anything 
written by Jodhka on the subject of unfrec 
labour was when Punjab University invited 
me to he the external examiner fur his thesis, 
inMay-Junc 1990 My article on Haryana had 
already been written and accepted for 
publication (it came out in the October 1990 
issue), and the references to his thesis were 
inserted at the proof-stage. Second, the two 
arguments - about both the change in the 
witness .system and the cnfoiceinent of debts 
not by the landholder but by those belonging 
to the same caste as die indebted worker - 
which wciv referred to by me [Brass 1995:698, 
notes I and 2] as having surfaced in Jodhka's 
article without reference to the fact that they 
were also contained in mine, arc in fact 
mentioned by me not just in the article (Brass 
1990 54. 65 note 60] but also and verbatim 
in the December 1987 report (pages 69, 105, 
note 155). And third, although my examiner’s 
report on his thesis wos generally favourable 
(an opinion that I have not changed), it was 
clear from the comments therein that I 
disagmed with his inierpretanon of unfree 
labour i which did not prevent me from 
recommending that he be awarded a 
doctorate). When Jodhka asked me sub¬ 
sequently (ill January 1991) fora copy of my 
examiner's report, I was more than happy to 
oblige. With hindsight, this was probably a 
mistake on my part, whether or no'l the 
dismissive references by Jodhka( 1994) to my 
own views about unfree labour ore in any way 
connected with the criticisms of his views 
about the same subject contained in my 
examiner's repon is of course a matter for 
conjecture 


14 neraien 10 ny. tne oimsHon w uus inum 
and cruciid section of chronology looki very 
much like another insianct ofimppressu} verL 
Qinceming the nature and extent of intel¬ 
lectual debts, in a letter to me dated April 28, 

1995 Jodhka admits unambiguously thu: “My 
interest in attached labour was largely 
generated by you. I have leamt a lot from 
you...". 
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moved up from the 1993-94 position of No.3 to the No.l position among all Indian 
banks in 1994-95. Thanks to our dedicated employees and to the unflinching loyalty 
of millions of customers, this marks the beginning of a new journey. 
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Where there's Lifebuoy there's 
health. It washes away all the 
germs in dirt — to give you that 
clean, healthy feeling that comes 
only with Champion Lifebuoy. 
Now with a modern, new look. 
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ale ^Ascetic’ 


s of the Brahma Kutnari sect in its initial years enables us to 
hidden aspects of Sindh society which account for an 
ted but successful patriarchal attempt to regulate and restrain 
uality or stimulate its self-restraint under the tdl-encompossing 
orming society. In later years, conlironting a greatly changed .social 
militj^ central thrust of the sect of control of female sexuality has again 
to its success in hrealcing out of its high caste and class complexion 
ing out a committed middle class urban following. 2307 


sation and Kerala’s Growth 

one of the least industrialised states in the country. Among the 
sponsible for this, the three most important are thought to 
itant trade union movement, high cost of land acquisition and 
ng power situation. Has there been a significant improvement in 
rcumstances in the post-liberalisation period and how do the 
lent proposals the state has been able to attract compare with the 
of other states? 2323 

iy Medicine 


aceutical industry has demanded and secured several major changes 
government's drug policy on the ground that the severity of price 
ot has hampered the industry’s growth. Yet a category wise analysis of 
s of drugs over a period of 15 years shows that there has been a 
trend of prices, e.specially of essential and life-saving drugs. 2331 


llying Hard to Get 

slhe govemmeni'.s wooing of 
>Bign investors has become more 
aperate, the latter have stiffened 
Jir terms. The government's own 
^m for manoeuvre, on Che other 
nd, has grown progressively more 
ited because the 'reformers’ have 
osen to focus almost exclusively on 
>reign investment in the making 
f economic policy. 2282 


pature-Friendly Planning 

nf the people as a whole are our 
iconstiluency, surely no planning 
[will be purposeful unless it be 
I people-oriented. Primacy must be 
given to environment-propitious 
methodologies, not to technology 
in the abstract, 2297 


For the Big Fish 

The FAO’s strategy for fisheries 
management is aimed at ensuring a 
steady supply of fish to the developed 
world and full employment of the 
fleets of the advanced distant water 
fishing nations. _M89 

Spinning Is the End 

Yeltsin's inauguration as'president on 
August 9 marks the n»l autumn of the 
patriarch, the end of the Yeltsin era. It 
also marks the beginning of a new 
presidential race in Russia. 2293 


CTBT Debhte 

In no country, certainly not in India, is 
there as much awareness and sensitivity 
on nuclear weapons related matters as 
in Japan. By contrast, the debate on the 
CI'BT in Iiidia has been both one-sided 
and extraordinarily ill-informed. 2275 

Army in Nagaland 

The army and paramilitary forces 
have been in the north-ea.st for four 
decades now. Over these years their 
continued presence has undermined 
civil and legi.slativc authority over the 
area and has brought a high degree of 
uncertainty and insecunty to the 
lives of ordinary people. _ 

.Political Funds 

fhe Supreme Court's judgment on the 
maintenance of audited accounts by 
political parties is a powerful blow 
for the cause of free and fair elections. 
The judgment ha.s been rightly lauded, 
but its nuances need to be better 
understood. 2278 


TVoubled Waters 

The decision on the height of the Narmada 
dam. being projected a.s an outcome 
of the meeting of ministers of the 
riparian stales, is in reality a decision 
of the prime minister which, for the 
moment, papers over the difl^ercnces 
among the thtee states. 2287 







LETTERS TO EDITOR 
In Praise of RSS 

ONE wishes T Mani Chowdai^ (August 10) 
had read the piece ‘In Praise of RSS’, a bit 
more seriously before coming out with his 
vitriol. One needs to understand different 
levels, layers and mechanisms through which 
‘an’ ideology gets actualised through the 
actions of an individual. The reasons for 
which the Mahatma was killed by a votary 
of Hindutva, were the reasons which were 
being propagated by RSS. The RSS was at 
the forefront ol criticising the Mahatma for 
‘appeasing Muslims', which according to 
RSS, in turn made them bold and due to 
which Pakistan was formed. The provocation 
for murdering him by a 'soldier of Hindutva' 
(Godse) came when Mahatma Gandhi 
advocate giving to Pakistan her share of 
Rs 56 crore from the treasury. 

Though Godse was not assigned the task 
of murdering Mahatma by the RSS, it was 
the RSS concoction against Gandhi which 
created the backdrop for his being murdered 
by Godse. And going by the Frontline 
(January 1994) interview by Gopai Godse, 
Nathuram was a member of the RSS even 
at the time of his murdering Gandhi. 
Inspirations for such acts need not be obvious, 
because ‘inspirations' are not commands, 
they are inner constructs rooted in the 
ideology. In this ca.se the inspiration for the 
above act did come from the RSS propaganda, 
and the act was executed by a member of 
the RSS, the act was executed for the politics 
of Hindu Rashtra, which is the goal of the 
RSS. 

To say that all naxalites are indulging in 
extortion and are killing one another, is to 
ignore the social phenomenon and concent¬ 
rate on the aberration. One's ‘class bias’ is 
very obvious while seeing any phenomenon; 
it depends on this whether you see the naxalite 
movement as the cry of subalterns to get 
their rights or you just reduce it to being just 
an ‘extortion’ and mutual killing. That apart 
one has also to see that in the case of naxalites, 
and whole ML movement, despite the flaws, 
they had/have a totally different perception 
of strategy and tactics; they fundamentally 
differ in their understanding of society and 
politics from the understanding and politics 
of the CPI and the CPIfM). While in the case 
of RSS and Godse the fundamental approach 
to secular nationalism (i e, their hatred for 
it) unites them in an inseparable manner, and 
where they differed, was on the question of 
tactics. And undoubtedly it was and is the 
RSS which is the fountainhead of Hindu 
communal nationalism, which is the source 
of inspiration of all acts which attack either 
an individual who is a towering symbol of 
secular nationalism or a monument which 
has a place in secular national ethos. 

For Chowdary let me state that I am aware 
of at least live inquiry committee reports 
which have come out (Reddy. Vythayathil, 
Venugopal. Madon and recently Bhagalpur), 
and to quote Basu ct al (Khakhi Shorts 
Saffron Flags, Orient Longman, 1993, p 20) 
“At least three commissions of inquiry - 
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Reddy, Vythayathil and Venu|b|^Bive 
found RSS inspiration behind ^jKim 
and anti-Christian riots, not in^K as 
direct cadre participation, but tlJcKng- 
term and su,stained communal pfoBda”. 

In the case of RSS the front o^gHions 
(controlled by RSS ‘pracharaks’ aBres) 
are working for the RSS agentiaKndu 
Rashtra. It is a mere division Ibour 
between the patriarch (RSS)fl the 
organisations like BJP, VHP, Bafl Dal, 
Adi va.si Kalvan Ashram.etc, whofctely 
arc controlled by the RSS. TechJK no 
core organisation is responsihlS the 
actions of its front organisations biKally 
and ethically it is. ^ 

An organisation which strait-j«the 
role of women, workers and other suins, 
can be nothing but working for ‘authtSan’ 
model of society. The met is ‘n«are 
anathema for this right wing orgiwon 
(workers have to ‘produce’ for thSon 
irrespective of theirrights, they are si|kd 
to be part of a family headed Wie 
industnalist. women are adviced to t&e 
ideal housewives, mothers and daiSs, 
under the patriarchal supervislKf 
husbands, sons and fathers). The w»e 
Sangh parivar is subtly ‘attac*’ 
reservations for the disadvantaged sews 
of society, is meant to uphold the 
quo’ which in today’s social matrix iZs 
the hegemony of upper casles/class. MI 
this is not authoritarianism') W 

When I say the RSS is at the roMf 
communalisation of society, I mean toift 
society. One is aware of the role of MiX 
communalistn and its negative tmpacA 
society. As a matter of fact what stanedM 
IS not a valid question. One can very m 
supplement a big list of Hindu commil 
actions even before the formation of Rl 
Both communalisms (Hindu and Musll 
started parallel to each other. Both comil 
nalisms did begin together, in rcsponsci 


.secular nationalism and both these hated 
‘secular nationalism’ (Gandhi-Nehru). both 
boosted each other, both were aloof hrom 
the freedom stnig^e and both created ‘fear’ 
of the other, within their own constituency. 
Since paitition Muslim communtdism is on 
the defensive, while the RSS brand Hindu 
communalism is on the offensive and is the 
communalism of today’s society. It is RSS 
which has systematically propagated ‘hate 
Muslim’ ideology, it is RSS whose ‘shakha 
boud-hikks’ (intellectual sessions) train the 
volunteers in the communal, Hindu Rashtra 
doctrine. Muslim communalism is ^ually 
condemnable, in today’s society it per¬ 
forms the function of oppressing poor 
Mulsims and giving the necessary pro¬ 
vocation to Hindu communalism, but all 
said and done it is the Hindu communalism 
spread by RSS which is the real threat to 
tray’s society. 

One does not hold a ‘brier for ‘com¬ 
munist’ parties and their non-democratic 
practices in the erstwhile socialist states and 
elsewhere. Despite all the drawback and 
dictatorial policies most of the communist 
parlies transformed their countries from 
feudal empires in the direction of modertr 
industrial societies. Their role is to be 
contrasted with the military and other 
dictators who reduced their countries to 
banana republics, and puppets in the hands 
of American imperialism. But nothing 
whatsoever justifies the suppression of 
democracy, democratic norms and values, 
whatsoever be the given circumstances. And 
only in that sense I share with Chowdary, 
a condemnation of communist parties for 
their suppression of democratic rights. The 
mistakes of communist parties are no 
justification for the current oppressive 
’philosophy’ and practices of the RSS. 


P R Ram 
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Back in the Red 


T he deterioration in the performance of sclcduled 
commercial banks in 1995-96 and the fcar^|nat the 
situation may worsen in the current year must surpifc those 
who had taken the authorities' claim that the pr&css of 
cleaning up the banks’ balance sheets had been coniicted by 
1994-95 itself. To any objective observer, howeel, it was 
clear that the way the government had gone about lfe|ask was 
replete with problems and was not sustainable in tk»icdium 
term. Broadly, the approach has been that the finan i|l system 
exists for its own sake and the objective of rehiding the 
balance sheets of banks and financial institution lad to be 
pursued irrespective of the costs this imposed on Ip govern¬ 
ment budget and the real sectors of the econont. In con¬ 
sequence, the economy has had the worst of botblfc worlds: 
the working of the financial intermediaries has wn such as 
to hinder the growth process and the fmancia'liistitutions 
themselves have been hard put to it to come ou 0 the red. 

It is a fact that over the years the banking |dustry had 
accumulated a variety of problems associatcJlwith rapid 
growth, but all the same the fundamentals of w*’**'^ sector 
banking had remained strong. Despite the operational 
inefficiencies and the phenomenon of disintermeiation, banks 
had been consistently attracting high deposit girwih, thanks 
largely to the public confidence that governmj|li ownership 
had conferred on them. Also, the banking indiiry had come 
to accept lending to the far-flung sectors of thefonomy as its 
primary function. Of course, the industry was iriently in need 
of revitalisation, but the blanket application ^ mainstream 
stabilisation and structural adjustment proglmmes to the 
financial system has actually destabilised t|( system, for 
which the economy will have to pay dearly ^cr the years. 
What was needed instead was a more discriitjinating reform 
that would have addressed with vigour (a) thc|robiem of loan 
recoveries and non-performing assets, (b) tifapplication of 
prudential accounting norms, namely, incioie recognition 
and asset classification, and (c) the subject ore vitalising the 
management and internal structures of banks.^cluding issues 
relating to profit planning, costing of (^rations, staff 
motivation and enforcement of performancfcriteria, proper 
housekeeping, balancing of books and recoiJSliation of inter¬ 
branch and inter-bank transactions. A mot discriminating 
approach in the application of provisionpg requirements 
would, for instance, have treated investrttnt in sovereign 
securities differently from the present insistnee on a sizeable 
proportion (50 per cent) being marked to market or the 
prescription for balance sheet valuation oft 14 per cent yield 
to maturity for the 10-year securities wh’ch did not have a 
quotation in March 1996. These obsessiois are rooted in the 


RBI’s blind faith that it was possible to create overnight a large 
.secondary market for government securities, ignoring the fact 
that large trading in government securities would necessarily 
require a narrowing of the difference between their yield rates 
and interest rates on commercial instruments such as CDs, CP 
and bills - in other words, profound structural changes in the 
financial system and total market orientation which are neither 
possible nor indeed desirable at this stage «if development of 
the economy. 

No less damaging have been the consequences of the 
insistence upon public sector banks and financial institutions 
satisfying an 8 per cent capital adequacy norm by March this 
year. This has been sought to be achieved by massive 
recapitalisation to the extent of Rs 14,000 crore provided by 
the government through the budget, by raising Besh capital 
through primary issues of bonds and equity by some banks and 
financial institutions in competition with the manufacturing 
sector, substantial upward revision of yi(;ld rates on government 
securities and large increases in the rates of interest charged by 
banks and financial institutions on their loans and advances 
following the freeing of lending rales. Taken together these 
measures have harmed the working of the financial system 
and the real sector in a variety of ways. The interest burden on 
tlie central budget has shot up from Rs 21,498 crore in 1990-91 
to Rs 60,000 crore in 1996-97, a rise of 179 per cent in .six 
years. The government’s internal debt has ballooned during 
this period. Likewise, real rates of interest on both short- and 
long-term advances from institutional agencies have touched 
dizzy heights. The general interest rate structure has 
experienced tremendous pressure as a result, apart from the 
government's borrowing, of the primary issues of capital by 
banks and financial institutions, all of which could have iicen 
avoided if there had not been the insistence on hanks fulfilling 
wholly premature capital adequacy norms. 

The most damaging effect of the banks’ attempt to fulfil the 
capital adequacy requirement is to he seen in their growing 
reluctance to pursue their normal activity of lending to the 
productive sectors. Instead they have preferred to make 
substantial investment in government securities; despite a 
sharp reduction in statutory liquidity requirements, the ratio of 
banks' investments to their demand and time liabilities has 
remained virtually unchanged in the past six years, at 35.4 per 
cent in March 1990,34.9 per cent in March 1995 and 34 3 per 
cent in March 1996. There is enough corroborative direct 
evidence of banks shying away from normal commercial 
lending. 

It may be claimed that the operational performance of hanks 
has not been as disappointing as their balance sheets suggest. 
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Though the nttionalised banks have moved 
from a net profit of Rs 270.57 crore to a net 
loss of Rs 1,122.23 crore, the number of 
loss-making banks has declined from 12 in 
1994-95 to seven in 1995-96 and the bulk of 
the loss, of as much as Rs 1,336 crore is 
attributable to a single bank (Indian Bank) 
due to a series of irregularities. The banks' 
non-performing assets ratios have come 
down. Also, only eight of the 27 public 
sector banks have failed to fulfil the required 
8 per cent capital adequacy norm. But, as 
pointed out above, these improvements have 
been secured at a heavy cost to the exchequer 
and the economy. Further, it does not ^so 
appear that these improvements will be 
enduring; in fact all indications are that 
1996-97 will be yet another year of deterio¬ 
rating performance. Alsu, their financial 
perfunnance apart, the persistent reluctance 
of the public sector banks to engage in 
normal lending activity will be damaging to 
the growth of the economy. Even their per¬ 
formance In terms of their priority sector 
l^ing as a proportion of their total advances 
is exaggerated becau.se of the slow growth 
of the latter. 

HUMAN DEVELOPMENT 

Pie in the Sky 

ACCORDING to the Human Development 
Report 19%, the world has become more 
polarised than ever before. The ratio of the 
shares of the richest and the poorest increa.sed 
from 30; 1 to 61:1. Points out the report, 
“Development that perpetuates today's 
inequalities is neither sustainable nor worth 
sustaining”. Dicre is much that is wrong 
with the growth patterns of third world/ 
developing countries. Sometimes the growth 
has been rootless; that is, in pursuit of nation¬ 
building goals governments have imposed 
impossible conditions on the people, wiping 
out minority cultures or marginalising those 
who do not contribute to or subscribe to the 
dominant cultures. Growth has also been 
voiceless in many countries where political 
repression and authoritarian governments 
have nevertheless enhanced the indicators of 
economic growth. 

'I'he polarisation is also reflected within 
countries: the gap between the richest and 
the poorest in many countries, especially 
those with shrinking incomes, has grown 
sharply. Overall although life expectancy in 
most developing countries has increased, it 
IS Mill not what t.s nhiainable in the deve¬ 
loped countries. And this is ncccvsonly a 
consequence of the deprivation in health, 
with the very young and women continuing 
to lemain vulnerable. Notwithstanding the 
incremental human progress in some of these 
countnes, it is not a picture which spells 


hope. There la clear indicat flat with 
exceptions the lack of ecoMond growth 
root^ in the qiecific social anji^cy uraland 
therefore political traditions TOf i dividual 
developingcountrics is disastrjo<is rhuman 
development. If indeed the ^ J wib ruthless 
as the repon says it is in so ma^yd I'eloping 
countries, this is often due to $keii idopiing 
universaliscd solutions pn^sc ibed by 
multilateral benefactors. Andjif i e growth 
has been voiceless, again the 1 Pi petrators 
and promoters of such dcselclipi ent have 
been aid-givers and globafl i ;onomic 
interests. And yet amazingly tiieHD/( can 
with equanimity prescribe yet mil'iwormul ac 
for sustainable and equitable! ||owth: a 
political commmitment to full employment, 
enhancing human capabilities, stqei^hcning 
small-scale andinfoimal production, broader 
and more egalitarian access to land, and 
reseaich into labour-intensive technologies. 

These prescriptions become particularly 
interesting when we look at the human 
development trends in developed countries. 
More than 100 million people in OECD 
countries live below the national poverty 
lines; mure than five million are honieless - 
this in countries which have registered 
expanding economic growth. The pei^capita 
income of the poorest in the US is le^s than 


of political participaiiott in these aodetieK 
union membership, an indicatoras dtereport 
points out, of the strength of civil societies 
and of how much voice the productive 
sections of the popuitOion have, has been 
falling in most industrial countries (the 
exceptions being Denmark, Finland and 
Swe^n). 

These societies are also becoming in¬ 
creasingly insecure, having repercussions 
on the social fatnic. Hiis is seen not only in 
the increase in violemcrime, traffic accidents 
and addiction but also in (he violence against 
women and increasing incidence of child 
abuse. In many developed countries marginal 
indigenous populations are rapidly being 
wiped out due to one or the other reason. It is 
a measure of the blinkered approach of the 
HDR that, in spite of the facts and figures, 
there is little comprehension of the fact that 
the impending human disasters in the 
industrial world (and elsewhere) are a result 
of the political-economic trajectory being 
traversed by the industrial countries. There 
is no way that ‘humanising’ components - 
gender equality, increased social spending 
by the state or good governance - can alter 
the primarily rapacious nature of global 
capitalism. 


a fourth of the country's average per capita 
income and in Japan it is nearly h^f. In 
Australia and the UK the richest 20 pcf cent 
earn 10 times more than the poorest 2lp per 
cent. Income distribution in the UK hsilover 
the last 30-odd years become more um|||ual. 
There is also an unequal distribution of 
assets: in the US in 25 years the richest I per 
cent of the population expanded their aiare 
of assets from 20 per cent to 36 perKnt. 
Unemployment rates have risen, then are 
more than 30 million looking for work tolay. 
The wage rate for women, another indiator 
of human progress, is still only twortlirds 
that for men; nor are women secure in i|eir 
societies. While lifeexpectancy hascontii|ed 
to rise, it also means that more than 13|cr 
cent of the population in these coumriei|re 
over 65 years old and more than 30 miB|)n 
people are over 80 years old. This is brin Ag 
its own problems - apart from the need|>r 
specialised health care and support serviik, 
it also means that these countries have to 
generate enough revenue to afford soibI 
protection for the older people. Interestinj| . 
while industrial countries have bigli r 
enrolm nt and literacy rates, there is growt ; 
concern aboutfalling standards and numbi 
of the technically qualified, given that ori 
a third or less of students take technic 
courses or read for natural sciences degree 
Thus not only may incomes be becomir 
polarised but the opportunity to acquit 
incomes too may be shrinking. Add to thii 
what the UNDP report has to say on the stau 


POLITICS 

Congress Game 

THOUGH the Congress has said repeatedly 
that it is lending 'unconditional support’ to 
the United Front government, it is clear from ' 
the course of events that the party and the 
party president personally have made the 
support bargaining counter to bolster their 
positions. The tactic has been craftily 
deployed by Narasimha Rao not only to keep 
the UF government on tenterhooks but also 
to beat back the growing dissidence against 
his leadership within the Congress. 

The hue and cry raised over the alleged 
surveillance of Narasimha Rao’s residence | 
and tapping of the telephones of senior 
Congress leaders, including Rao, appears in 
retrospect to have been aimed at countering 
the efforts of Congress dissidents to join the 
UF government. Reports of talks between 
prime minister Deve Gowda and Congress 
dissident leaders K Karunakaran and Sharad 
Pawar had been appearing in the newspapers. 
By publicising reports of phone tapping 
directed against Congress loyalists, Rao was 
able to have Deve Gowda rushing to hi; 
residence to ‘clarify’ the matter and thui 
succeeded in reas.serting his command ove 
(he pany. 

But CBI disclosures of the mind-bogglin, 
booty amassed and hoarded by Sukh Ratr 
the telecom minister in Narasimha Rao' 
govenunent, is a different kettle of fis 
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attogethet.Whaitiwopposltion had levelled 
charges of conuption against Stikh Ram, 
Narasimha Rao had gone out of his way to 
defend his minister in parliament But the 
CBl revelation have brought out close 
business links between Narasimha Rao’s 
son Prabhakar Rao and the promoter of 
’ Advanced Radio Masts, Pmalu Rama Rao, 
who has been pinned down by the CBI in one 
of possibly many telecom scams. Narasimha 
Rao who is already facing charges against 
him in a cheating case and a bribery case and 
has his kins involved in various financial 
scandals has decided on attack as the best 
form of defence. By issuing a veiled threat of 
withdrawing support on the ground that the 
UPgovernment was diverging from Congress 
policies, Narasimha Rao again had the prime 
minister Deve Gowda scampering to his 
residence. The Congress can order home 
minister Indrajit Gupta to keep his hands off 
Congress Party affairs, but the prime minister 
cannot evidently stand up and assert that the 
Congress cannot dictate to the UP in policy 
matter. 

The prime minister himself needs 
Narasimha Rao' s backi ng to ward off attacks 
by constiUients of the UP. This is clear from 
the way the Andhra Pradesh Congress has 
remaii^ mum over the Alamatti dam row 
that has been raging between the Tclugu 
Desam Party and the Karnataka Janata Dal. 
Further, the prime minister looks upon 
himself as a crusader against the BJP. In his 
excessive zeal to cut BJP down to size he 
seems to overlook regional political 
variations. His hour-long meeting with Bal 
Thackeray when the latter’s party has been 
cornered by charges of extortion, illegal 
eviction of tenants and murder in the state, 
and sparing hardly 10 minutes for meeting 
Janata Dal party workers are little short of 
blunders of political judgment. C M Ibrahim, 
the pnme minister's close confidant, showed 
his political ineptness when at a meeting at 
Bhendi Bazar in Mumbai he argued that 
since the Shiv Sena is inspired by Sbivaji 
who was not against Muslims, the Sena 
should disassociate itselffromthecommunal 
BJP. The attempt at driving a wedge between 
the saffron partners was so ill-timed that tt 
has provided the besieged Narasimha Rao 
with a pretext to question the secular 
credentials of the UP and to extort further a 
price of Congress suppoit. 

BHOPAL DISASTER 

Hope, of Sorts 

THE United Front government's decision to 
revive the extradition proceedings against 
Warren Anderson who was chairman of 
Union CaHnde at the timeof the 1984disaster 
is no doubt a commendable long-delayed, 


niove.Totlil(|)ousandsofvictimsinBliop>d, 
Anderson i|>resents a company which has 
wrecked th* lives. But even more dian the 
disaster, Anktson and his ilk have come to 
be seen asiK perpetrators of the Orwellian 
disaster vhih followed, of doublespe^, 
shroudsof«lecy,deliberate misinformation 
campaign:. Lientirtc jugglery and blatant 
and systenilc distortion of truth. That the 
Indian go»ment has chosen to all but 
abandon tl proceedings seeking to get 
Anderson Jface the charges in court has 
been a shiKful reminder of the extent to 
which de^Bping countries are beholden to 
multi natid.s. 

Whethrns decision of the government, 
taken apKntly at the initiative of the 
external Airs minister after a meeting of a 
delegatiiwf victims with the CPI general 
secretar|nil actually be acted upon is of 
course >l|o beseen. It is useful to recall that 
it was IB Congress government which 
draggeats feet over the extradition 
proceeps and, before that, played out the 
farce tpresting him when he landed in 
India (wto immediately relea.se him. Given 
the cupl political circumstances whether 
the LI parties will be able to force the 
Unite i^nt government to show greater 
intend the Bhopal proceedings in court is 
a moiiquestion. 

Evq more remote is the possibility that 
the avernment will revive interest in 
rese-lthing the consequences of the gas 
expire on people's health. Hie ICMR has 
loni closed down its research units and 
tranlened some of the projects to the state 
govAment, which is now employing staff 
on .tad hoc basis and might well clotedown 
thefojects with little or no notice. This is a 
disllcr not only in terms of the loss to the 
resirch literature on an extremely hazardous 
suBance which continues to be manu- 
fatUred elsewhere in the world, but also 
mans that the follow-upon medical treatment 
of the thousands who are suffering will 
edtinue to be ad hoc and symptomatic. Far 


such information scrutinised by an inde¬ 
pendent medical authority who can arrive at 
adiagnosi$ofthecauseofdeath.)Thc method 
has been much discussed in academic circle.s 
and has been used extensively to as.sc$s 
causes of childhood deaths and maternal 
deaths and has been used experimentally in 
rural South Africa and England. While 
experts agree there is a gieat potential for 
using the method in Bhopal or similar disaster 
situations where adequate documentation is 
not available to prove causality, it needs to be 
tested out in Bhopal. Today this appears to 
be the only way that the survivors of bread¬ 
winners who died after long illnesse.s 
connected with the disaster can hope to gel 
recompense. Not surpnsingly, of course, no 
state agency in the health and medical iie.search 
field has been interested in conducting these 
exploratory investigations. 

VIP SECURITY 

Threat to Citizens* Rights 

SECURITY arrangements for VVIPs, which 
have become a threat to the movement ot 
ordinary citizens in the streets, have now 
begun to impinge on the privacy ot people in 
their own homes too. During pnme minister 
Deve Gowda's recent visit to the Sitaram 
Bhartia Institute in the capital, not only were 
the roads cordoned ol f, but the police entered 
the house of a professor living nearby and 
took complete control of the terrace of his 
house for hours together, since it provided 
them with a vantage point from which to 
cover the prime mini.ster's route. When the 
professor protested he was hauled up by the 
police on the charge of ‘preventing public 
servants from executing their duty'! 

Some months ago, the daughter of the 
eminent diplomat the late Hadruddin Tyabji 
complained in the pages of a national daily 
how even before she could recover from the 
shock of her father’s death, security forces 
entered her house, snooped around every 


vMse of course is the case of the dependents nook and comer, and then billeted them.sel ves 
othose who have died because of exposure in her kitchen ordering tea and snacks - all in 
tdkgasbutareum^Ietoprovetbecausality, the name of protecting the vice-president 


ntj^t often because no clear prognosis is 
amiable of the gas-affected. No official 
dpmpt has been made to use alternative 
Bthods for determining causality, such as 
B veibal autopsy method. (The method 
imprises collating information on the dead 
trough interviews with their next of kin and 
nrough available documents and getting 


who was to visit her place to pay condolences 
on her father's death. Quite recently, as a 
result of the vice-president's visit to his 
dental surgeon in Connaught Place in New 
Delhi,people were trapped laside the building 
(which houses a targe number of oftircs 
apart from the dental clinic) and outsiders 
were not allowed in, as security forcclr 


Special Number 

In view of a Special Number to be published in early September, there will be 
no weekly issues on August 31, September 7 and 14. 





clamped a cordon around the prenuses as 
long as the vice>prestdent remained closeted 
with his surgeon 

Our people appear to show incredible 
patience in accepting all sorts of incon¬ 
venience caused by the gun toting security 
forces acting under thcoiders of their masters, 
the VVIP politicians Not a single private 
individual nor the numerous human nghts 
groups arc known to have approached the 
judic lary to put an end to sue h regular harass¬ 
ment of the public which apart Irom being 
extremely humiliating to anyone having an 
iota ot sell respect, violates the citizen’s 
fundamental nghts and the right to privacy 

It may be worthwhile comparing the 
security arrangements provided for the 
president the pnme mintsier and the ever 
tncreasing flock ol VVlPs in India with 
those prevalent in other democracies to 
protect politicians in similar important 
positions Even m dictatonal regimes, where 
unpopular rulers are more vulnerable to 
assassination attempts, one rarely comes 
actoss such ceremonial displays ot paranoia 
as one witnesses in the streets ot Delhi or 
other parts of our c ountry whenever a VVIP 
chooses to travel or visit a particular spot 
(which dunng the visit is turned into a high- 
secunty enclave with restrictions imposed 
on the movement ot its residents) Journalists 
who have been in the c apiials of countnes in 
south ami south-east Asia passing through 
the worst periods ol dictatorial rule - 
Islamabad under /la, Dhaka under bishad 
Manila under Maicos, Bangkok under 
military i egime -1 md it dil ticult to remcmbci 
cxpencnces there as unpleasant and insulting 
as Indian citizens face in Delhi, even when 
engaged in the innocuous task ot crossing 
the road during a VVIP s trip along that route 
and the rough treatment (hat hc/shc gets trom 
the secunty guards 

Yet It IS the revenue provided by these 
citizens - recovered by the state in the shape 
ot taxation - that is being spent on protecting 
their rulers and politicians which in the 
prcHCss, deprives these citizens of their 
tundamcntal rights According to one 
estimate, the annual expenditure borne by 
the centre on providing security lor these 
politicians has crossed Rs 1,000 crorc The 
National Sccunty Guard (NSG) which was 
raised asacrack torcc to tackle anti sabotage 
and anti hijacking operations, now spends a 
laigc chunk ot its Rs SS crorc annual budget 
on ptoiecimg 19 VIPs including among 
others the tormcr 1 aniil Nadu chief minister 
Jayalalitha (against whom i nminal cases are 
pending) and lormerMPbajjan Kumar(who 
stands indicied by govemmeni appointed 
commissions tor complicity in the 1984 
massacre ol Sikhs in Delhi) 

It IS ironical, but sad at the same time, that 
a veteran Indian communist is a party to such 


shameful decisions as the home minister in 
the present government bike many other 
proposals announced by IndrajitGupta with 
lantare in the first flush of his ministenal 
role his brave decision to withdraw secunty 
cover from undeserving VIPs jnd thcicby 
curtail expenditure had to be hastily 
withdrawn following pressures trom 
politicians who wield more clout than Gupta 
in the United Front cabinet ,So the NSG 
‘black cals continue lo protect political 


leaders who are arraigned before ttw court 
Under what law can they enjoy stai 
protection? 

While posing this question to the horn 
minister, the democratic nghts organisation 
movement have also to decide when they ar 
going to takeup the issueof the daily violatio. 
of the fundamental nghts of Indian citizen 
by the VVIP and VIP secunty arrangement 
that are formulated by the union hom< 
ministiy’ 
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TbeaanusIiofliUanrate.continuingaiteidynse.iouchedY 4[i ihelMeMdiiatoi icheduledcomincrcial banks iliovt a deposit growth of* 8 |)er cent sumpaicd 
to I Mi of 0 6 per Lent in Ike same penod list year Exports n 14*6 per cent in the iirsi quarter ot 1996-97 and imports by 14 4 pet sent (POl imports by 44 3 
per cent) and the trade deficit widened to $1 bn Petroleum prodapital goods and cheimial produi is continue to coninhuti. to the sharp inipon growth whilt loud 
and live animals, ready-made cotton garments gems and jewelpemicals and ihemKal products and capital goods constitute the chief expons I ureign currency 
reserves have touched $ 18 billion $ 822 million having been since the end ot March 

Macroeconomic Indicators 


Index Numbers of Wholesale 
Prices (1981 82 IS 100) 


Weights Aue 10 Vdnation (Per C ent) Point to Point__ 

I9960ver Ovei 12 Months Fiscal Year So Fjr I99S % 1994 95 199T94 1992 91 
lOtith latest Previous 1996 97 1995 96 


i All Commodities 
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89 
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73 

88 
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57 
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10 
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97 
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79 

6 0 
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II 9 

44 

54 

Non-Food Articles 

10 1 
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I 1 

44 

10 8 

4 1 

22 

1 1 

155 

24 9 

1 4 

Fuel, Power, Light and Lubneants 
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06 

14 1 

1 6 
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0 1 

0 1 

24 

1)1 

152 

Manufactured Products 

57 0 

101 ( 

04 

27 

10 5 

1 6 

19 

54 

10 7 

99 

79 

Food Products 

10 1 

290 

1 8 

12 

19 

67 

1 1 

0 ) 

8 1 

12 ) 
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Food Index (computed) 

All Commodities (Average Basis) 
(Apnl 1 August 10, 1996) 
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Coat of Living Indices 


Mont Over 
Month 


Over 12 Months Fiscal Year So Far 1995 96 1994 95 199) 94 1992 9) 
Latest Previous 1996 97 1995 96 


Indusinal Workers (1982-100) 11 1 8 8 10! 

Urban Non Man Emp (1984 85=lt)0)» '<( 0 4 9 7 9! 

AgnLabtJuly 60toJunc6l=100) 6® 2 M 9 0 12 1 

@> Based on linking factor of 5 89 between old new senes (1986 87=100) 


n 

1 5 

88 

10 5 

44 

44 

89 

97 

99 

6 1 


04 

97 

97 

70 

7 2 


99 

8 1 

6 8 

2 

1 1 

90 

12 1 

25 

09 

7 2 

II 1 

112 

0 6 


Monrv and Banking (Rs ciote)* 

Money Supply (M,) 

Currency with Public 
Deposits with Banks 
Net Bank Credit to Govt 
Bank C redil to Coniinl Sector 
Net Foreign Exchange Assets 
Reserve Money 
Net RBI Credit to Centre 
Ad hoc Treasury Bills 
Scheduled ('onimercial Banks 
Deposits 
Advances 

Non Food Adiances 
Investments 

* Rased on March 11 figures aftet 
March 29 1996 


Aug 2 

1996 < Month 

~627075' 99(00) 
122147 12 ( 5 2) 
499280 /04(14) 
278518 06( 0 8) 
140816 64(0 0) 
82545 707(2 1) 
18516? )89(-4 3) 
H1060'«X)(-5 7) 
42020 9520 


hisi al Year So Far 
1996 97 1995 96" 


* Por 1995 96 
_V ariation 


252)9 ,4 2) 
4186(1 5| 
18945(19) 
21108(8 2) 
65 (0 0) 
5188(7 0) 
8975 ( 4 6) 
12292 (to 1) 
12575 


11384(2 1) 
7243(7?) 

315(0 1) 
21481 (9 7) 
4716(1 6) 
484 ( 0 6) 
6525(19) 
18479(18 7) 
15445 


1991 96 

~71014(114” 
17172(17 2) 
51702(12 6) 
14994(15 7) 
51246(17 7) 
1211 ( 16 ) 
25058 (14 8) 
19855(20 I) 
5965 


1994 95 

"78617(17 1)' 
188(K)(22 9, 
58956(16 0) 
16)25(7 9) 
44991 (18 4) 
2)298 i441) 
)06()8(2? I) 
2110(2 2) 
1750 


71107(19 1) 
14170(20 9) 
57925 (18 7) 
78855(16 1) 
I7I6I (7 5) 
27674 (110 9) 
27892 (■’5 2) 
2 (> 0(0 1 ) 
61(X) 


448681 6270(14) 16116(18) -2190 ( 06) 45486(11 8) 51610(161) 52144(186) 

250481 968 (-0 4) I6I7 ( 0(.) 79(00) 40540(192) 40618(218) 11566(7 1) 

219511-294(-0 I) 2771(11) -2261( 1 1) 4)024(216) 17797(214) 8875(5 8) 

17471( ■5716(14) 10595(6 5) 5291(15) 14887(100) 14172(105) 28(v4l(269) 

closure of pimment accounts except lor 1995 96 (lull yeai) and 19% 97 where the banking d.ila relate to 


Index Numbers of Industrial Weights Mart 
Production (1980 81 =. 100 ) 1996 1995-96 


1994 95 1993 94 


fiscal Vear Averages 
1992 9) 1991 92 


1989 90 1988"89 


General Initex * |(X 

Mining and Quarrying 1 ] 

Manufacturing 7'3 

Electricity j | 


Capital Market 

BSE Sensitive In(tex(l978 79=100)' 
National index (1981 84=100) 
BSE-200 < 1989 90= 100) 

NSE (Nov 5 1995= 1000) 


100 0 112'2841(12 1) 2517(94) 2111(56) 2189(21) 2119(06) 212(i(82) 196 1(8 6) 1800(87) 

11 5 140 265 7(6 9) 248 5(71) 2)1 2(14) 22)7(0 6) 222 5(4 5) 221 2(6 )) 211 6(7 9) 199 1(17) 

77 1 127 278 9(13 7) 245 4(9 8) 222 1(5 5) 210 7(2 2)206 2( 0 8) 207 8(8 9) 190 7(8 6) 175 6(8 7) 

11 4 164 140 0(81) 1146(85) 290 0(74 ) 269 9(50) 257 0(8 5 ) 216 8(18)219 7(109) 1982(95) 


Aueus3u Month Year 1996 97 So Far _199 S 96 ^nu ot f isc al Y ear _ 

I9y Ago Ago Trough Peak Trough Peak I99S 96 1994 95 I99T 94 


Skindia GDR Index (Apr 15 1994=100) 69( > 6) 


14315) 1560 14l6(-22 9) 1167 4069 2826 1584 

15611 2) 1627 1566(-25 5) 1549 1815 1104 1691 

346 8) 365 152( 31 7) 145 411 289 185 

111 1051 - 976 1196 

) 69(16) 77 86(-291) 63 90 61 91 


1367(1 1) 1?6I( 117) 
I549( ’5) I606( 12 2) 
145 ( 6 )) )68( 18 2) 


?6I( 117) 1779(65 7) 

606( 12 2) 1810(79 2) 

)68( 18 2) 45(8921) 


Foreign Trade 


Exports Rs crore 
USSmn 
Imports Rs crore 
US $ mn 

Non-POL US $ mn 
Balance of Irade Rsetorc 
US S mn 


V u# t • •'/ a 

tetast BSE senses but \ .iriatiun over the old index 


285124 1) 
82lft4 6) 
3177(207) 
914(14 4) 
6i4(7 1) 
-3243 
-933 


i-iscm I cm i «i. , 

1995 % 1995 96 

22990 (30 6) 106465 (29 3) 
7168(27 7) 31831 (21 4) 
26319(44 4) 121647(37 1) 
7992(37 5) 36370(28 7) 


6407 (41 0) 
-3329 
-824 


29214(29 6) 
15182 
-4539 


1994 95 

82330(18 4")" 
26233(18 )) 
88705 (218) 
28251 (21 7) 
22538(29 I) 
-6)75 
-2018 


1993 94 

■^547 (30 4) 
221/1 (20 4) 
72806(15 7) 
21212(6 8 ) 
17456(10 6) 
1259 
-1019 


5)688(21 9) 44042 (15 )) 
18517(18) 1786(>( 15) 
61175132 4) 47851 (10 8) 
?I882(I2 7) 19411 ( 19 4) 
15782(12 )) 14047 ( 22?) 
9687 1809 

-1545 1545 


Foreign Exchange Reserves 
(excluding gold) 


1995 96 1994 95 I9"91 94 1992 9) 
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Rtudgnlhuie 

Commodity Compooltlaa of 
Importo and Experts 


Imports 

Food and live animal!> 
chiefly for food 
Pulses 
Cashewnuts 
Sugar 

Crude matenals inedible oils 
except fuels 
Fertiliser etude 
Metalliferous oies and 
meUl scrap ^ 

Mineral fuels, lubricants and 
related materials 
Petroleum crude and 
products 

Animal and vegetable oils, 
fats and waxes 

Chemicals and related products 
Organic chemicals 
Fertiliser manufacluied 
Manufactured goods classified 
chiefly by nutenals 
Pearls precious/senu 
precious stones 
Iron and steel 
Non fenrous metals 
Capital goods 

Machinery except electrical 
and electronic 
Transport equipment 
Project goods 
Others 
lotal 
Exports 

Food and live animals chiefly 


Rs Cr US $ mn 


_ ^ 995-96 
RsCr USSmn 



296(09) 

85 

309(1 2) 

98 

2084(fl 

623 

4034(4 5) 

1285 

158(0 5) 

45 

148(06) 

47 

63l((a 

189 

593(07) 

189 

61(0 2) 

18 

48(0 2) 

15 

749((a 

224 

691(0 8) 

220 

00(00) 

00 

3(neg) 

1 

186(« 

56 

2283(2 5) 

727* 

1712(5 4) 

493 

1963(7 8) 

625 

803l(^ 

2401 

6748(7 5) 

2149 

68(0 2) 

20 

90(04) 

29 

SQ0<cP|| 

149 

479(0 5) 

153 

603(1 9) 

174 

542(2 2) 

173 

2627(2^ 

786 

2349(26) 

748 


9019(284) 2602 4785(23 1) 
8177(25 7) 2354 52H (20 8) 


28221(23« 8438 20837(23 2) 

25211 (20 *7538 18613(20 7) 


571(1 8) 
3724(11 7) 
1492(4 7) 
287(0 9) 

5629(17 7) 

2313(7 3) 
1257(4 0) 
844(2 7) 
7161(22 5) 

3694(11 6) 
820(2 6) 
1755(5 5) 
3644(11 5) 
31777(100 0) 


164 291(12) 

1072 3911(156) 

429 1291(5 1) 

83 863(3 4) 

1620 4244(16 9) 

666 1495(60) 

362 955(3 8) 

243 704(2 8) 

2061 5754(22 9) 

1063 2576(10 3) 

236 805(3 2) 

505 1669(6 7) 

1049 2836(113) 

9146 25094(1000) 


2186(1 tfl 654 
18442(15 ?S514 
5747(47||718 
4422(3 (M-\22 


626(07) 
13086(14 5) 
4350(4*8) 
2199(2 7) 


19361(15 9 »89 14163(15 7) 


476 6972(5 7) i|H4 

304 4596(3 8) 1|74 

224 3037(2 5) lOB 

1832 27865(229) g^| 

820 13242(10 9) )|s9 

256 3619(30) mj 

531 7528(6 2) SI 

903 15456(12 7) Si 

7989 121647(100 0) ■() 


5117(5 7) 
3397(3 8) 
2254(2 5) 
19989(22 2) 

8565(9 5) 
i497(3 9) 
5820^6 5) 
10488(11 7) 
89971(100 0) 


1651(2 3) 
567(0 8) 
483(07) 
neg neg 

4273(5 8) 
388(05) 

1411(1 9) 

19508(267) 

18045(247) 

168(02) 
9317(127) 
2783(3 8) 
1983(2 7) 

14619(200) 

8294(11 3) 
2347(3 2) 
1504(2 1) 
16630(22 7) 


2728 5902(8 I) 

1114 3981(5 4) 

1854 5062(6 9) 

3340 6934(9 5) 

28654 73101(1000) 


for food 

5436(19 1) 

1565 

3087(13 8) 

983 

18343(17 2) 


12036(14 6) 

3833 

10851(15 6) 

3459 

Cashewnut 

151(1 2) 

101 

278(1 2) 

89 

1231(1 2) 

B 

1245(1 5) 

3'»7 

1045(1 5) 

333 

Oil meals 

733(2 6) 

211 

419(1 9) 

133 

2351(2 2) 

K 

1798(2 2) 

573 

2324(3 3) 

741 

Manne products 

770(2 7) 

222 

629(2 8) 

200 

3384(3 2) 

w 

3336(4 0) 

1063 

2552(3 7) 

814 

Beverages tobacco and 






1 





tobacco manufactures 

32(0 1) 

9 

23(01) 

7 

118(01) 

■ 

117(0 1) 

37 

139(0 2) 

44 

Crude matenals inedible 






w 





oils excep^fuels 

2068(7 2) 

595 

1503(6 7) 

479 

6624(6 2) 

)4 

4895(5 9) 

1559 

4901(7 0) 

1563 

Iron ore 

534(1 9) 

154 

531(2 4) 

170 

1735(1 6) 

4 

1297(1 6) 

413 

1374(2 0) 

438 

Mineral fuels lubncants and 






X 





related matenals 

5%(2 1) 

172 

358tl 6) 

114 

1518(1 4) 


1309(1 6) 

417 

1248(1 8) 

398 

Petroleum crude and products 

596(2 11 

1)2 

358(1 6) 

114 

1518(1 4) 


1309(1 6) 

417 

1248(1 8) 

398 

Animal and vegetable oils 






1 





waxes and fats 

246(0 9) 

71 

179(0 8) 

57 

798(0 7) 

2« 

491(06) 

156 

357(0 5) 

114 

Chemicals and chemical products 2769(9 7) 

797 

2342(104) 

746 

10210(9 6) 

3011 

8034(9 7) 

2559 

6000(8 6) 

1913 

Drugs pharmaceuticals 






1 





and fine hemicals 

914(3 2) 

263 

725(3 2j 

231 

3366(3 2) 

10(N 

2512(3 0) 

800 

2010(2 9) 

641 

Dyes intermediates and 






1 





coal tar chemicals 

463,1 6) 

i33 

362(1 6) 

115 

1631(1 5) 

48tt 

1506(1 8) 

480 

1151(17) 

367 

PtasUc and linoleum products 

478(1 7) 

138 

470(2 1) 

150 

1946(1 8) 

58’4 

1502(1 8) 

478 

1053(1 5) 

336 

Manufactured goods classified 











chiefly by matenals 

13766(48 2) 

3962 

12183(54 3) 

3879 

56269(529) 

16824 

46185(55 9) 

14709 

38223(54 8) 

12186 

Leather footwear 

283(1 0) 

81 

275(1 2) 

88 

1951(1 8) 

58 1 

1725(2 1) 

549 

1436(2 1) 

458 

Gems and lewellery 

3641(12 8) 

1048 

3420(15 2) 

1089 

17645(16 6) 

5276 

1 14131(17 1) 

4500 

12532(18 0) 

3995 

Colton yam tabnes 






' 

1 




made ups etc 

2511(8 8) 

723 

1894(8 4) 

603 

8645(8 I) 

2585! 

1 7014(8 5) 

2234 

4821(6 9) 

1537 

Manmade yam fabnes 







I 




madeups etc 

631(2 2) 

182 

649(2 9) 

107 

2483(2 3) 

742 

1 1928(2 3) 

614 

1335(1 9) 

426 

RMG cotton and accessones 

2614(9 2) 

752 

2086(' 3) 

664 

9478(8 9) 

2834 

} 7856(9 5) 

2502 

6173(89) 

1968 

Capital goods 

2633(9 2) 

758 

1972(8 8) 

628 

9105(8 6) 

2722 

i 7214(87) 

2298 

6166(8 8) 

1966 

Metal manufactures 

838(2 9) 

241 

587(2 6) 

187 

2812(2 6) 

841 

1 2217(2 7) 

706 

2080(3 0) 

663 

Machinery and instruments 

900(3 2) 

259 

606(2 7) 

193 

2841(2 7) 

849 

I 2282(2 8) 

727 

2004(29) 

639 

Transpon equipments 

760(2 7) 

219 

689(3 1) 

219 

3104(2 9) 

928 

1 2422(2 9) 

771 

1857(27) 

592 

Others 

988(3 5) 

284 

786(3 5) 

250 

3478(3 3) 

1040 

1 2392(29) 

762 

1866(2 7) 

595 

Electronic goods 

591(2 1) 

170 

436(1 9) 

139 

2174(20) 

650 

1 1294(16) 

412 

952(1 4) 

303 


Total 28534(100 0) 

(Figures in brackets are percentages to total) 


8213 22431(1000) 7141 106465(100 0) 


1673(1000) 


69749(100 0) 
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COMPANIES 


HINDALCO 

Modernisation Plan 

A CAPTIVE power plant coupled with its 
own bauxite mines make Hindalco, a 
KumaramangalamBirla group company and 
the country's largest integrated producer of 
aluminium, one of the most efficient and low 
cost aluminium pnxlucers in the world. Ihe 
company generates approximately 97 per 
cent of its power requirements at a coal fired 
plant located near its manufacturing unit, 
while excess emergency electricity re¬ 
quirements are sourced from the local state 
electricity board. Hindalco owns leases for 
lObauxitemincs audits subsidiary, Minerals 
and Metals, holds the mining rights for two 
mines. The company sources approximately 
80 per cent of its ore requirements from these 
sources. Being an integrated manufacturer, 
Hindalco's operations cover all majoi areas 
of aluminium manufacturing from bauxite 
mining to manufacture of value added 
products and since its manufacturing 
facilities arc located close to each other, 
minimum transportation of raw material and 
finished goods is involved. 

The company clo.scd the financial year 
ended March with a sales turnover of 
Rs 1,257 ;rorc, up by 31 per cent from 
Rs V56 crorc in the previous year. Provision 
tor depreciation and tax rose by 6 per cent 
and 74 per cent respectively, in spile of 
which the net profit ro.se by 37 per cent from 
Rs 292 crore to Rs 401 crorc. The boost to 
net profit came from other income, which 
rose from Rs 119 crore to Rs 17.1 crorc, a 
rise of 45 per cent. Dividend payment has 
been stepped up trom 55 per cent to 60 per 
cent. This has been supplemented by a 
bonus issue of two equity shares for every 
one held. 

Hindalco'sexportrcvcnuefrom fabricated 
products rose 77 per cent to Rs 39 crorc, 
while ingot exports fetched Rs 67 crorc, a 
rise of 45 per cent. Due to decline in LME 
prices, Hindalco focused more on the dome¬ 
stic front as price realisations were higher 
and stable at around Rs 65,000 a tonne. The 
ongoing modernisation and enhancement of 
semi-fabrication capacities will enable the 
company to lay increasing stress on export 
of value added products in the coming year. 

While enhanced smelting capacity saw 
metal production at 1,75.398 mt in 1995- 
96 which was 7 per cent higher than the 
production of 1,64,280 mt in the previous 
year, a fire in the cold rolling mill sav. 
production decline to 31.373 mt again.st 
38,202 mt in the previous year. 

Power generation during the year under 
review was the highest at 2,986 mn units, 
an increase of 3 per cent over the output of 
2.899 mn units in 1994-95. The company 


is alsdtcreasing its captiv6 power capacity 
by tw^nits of 67.6 megaunits each. 

A ni|or modernisation plan on the anvil 
involvf an expenditure of Rs 1,750 crorc 
spreadiver a period of three years. In the 
proccs;:.the capacity of the smelting plant 
would e increased to 2.42 lakh tonne per 
annumtpa) and alumina to 4.5 lakh tpa. A 
5,000 ta aluminium foil plant is being set 
up at .SVassa. Simultaneously, the capacity 
of dovtstream value added products is also 
being Acreased. Power generation capacity 
at the lenusagar plant is being enhanced to 
575 iW, with another 25 mw coming in 
from p-generation. 

Th?company has obtained government 
appnfal for technical collaborations from 
Kais^ Aluminium and Technical Services 
whiu is expected to improve smeller cost 
effiefney. 

Dialed by the giowing emphasis on the 
auunobilc sector, the company plans to set 
up ii aluminium wheel rim plant and a dic- 
cas'planl for forgings 

b finance itsexpansion plans the company 
caiic out with a second GDR issue totalling 
$ 00 mn during the year under review 
whrh was oversubscribed. 

Tie company was awarded the ISO 9(X)0 
fojts operations III totality.Two companies, 
nmely, Renukeshwar Investments and 
Faance and Renuka Investments and Finance 
hcamc subsidiaries of Hindalco during the 
\air under review. 

CENTURY ENKA 

High Excise Duty 

folycster filament yarn (PHY), a substitute 
for natural fibre which, when blended with 
natural fibre gives almost the same comfort 
at a cheaper price. Century Enka, a B K Bii I'a 
group company manufacturing nylon 
filament yarn (NFY), PFY, polymer resins, 
engineering plastics and lyre cord fabrics, is 
one of the oldest and established players 
in the industry. The company operates on 
the butch processing system and manu¬ 
factures polyester yarn Irom the chips stage, 
resulting III higher costs compared to other 
companies in the industry. 

Century Enka has moved away from the 
dismal performance recorded last year and 
for the year ended March registered a sales 
turnover of Rs 439 crore. up by 61 per cent 
from Rs 247 crorc recorded in the previous 
year. Other income moved up from Rs 10 
crorc to Rs 14 crore , a rise of 39 per cent. 
Provision for depreciation was down by 10 
percent. A whoppingriseinthetaxprovision 
did little harm to the bottomline and the 
company closed the year with a net profit 
of Rs 28 crore. a major improvement from 
Rs 8 crore in the previous year. Dividend 


payment has been stepped up from 22 per 
cent in the previous year to 27 per cent 

laid by a boom in the automobile industry 
which translated into a strong demand growth 
for the company's nylon lyre cord fabrics, 
the tyre division performed to satislactuin. 
Sales of polyester industrial yarn increased. 
A plan for the expansion of nylon lyre cord/ 
fabric capacity and modernisation and 
renovation of existing facilities arc high on 
the prionty list of the company. (Capacity 
expansion of the PFY facility at Mahad is 
under way at a cost of Rs 150 crore. 'Hie 
plan for capacity expansion ol PFY has been 
dictated by the uncertainty about the 
availability of cotton at reasonable prices. 

Domestic polyester manufaciurci s arc fast 
incrca.sing their capacity anticipating a 
siibslilution of cotton fabrics with synthetics. 
Ficsh atldition to capacity of about 5,7b.5(XI 
tonnes IS in the pipeline which by the i nd 
of the century is expected to shoot up to 
8.30,0(K) tonnes. Increased production and 
consumption of polyesters will meet the 
twin objective of substituting coiisiimption 
of cotton with synthetics and substitute 1.05 
million bales ot cotton every year which can 
he channelised for exports With textiles 
con.stituting 20 per cent of total exports this 
seems to he an atjractive proposilion.l'lie 
budget lor 1996-97 has lowered the import 
duty on purified tercphthalatc acid tl’TA) 
and di-methyl tercphthalatc (DMTj, inputs 
lor the manufacture of PI-Y. It has lowered 
import duty on polyesters by 13 [ler cent 
which will result in imports becoming cheap 
but this has been .sought to be counterbalanced 
by reducing the excise duty on PFY by 10 
per cent. 

Century Enka has promoted Kajashri 
Polyfil IRPL) to manufacture partially 
oriented yarn which can be furl her processed 
to makclexturised yarn (POY). Thecompany 
has l9pcrcciiiequityparticipationin f'entek 
Chemicals which it has pronioteil along with 
Century Textiles and Industries and Akzo 
N V of the Nethei lands Centek Chemicals 
has set up a plant to inanufactiire poly¬ 
merisation initiators which are used fni 
manufacture of polyvinyl chloride, low 
density polyethylene, polystyrene, acrylic 
polymers, etc. The major users ol these 
products arc petrochemical industries and 
optical lens manufacturers. The plant was 
commissioned in July 1992, in Mahad, 
Maharashtra, at a capital outlay of Rs 12 
crorc and has pertormed sitisfaclorily 

DEEPAK FTiRTILISERS 

Losses Wiped Out 

Manufacturing methanol and ammo¬ 
nium nitrate phosphate (ANPl, Punc- 
ba.scd Deepak Fertilisers and Petrochemicals 
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lucomc/appropriatlons 


I Netsale.s 

I2SI8I 

2 Value of production 

126.541 

.3 Other Income 

17.334 

4 TomI income 

3 Raw matcrial$/,Stores and 

143875 

spares consumed 

28821 

6 Other manufacturing expenses 

24863 

7 Remuneration to employees 

7515 

8 Other expenses 

9244 

9 Operating profit 

73432 

10 Interest 

6156 

11 Gross profit 

67669 

12 Depreciation 

3483 

13 Profit before lax 

64103 

14 Taxpniviston 

24000 

IS Pfofit after tax 

40103 

16 Dividends 

2979 

17 Retained profit 

Llabilitics/asseLs 

.37124 

18 Paid-up capital 

4965 

19 Reserves and surplus 

251992 

20 Long term loans 

43277 

21 Short term loans 

9546 

22 Of which bank borrowings 

9710 

23 Gross fixed assets 

250455 

24 Accumulated depreciation 

99615 

25 Inventories 

18.364 

26 Total assei.'i/liabilities 
Miscellaneous items 

325188 

27 Excise duty 

17041 

28 Gniss value added 

67815 

29 Total foreign exchange income 

107.39 

30 Total foreign exchange outgo 

8593 

Key flnancial and performance ratios 

31 Turnover latio 

(sales to total assets) (%) 

38 5 

32 Sales to total net assets (%) 

33 Gross value added to 

40.4 

gross fixed assets (%) 

34 Return on investmeni 

27.1 

(gross profit lo lotal assets) (%) 

35 Gross protil to sale.s 

20 8 

(gross margin) {%) 

54 1 

36 Operating profit to sales (%) 

58 7 

37 Profit before mx to sales (%) 

51.2 

38 1'ax provision lo proHl before tax (%) 37 4 

39 Profit after tax lo net worth 

(return on equity) (%) 

15.6 

40 Dividend (%) 

60.00 

41 Earning per share (Rs) 

80.77 

42 Book value per share (Rs) 

43 P/E ratio (based on latest and 

517.5 

corresponding la.st year’s price) 

44 Debl-equily ratio 

11.7 

(ad|usted foi revaluation) (%) 

45 Short term bank borrowings 

16.8 

to inventoncs (%) 

46 Sundry creditors to 

52.9 

sundry riebtors (%) 

47 Total remuneration to employees 

147.8 

to gross value added (%) 

48 Total remuneration to employees 

II.1 

lo value of production (%) 

5.9 

49 Gross fixed assets formation (%) 

13.2 

SO Growth in inv-ntories (%) 

12.03 


95629 

43937 

27374 

27428 

K)664 

97609 

44118 

26646 

270.34 : 

11380 

11932 

1408 

1011 

600 

1 646 

109.541 

45526 

27657 

27634 

5i' 

12026 

28857 

26927 

15349 

11175 17.554 
1201 ||039 

19999 

5473 

4087 

5922 

1373 

1528 

1503 : 

IllOS 

6390 

2663 

1315 

4193 

%280 

.50373 

9090 

5378 

9562 

9048 

'4757 

1715 

1726 

3899 

1019 

46356 

7404 

3919. 

5663 

i/m 

3295 

2731 

3033 

2314 

i238 

42992 

4671 

884 

3348 

*790 

13800 

1900 

50 

0 

0 

29192 

2771 

834 

3348 

f790 

2576 

627 

564 

0 

, 0 

2661C 

2144 

270 

3348 

790 

4801 

2326 

2.366 

7470 

.■960 

214179 

24012 

23382 

11.306 

BB4 

37278 

4766 

10588 

26360 

3S80 

6572 

5198 

2224 

2221 

'45 

5105 

4727 

787 

2221 

'44 

221173 

56387 

54792 

51406 

47:S7 

88253 

37039 

34466 

122.36 

99)8 

16.392 

10247 

12122 

4473 

34/1 

275018 

48091 

50013 

55789 

528'2 

17441 

164.56 

11434 

63 

■2 

46803 

11384 

7337 

10786 

ioo:8 

6767 

662 

585 

167 

154) 

6271 

3.301 

2709 

7073 

212) 


34.8 

91.4 

54.7 

49.2 

39. 

36.4 

121.0 

71.0 

57.9 

44.1 

21.2 

20.2 

13.4 

21.0 

21.2 

169 

15.4 

7.8 

10.2 

9.5 

48 5 

16.9 

14.3 

20.6 

24,3 

52.7 

20.7 

19.6 

34.9 

43.8 

45.0 

10.6 

3.2 

12.2 

13.5 

32 1 

40 7 

5.7 

0.0 

0.0 

13.3 

10 5 

3.2 

17.8 

22.5 

.55.00 

27 00 

22.00 

0.00 

0.00 

60.80 

121 22 

35.86 

4.48 

4.68 

309.7 

II.S0.4 

1105.2 

25.1 

20 8 

16 1 

136 

57.2 

2.5 

0.0 

25 1 

18.1 

41.1 

140 4 

271.1 

31 1 

46.1 

6.5 

49.7 

21.4 

169.7 

74.3 

93.5 

44.8 

42.1 

12.7 

12.1 

20.8 

13.9 

It.O 

6.1 

3.1 

5.7 

5.6 

5.2 

- 

2.9 

- 

8.5 

- 

- 

-15.47 

- 

28.87 

- 


Corporation closed the year ended March 
with a sales turnover of Rs 274 crore, an 
increase of 33 per cent from Rs 207 crore 
recorded in the previous year. Other income 
was down by 7 per cent. Interest costs were 
down by 3 per cent. Provision for deprecia¬ 
tion moved up by 3 per cent. Like in the 
previous year, a zero tax provision helped 
the company record a net profit of Rs 33 
crore. up by 20 per cent from Rs 28 crore 
in the previous year. The directors have not 
recommended any dividend. 

After wiping out the losses incurred in the 
previous two years the company's efforts 
during the year under review were focused 
on improved market penetration for its ANP 
fertiliser and popularising the use of ANP 
as a balanced fertiliser. High capacity 
utilisation was achieved at the ammonia 
plant, a major portion of which continued 
to be captivcly consumed. On the other 
hand, plagued by problems in the synthesis 
section which led to a premature replacement 
of catalyst in the earlier part of the year and 
by inadequate domestic demand in the latter 
part, production at the methanol plant was 
less than .satisfactory. 

Deepak Fertilisers, hitherto manufacturing 
complex feitiliscrs, plans to add phosphatic 
nutrient to its product range by producing 
single super phosphate (SSP). Sources claim 
that the company is to set up a 1.32 lakh tonne 
SSP plant at a cost of Rs 20 crore near Nashik. 

The company has tieil up with a Spanish 
cum))ariy lo manufacture resins used in the 
petrochemical industry at an estimated cost 
of Rs 80 crore. Resins have multiple appli¬ 
cations and are u.scd basically in laminations 
and are used to replace wood in certain low 
density boards. The plant with a capacity of 
.30,000tpa of resins will be fitted with suitable 
technology consuming less energy. The resin 
plant will come up at T^oja and will be 
commissioned in 18 months. 

The company’s ANP division continued 
to reel under the impact of the government ’ s 
fertiliser policy of subsidising nitrogen 
nutrient through urea, whereas 50 per cent 
nitrogen nutrient in the company’s ANP 
fertiliser docs not receive any price support. 
Adding to the woes of the company is the 
recent upswinginglobal pricesof phosphoric 
acid, a key input for ANP. If this scenario 
persists, ANP producers in India may find 
their margins getting further squeezed. 
Moreover they may not he able to jack up 
selling prices of ANP since farmers may 
switch back to urea. The policy of subsidising 
nitrogenous fertilisers discriminated against 
the use of other nutrients such as phosphatic 
and potassic fertilisers thereby leading to an 
imbalance in the application of nutrients. 
’The government in its latest budget has 
.sought to rectify the situation by giving a 
price concession of Rs 1,000 per tonne for 
phosphatic and potassic fertilisers but has 
left the subsidy on nitrogenous fertilisers 
untouched. 
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NUCLEAR NOTEBOOK 


1 

■ - k - 

Nudear/CTBT Debate^apan aial India 

H 

ft 

Achin Vanaik 


In no country in the world is popular seiibnent against nuclear 
weapons and weaponisation as deep and widespread as it is in Japan. 
Unfortunately, nowhere else, certainly noUn India, amongst that part 
of the public who think about such mattes is there a comparable 
sensitivity and awareness on nuclear wepons related issues. 

The debate on the CTBT in India has hem very one-sided and 
extraordinarily ill-informed. 


I MADE my first ever visit 10 Japan on July Fc# believe Ainerica would have in the 
30 this year when I was invited for a pat or will in the future commit nuclear 
fortnight by Gensuikin to visit Hiroshima sucide in order to protect Japan from say, 
and Nagasaki to participate in the th former USSR or today's Russia Being 
commemoration of the 51st anniversary tb only country to have truly experienced 
of the bombings. Gensuikin is the short tb horror of a nuclear attack, average 
form in Japanese of the Japan Congress lablic sentiment is so hostile to the idea 
against A and H Bombs, which is financially if legitimising nuclear weapons in any way 
supported by Japanese trade unions. This « to pos.sessing them hecau.se the people 
year they held an International Conference «lieve .such a course makes Japan more not 
inHiroshima where they invited anti-nuclear ess vulnerable, that it promotes not reduces 
peace activists and anti nuclear energy luclearhostilitie.s and tensions. This average 
activists from a number of countries - the sentiment is in fact a deeper wisdom than 
US, France, Russia, Germatiy, South that which is possessed by arcane nuclear 
Korea and India - to discuss the general elites in other countnes who by justifying 
state of disarmament and arms control nuclear weapons in the name of nuclear 
initiatives (including the Comprehensive 'security have created the mess we arc m 
Test Ban Treaty (CTBT) and the recent worldwide. 

verdict of the International Court of Justice) in Japan those most vociferously opposed 
as well as issues of nuclear energy and ' to nuclear arming are the left while it is 
safety of plants, especially in regard to the • the far right which most wants Japan to go 
situation in Germany. France, Korea, Russia. towards arming itself in this way now or in 
(Chernobyl) and Japan itself. • the future. It is the stronge.st anti-American 

Apart from this Conference there were, and anti-imperialist political foiccs in Japan, 
mass rallies, peace marches numbering those most strongly against the US-Japan 

thousands, and open workshops on a rangi Security Pact who arc also the most strongly 

of issues. Several hundreds were present a opposed to nuclear weapons. This is in 

each workshop. These took place both ii striking contrast to the situation here in 

Hiroshima and Nagasaki. It was, of course, India where many anti-imperialists and 

both an immense learning experience ;u leftists have no hesitation in joining the 

well as a very moving one for me. In na right and centre in cither demanding 

country in the world is popular sentiment nuclearisation or at least the keeping of 

against nuclear weapons and weaponisation theoptionopcn.lflndiahasa bolder dispute 

as deep and widespread as it is in Japan, with China, lapan has its dispute with 

It is so powerful that those few in Japan who Russia over the Kurile Islands. But this 

would like the country to go nuclear never gives rise to the illusion that going 

sometime .soon in the future for the kind nuclear will in any way help resolve the 

of ‘national security’ reasons that have problem. 

become standard arguments in India, for In 1993, the Russian government 
example, simply cannot get their way released parts of an officially authorised 
This is certainly not because the US study on Japan. Further sections were 

provides a so-called security umbrella for released in 1995 and 1996. This report said 

Japan. Few people in Japan (especially in that if Japan at any point now decided to 

the light of America having dropped the go nuclear then it could produce bombs in 

bombs on Hiroshima and Nagasaki and anything between 20 days and two months, 

never yet having apologised for it) arc The study also stated that the single most 

prepared to take this umbrella seriously, important barrier to J^an behaving in 


this way was the “extremely impressive” 
public opinion against any such action. 
Furthermore, after ail their careful 
investigation, the report stated that there 
was no evidence that there was even any 
movement in this direction within the 
Japiiiic.se government. 

Oni-S ioHD Diibatk in India 

Unfortunately, in no other country, 
certainly not in India, .miongst that part 
of the public who think about such matters 
is there any similar sort of .sensitivity or 
awaieness on nuclear weapons related 
matters. In India there has been a vigorous 
but very one-sided debate on the CTBT 
which has been extraordinarily ill- 
informed. The biggesi casualty of this 
debate has been the 'middle ground’ of 
those who don’t want India to sign the 
CTBT but also don’t want India to either 
foreclose the option or to go ahead to test 
or exercise the option. This middle ground 
has been squeezed as iievei before and the 
pressure on India to test or exercise the 
option has grown to hciglits never before 
experienced. This is not becau.se there has 
been any change in the external secunty 
environment regarding Pakistan or China 
but is .solely due to the fact that a highly 
distorted debate in which those holding the 
middle ground failed to carve out a distinct 
space for themselves has enabled the 
hawks to run off with the agenda. A 
distorted debate has given rise to distorted 
prioritie.s today. 

A small section of us argued for India 
fighting to make a good draft of the CTBT 
even better and then signing it. This meant 
strengthening the preambular commitments 
to disarmament but not insisting as India 
did that there had to be a structural or 
procedural link between time bound dis¬ 
armament and the CTBT. We also pointed 
out lime and again, that there were 
(Kiwerful domestic lobbies in all the nuclear 
weapons states (NWSs) agaimst the CTBT 
precisely because it was a genuine and 
powerful restraint measure on vertical 
proliferation, i e, on obstructing qualitative 
weapons development We also appealed 
in effect to the middle ground (and we did 
so repeatedly) that if you advocate India 
not signing the CTBT in the name of 
national security, do not try to hide the fact 
that the CTBT is a powerful rc.stramt measure 
on the NWSs. In other words, pose the 
I.S.SUC honestly as a choice between a 
presumed good (yoiii particular inter¬ 
pretation of what serves national interest) 
and an actual, universal good which is the 
genuine efficacy of the (T'BT. We also 
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argued that matters were too complex to be 
reduced to simplistic notions of the CTBT 
simply or primarily being a Machiavellian 
manoeuvre by the US to further its 
nuclear monopolistic ends. Today, the fact 
that the Republican Party has come out 
against the CTHT should alert anyone with 
even half-a-hrain (hut (he party opposes the 
CTBT not because it is against America 
maintaining its nuclear dominance but 
because it sees it as an obstacle to such a 
pursuit, as a concession to the arms 
controllers and moderators m their country 
precisely because the CfBT acts as a serious 
restraint on the US’s nuclear weapons 
making capacities' 

The same Indian elite which is prepared 
to swallow the IMF/WB structural ad¬ 
justment programme which is inspired 
by a specifically Anglo-American rightwing 
understanding of economics called neo¬ 
liberalism tries to parade its false anti- 
American credentials through a distorted 
presentation of the CTBT issue. The end 
result of the failure of tho.se of the middle 
ground to oppose the hawks as well as 
ourselves means that today they have no 
defence against the triumphalism and 
jingoism .surrounding India's opposition 
to the CTBT. It is this chauvinism and 
distortion of the real issues at stake that 
has created the climate where mure people 
than ever are now saying that if the CTBT 
is as iniquitous as claimed (hen what is the 
point in India just refusing to sign it and 
doing nothing else Should it not now defy 
it by testing or going openly nuclear'.' 

Si-NsmvnY AND Awareness in Japan 

At the liitemutional Conference in Japan, 
every attending peace organisation 
representative argued that the existing draft 
of the CTBT for all its limitations was a 
powerful step forward in the light direction 
and that it would be a tragedy it it failed 
to go through. All these organisations 
have been opponents of nuclear weapons 
and energy policies of their respective 
countries. In Japan, there is a tar more 
intelligent and informed di.scussion among 
experts alwui the CH'BT than there has ever 
been among the anti-CTBT advocates in 
India. The Japanese peace movement has 
many, many more scientists, physicists, 
engineers, and technical experts of various 
kinds including those with a specialist 
understanding ol nuclear physics, engi¬ 
neering and energy production. Two among 
many such prominent figuics are Hiio 
Umebayashi (Univcisity of Kobe) and 
Jinzaburo Takagi (Citizen’s Nuclear 
Information Centre). Tune and again the 
same point was niadc - computer 
simulation and sub-critical testing cannot 
enable new generation weapons to emerge 



without explosive testing. MoreovenFran 
Teplitz, the representative of Peace jnion, 
the largest anti-nuclear NGO in k US 
pointed out that it was domesticliotest 
from many quarters including tif peace 
groups that made the US gov nment 
"indefinitely postpone” subcritic tests 
which were to have been held . June 
and Septemlicr this year, and tha with a 
CTBT in place they could confidcr y press 
in the future for complete abandoyent of 
such suberitieal testing. 

Even more impressive 
extraordinarily high level of avi 
among ordinary people about the im|i 
of the CTBT. Everywhere it was si^ 
vital .step lorward, necessary 
sufficient in itself, to move toward^ 
clear tree world. Perhaps one 
example cun get across how pervastl 
sentinient and how widespread thc| 
awareness of the issues at stake 
won’t talk about the badges so manyWere 
wearing, the banners, the marche;;' the 
performances by children, the myriadways 
in which Japan dues not allow itsef to 
forget the ugliness of nuclear weapois, or 
the alacrity with which every step to ease 
tensions or move towards arms coitrol 
and disarmament is followed. An ordiikry 
Japanese pub that we happened to valk 
into one evening in Hiroshima called the 
Shanghai Renaissance had coasters for 
placing drinks) .spread over all its talles 
which carried the motif of the CTBT md 
had repioduced on them published extracts 
concerning tests by the Americans, Frerch 
and other countries! I kept one of these 
coasters as a souvenir. 

At every public rally including the peace 
ceremonies in Hiroshima and Nagasa'ri 
on August 6 and (the dates when the 
bombs were dropped) the mayors of bori 
cities appealed for the conclusion of i 
(TBT to the total assent of all Japanese 
up and down the country. In .such a cuntex 
.and setting, the audacious and utterly cynica 
claim by the anti-CTBT lobby in India thai 
India's stand was not only necessary for 
pursuing its own understanding of national 
sccunty but was also a courageous one in 
keeping with the interests of moving the 
world towards arms restraint and dis¬ 
armament, could not but be seen as 
nauseatingly hypocritical. 


(Jne of the hollowcrclaims made by those 
in the Indian bomb lobby in the last six 
months is that the public debate carried out 
for the most part in the English language 
print media on the CTBT has been a very 
open and fair one in which all sides have 
been able to freely have their say. The 
pro-CTBTcrs or anti-nuclearists, so the 
claim goes, have nothing to complain about 
when it comes to airing their views. Both 


the media and general environment of 
public debate has been very fair to them. 

Only those of us who have been in the 
virtual forefront of opposing India’s 
nuclear weapons posture for over 15 years 
up to and Including the CTBT issue know 
the problems and difficulties, the fmma] 
and informal pressures, that have been 
brought to bear upon us for the stands that 
we have taken. About our only consolation 
has been that India is different from most 
third world societies in being a weak 
bourgeois democracy, and this has certainly 
given us a space we could never hope to 
enjoy in most other third world countries. 

Those who have some kind of a public 
profile as anti-nuclear campaigners have 
never amounted to more than what can be 
counted on two hands. Two of us, myself 
and my colleague, Praful Bidwai (who 
shares this Nuclear Notebook column with 
me) have been among this small group 
A brief account of what we have 
experienced over these years might help in 
getting across a rather different picture than 
the one of 'fairness' and 'generosity of 
democratic temperament’ that is purveyed 
by those who know nothing of the pressures 
that have had to be faced by anti-nuclearists 
in this country. It is only to highlight the 
existence of such general pressures and 
con.straints and not for any other reason that 
this brief and incomplete personal account 
IS being given - constraints operating in 
one way or the other on all those who arc 
prepared to challenge tn public di.scourse 
the two sacred cows of the Indian 
establishment. 

These two sacred cows arc, one, the 
nuclear weapons posture and one, thinking 
of the Indian government and of the strategic 
community which in its overwhelming 
bulk is composed of ambiguists or hawks, 
and, two, the nuclear energy establishment 
of the Indian government. Secularism has 
long since stopped having such un¬ 
touchable status. Launching the most 
vicious attacks on secularism no longer 
raises media and government hackles in the 
way that criticism of the two sacred cows 
mentioned above docs. Even the left- 
directed print media is not always an 
exception. 

Media and Nirtjjar (Joestion 

For 12 years (1978-1991) 1 was on the 
editorial staff of The Times of India. Bidwai 
was with the same paper, also on the editorial 
staff, for roughly the same length of time, 
most of his tenure overlapping with mine. 
For all that period of rime, both of us were 
acknowledged as having expertise on 
nuclear weapons related matters. We would 
regularly write editorials on global 
disarmament, superpower arms talks, etc. 
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We frequently wrote signed articles on the 
centre page about the need for global 
disarmament, on the superpower face-off, 
on the general problems of deterrence 
thinking Rut not once did either of us write 
any editcnial or signed article criticising 
directly the Indian government’s stand or 
the nuiinstream wisdom on nuclear weapons. 
That was taboo. 

Article after article by other in-house 
writers on the editorial staff and by outsiders, 
e g, members of the Institute of Defence 
Studies and Analyses, appeared on the 
editorial page defending the Indian 
government’s position or even advocating 
going openly nuclear. Only rarely did The 
Times feature outsider articles with an anti- 
nuclcarist point of view. But never was 
there a single article by either of us despite 
the fact that we were itching to attack 
the arguments of our opponents who had 
a free run of the pages in this regard. The 
main arena for such debate - the English 
language dailies - was thus effectively 
closed to us tor over a decade. As members 
of the staff of The Times we obviously 
could not write for other newspapers, and 
we couldn’t write in The Times itself. Our 
abstinence was not self-chosen. It was 
required of us by the then editor of The 
Times, Ginlal Jain. 

Girilal Jain was an editor of a very different 
kind from those of today. He was a strong 
editor who knew what he wanted, intelle¬ 
ctually more relaxed and .selt-confident as 
well as more able than most of theexisting 
breed. Because of his intellectual self- 
confidence and interest in the general play 
of ideas he had no difficulty entertaining 
our very leftist points of view on most 
issues despite our clear opposition to many 
of his Hindu nationalistorother rightwing 
views. 

But on the nuclear weapons issue as it 
pertained to India there was never any 
such latitude. Since it was the editor’s 
prerogative to decide what should appear, 
not only in the editorials, but on the 
editorial page, we had no option but to 
accept the restriction with as much grace 
as possible. The point is not that we 
consider this editorial prerogative to be 
wrong or misguided but that the objective 
effect was the reduction of the space 
available to an already small g*oup with 
the desire and the ability to present a 
countervailing view on this question in 
the national print media. 

It was only when I left employment 
in The Times that it became possible for 
me to intervene in the English dailies and 
magazines with my point of view on the 
nuclear question for India. Bidwai could do 
so only after Jain’s reign. Earlier we had 
to confine ourselves to occasional writings 
in smaller circulation magazines which 


were li seen as rivals to The Times group. 
This a condition of our employment. 
Stray Tilings on this subject in sister 
publicapns like The Illustrated Weekly 
were siiect to prior clearance from the 
editor mThe Times of India, a proviso 
which afid as a form of self-constraint. 

But o^n in our career as freelance 
journaliif there was always a problem. 
Fully av|re of the unpopularity of our 
pcrspcctiG with the editors of virtually every 
Englishttnguage daily there has always 
been a ottain self-censorship in operation. 
For insaince, 1 have been acutely aware 
that I h^ to be very careful both about the 
tone I aed and the frequency with which 
I cou$ write on this issue. It would be 
naive tipxpect equal standards with those 
pushiif the more conventional line. This 
was ng merely because there were many 
more such writers favouring the 
govenfnent stand. 

In i.y whole five-year career as a freelance 
colurpist 1 have only ever had two articles 
tumd down for publication. On both 
occaions this was done by the same national 
dail'and of course both articles had to do 
witi die nuclear weapons issue. One was a 
dirict and aggressive but perfectly 
legiimate response to a very well known 
Indun nuclear strategist who had mentioned 
meby name in a previous article for that 
pa|«'. I was however, politely infonned 
whsn the article was returned to me that the 
paljcular debate had been closed for the 
tinp being. 

file other article was on the CTBT (on 
wiich I. along with Bidwai and some other 
aifi-nuclearists. can legitimately claim a 
nfisonable level of expertise) which was 
nfturned without even being read. Earlier 
lie paper in question had published occa¬ 
sional pieces by me on the nuclear issue 
ind even many months earlier, on the 
^BT. This time apparently (but I have no 
ivay of confirming this) it was simply not 
to be entertained because it clashed with 
the views of their own in-house journalist 
on the issue. The major point, of course, is 
not that a paper docs not have the prerogaii ve 
to decide whether or not to publish specific 
articles, or that 1 wish to contest this 
prerogative. I do not But it would be naive 
not to recognise that mere are different 
.standards operating in very significant 
sections of the Indian print media in regard 
to this ‘sacred cow’ between those who 
arc broadly on the side of the Indian 
government and those who arc strongly 
against it. 

DiH-iiRENT Standards 

*1110 operation ofsuch different standards 
became particularly evident when the debate 
over the CTBT sprang up over the last two 
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years in the English and national dailies. 
Language that would have been (rightly) 
considered intolerable if it had ever been 
used by us in print was clearly and repeatedly 
acceptable when used by our poliucal and 
intellectual npiwnents to describe those 
who believe India should sign the CTBT. 
‘Uncle Toms’ and references to those who 
love ‘American hegemony' or were its 
stooges or handymen, or words to the 
same effect, were commonplace. Ihcre 
was no direct relcrcnce to us but since 
accuracy and nut immodesty presses me to 
point out that Bidwai and myself have 
obviously been m the lorctront of whatever 
opposition there has been to the Indian 
stand on the CTBT we might both he 
forgiven for a.ssuming that some writers 
using such language at least some of the 
lime had us in mind. 

In many ways such language was amusing. 
Bothofus have been and remain committed 
socialists and activi.sis of a strong Iclti'a 
variety while die oveiwhelming majority 
of those using such descriptions are 
certainly not leltists nor for the most part 
socialists nor political activists. They do nui 
even come close to a|>proximatitip the 
record ol consistent oppositionists to 
American or Western imperialism (among 
whom we count ourselves) but are mostly 
your average cunv/mtioiial memlier of 
the rcalpolitik school of strategic thinking 
for whom diet.iking of principled positions 
is intrinsically less important than rationa¬ 
lising shifting Indian adjustnicnts to chan¬ 
ging power balances - pro-American if 
need be on various issues, anti-American 
or the pretence of it if suitable elsewhere. 
But when so much mud is thrown then 
some ol It ill the eyes ol some (leoplc 
tsometiiTics many people) will obviously 
.slick. 

That even acknowledged leftists can 
get earned away by then perceptions of 
the CTBT issue was brought to the fore 
by an astonishing attack on Bidwai by 
the editor ol a fortnighlly English lang¬ 
uage magazine for which Uidwai is himscll 
a regular columnist. 'I'hc editor curried 
a box item m the column pages where 
Bidwai was arguing his case on the CTBT, 
which not only fortnally di.ssociatcd the 
editoi from the view carried in the 
column hut unpiecedentcdly went on to 
assert to the reader that the columnist's 
views on the CTBT were “misconceived”. 

U.sually in situations where die editor 
wishes to draw attention to the difference 
between a stated position and the editorial 
line or to attack the former, it is done in a 
separate editorial. To do that is at least to 
argue the case out and let (he reader decide 
for himself or hciscif. At most (here might 
appear on the relevant pages a box stating 
that the views prc.sented herein arc those 





of the writer alone and the editor does not 
agree with them. But to use the word 
“misconceived" and thus throw the 
authority and weight of the editor and the 
magazine to bias the reader in this way 
against the said column represents nothing 
but the most astonishing arrogance. It 
is a violation of all journalistic and edit¬ 
orial norms and ethics. It is doubtful if in 
the said magazine there has been in the past 
such an editorial disclaimer in this particular 
or equivalent form for any other issue. If 
so, it IS equally wrong. It is to condemn 
without deigning to give editorial counter¬ 
arguments to the precise case being made 
in that particular column. 

Three subsequent letters to the magazine 
which criticis^ the editor for this form 
of disclaimer met with a determined refusal 
to acknowledge any mistake and only a 
repeated assertion without substantive 
argument that the editor was right to do 
what he did because Bidwai’s views were 
misconceived. This time an unbalanced 
response and a misuse of journalistic power 
and responsibility towards a critique of 
the 'sacred cow' came from a prominent 
member of the Indian left. To my own 
amazement, new.s of this reached peace 
groups abroad. Out of the blue in Japan, one 
peace activist in America asked me whether 
It was tnie that something like this had 
happened. He thought it was in one of the 
national dailies and I informed him it had 
happened in a fortnightly. 

Rumoi/r Mill at Work 

Finally, and quite unsurprisingly though 
perhaps most obscenely and damagingly, 
there has been the rumour mill. In Delhi it 
has been hard at work. We can make no 
direct accusations as to the various sources 
and sanctions fur such rumours again.st us. 
That is in the nature of the priKCss of slander 
by rumour. We can only speculate in 
informed ways. In this context, to put it 
most carefully and politely, the hypothesis 
that such rumours partly originate and have 
sanction from very high official positions 
and .sources, is unproven and probably 
unprovable. but should not for that reason 
be dismissed out of hand as an intelligent 
and pertinent speculative conjecture. 

These rumours enjoy wide currency in 
journalistic circles in Delhi as well as in 
other circuits. We hear of them directly as 
well as through friends and relatives. We 
have not only been dubbed as paid 
American agents for our stand on the CTBT 
but are said to have made a packet of 
money, and that our lifestyfcs as a result 
have been vastly altered. 

Our book. Texting Timex: The Global 
Slake in a Nuclear Test Ban was brought 
out by the Dag Hammarskjold Foundation, 


a Swedish Foundation with a lonjtistory 
of involvement with peace is^ and 
problems of the South. It ||^ no 
structural connection with the ini^tutions 
of the American nuclear mtc or 
establishment. It has covered fli costs 
of prtKluction, distribution and afcertising 
(press conferences in Geneva 4d Delhi, 
etc) of the book while neitl» of us 
have asked for or received one laisa for 
our writing endeavours. Of coursewe would 
be naive to think that .such runiurs will 
disappear with such a disclai|pr. The 
book (incidentally, no membt^ of the 
Indian strategic community i^s ever 
bothered, despite the prolonged .^o-year 
debate, to do the hard work reqi^ed to 
produce any book of comparabi scope 
and depth to present their ownper||ectivc) 
is only a peg and an unimport^t one 
for these rumours. The fundameiiil pur¬ 
pose of such rumours and theirtipread- 
ii'.g is to try and discredit the v(^ws of 
people like ourselves hut withou .refer¬ 
ence to our arguments or to the legrimatc 
contestation of them according to all 
normal protocols of logic and ritional 
di.scussion. It is to attempt to diserdit our 
views through aspersions on our chiracter 
and honesty. 

For many among the anti-CTBT .‘rowd 
in Delhi (and elsewhere in India) it :eems 


impossible to accept that there can be peop 
wIm) for no ulterior motives (moneta 
or otherwise) are prepared to aigi 
publicly and insistently that India is wroi 
not to sign the CTBT: who also argue th 
while there are the hypocrisies and decei 
of other countries (particularly of thcNWl 
and of their mainstream strategic expert 
to contend with, there are also the hypocrisi 
of our own country and of its mainstrea 
discourse to contend with. 

Such people arc mistaken. Just 
mistaken are those who have too ros 
eyed a view of the democratic and tolera 
character of the arena of public discour 
on this issue in India. But to both I can gi' 
an assurance that the commitment 
prc.senting an anti-nuclearist view ai 
understanding on nuclear weapons rclah 
is.sues in the public print media of Ind 
remains unshaken and unfazed, inde 
unfazable. Lest I have given a fal 
impression by writing down this revie 
of the constraints and pressures some 
us have faced, let me also say that i 
matter how irritating, offensive and unb 
these practices have been, it is a smi 
and easily bearable price to pay f 
adopting what I and others believe is 
principled and strategically wise stand 
take if we are to have any hope of mevi 
towards atnily nuclear weapons-freewor! 


RECONFIGURATION OF INDIAN POLITICS: 
STATE ASSEMBLY ELECTIONS, 1993-95 

January 13-20, 1996 

Reconfiguration in Indian Politics: State Assembly Elections, 

1993-95 Yogendra Yadav 

HP: Political Necessity vs Lost Possibilities Javeed Alam 
UP I; Sectional Politics in an Uiban Constituency R K Srivastava 
UP 11; Grass Roots Political Process: Atraulia V B Singh 
Madhya Pradesh I: Setback to BJP Christophe Jaffretot 
Madhya Pradesh II: Muslims in Electoral Politics Sanjay Kumar 
Andhra Pradesh; Elections and Fiscal Reform Sudha Pai 
Goa: A Democratic Verdict? Peter Ronald deSouza 
Karnataka; Emergence of ‘Third Force’ Sandeep Shastri 
Orissa: Tribal-Oalit Conflict; Phulbani 

Bishnu N Mohapatra, Dwinpayan Bhattacharyya 
Guiarat: BJP’s Rise to Power Ghanshyam Shah 
Maharashtra I; Shift of Power from Rural to Urban Sector Rajendra Vora 
Maharashtra II: Capturing the Moment of Realignment Suhas Palshikar 

For Copies, Write to: 

Circulation Manager 
Economic and Political Weekly 
Hitkari House, 284 Shahid Bhagat Singh Road, 

Mumbai 4(X} 001 


Economic and Political Weekly August 24-31, 1 




CIVIL LIBERTIES 


The Citizen and Poiitic4 Finance 

ft 

A G Noorani 


t The Supreme Court’s judgminr on the petitm of H D Shourie on the 
maintenance of audited accounts by politico,parties is a powerful blow 
for the cause of free and fair elections. The pdgment has been rightly 
lauded, but its tuumces need to be better unierstood. 


THE citizen is entitled to be governed only 
by those who truly represent him, who derive 
their mandate from free and fair elections. 
This implies necessarily that he is entitled 
to the guarantee that the elections will be 
free and fair. Any form of corruption or 
intimidation vitiates the poll. So does the 
unfettered play of political finance. 

The Supreme Court’s judgment on the 
petition of H D Shourie, director of Common 
Cause, is a powerful blow for this noble 
cause. It has been rightly lauded. But its 
nuances need to be understood. In issue are 
•three statutory provisions. Section 293A 
of the Companies Act. 1956 prohibits 
altogether a government company or one of 
less than thicc financial years’ standing from 
making any financial contribution "dirccTly 
or indirectly" to any political party or “for 
any political purpose to any person”. Any 
other company may, however, make such 
a contribution not exceeding 5 per cent of 
its average net profits during the three 
immediately preceding financial years and 
if its directors authorise the making of the 
contribution. 

Section I3A of the Income Tax Act, 1961 
came into force only on April 1, 1979 li 
exempts income of a political party from tax 
only if three conditions arc met-namely, it 
keeps and maintains books of accounts 
properly enough, keeps al.so a full record of 
each contribution of over Rs 10.000 with the 
name and addicss of the contributor and 
audits Its accounts. Except the CPI, the 
CPKM), the DMK and the AIADMK. no 
other political party filed returns of its income 
as required by the law. I’he BJP began tiling 
returns only on December 28, 1995. 

The third provision to be noted is Section 
77 ot the Representation of the People Act. 
1951 on election expenses. On October 3. 

1974 the Supreme Court deli vered judgment 
in Kanwarlal Gupta vs Amamath Chawla in 
which it ruled that expenditure incurred by 
a political party, not for “general party 
propaganda" but directly for furthering the 
prospects of a particular candidate must be 
included in the returns of the candidate’s 
election expenses and is, therefore, subjeci 
to the limit provided by the law for election 
expenses. Within a few days thereafter, an 
ordinance was promulgated which was re¬ 
enacted as Act 58 of 1974. Explanation 1 
was inserted in Section 77 to provide that 
any expenditure incurred in connection with 


theelecwofacandidatcby apolitical party 
or cvcit^ any other bexly or persons or by 
any indiddual other than the candidate shall 
not fal within the purview of Section 77. 

The opreme Court’s recent ruling did not 
constitfe judicial activism .so much as sheer 
eiiforcinent of the law, particularly ,Scction 
13A o^c IncomeTax Act. The Court found 
“total naction on the pan of thegovemment’’ 
to enofee it. Justice Kuldip Singh, who 
dclivred the judgment on behalf of himself 
and jstice Faizan Uddin, observed; 
Thpolitical parties havc-in patent violation 
ufaW-neither maintained audited accounts 
m paid tax since 1979 80. Sub-scction 
WB) of Section 139 of the Income Tax Act 
mkes It obligatory for the chief executive 
oficer of every political party to furnish a 
rturn of income for each year in accordance 
\ith the provisions of the Income Tax Act. 
.'cction 142(1) provides for inquiry before 
ssessment. it is noi disputed that notices 
inder Section 142(1) were issued by the 
ncome tax authorities to the defaulting 
political parties but despite that the returns 
of income have not been filed by the said 
arties. Failure to furnish a return of income 
as been made a crimi nal offence pun ishabie 
under Section 276-CC of the Income Tax 
Act. It leaves no leeway. The mandatory 
, provisions of the law have to be enforced. 
It IS common knowledge that thcie is 
ostentatious use of money by political parties 
in the elections to further the prospects of 
candidates set up by them. Display of huge 
cut-outs, etc. of political loaders on roadsides, 
crossings, street corners, etc. and setting up 
of arches, gales, hoardings, etc. at prominent 
places and printing of posters and pamphlets 
are some of the ways in which money-power 
is displayed by the parties... 

He added: 

We have no hesitation in holding that the 
political parties who have not been filing 
returns of income for several years have 
violated the statutoiy provisions of Income 
Tux Act. The income lax authorities have 
been wholly remiss in the performance of 
then statutory duties under law. It was 
mandatory for the income tax authorities to 
have put in motion the statutory machinery 
against the defaulting political parties. The 
reasons for not doing $o-as disclosed in the 
counter-affidavits-are wholly extraneous 
and unjustified. The political parties are not 
above law and arc bound to follow the same. 

A political pany which is not maintaining 
audited and authentic accounts and is not 


filing the return of income before the 
income tax authorities cannot justifiably 
plead that it has incurred nr authori.<ied any 
expenditure in connection with the election 
of a party candidate. The expenditure 
“incurred or authorised in connection with 
the election of a candidate by a political 
party” can only be the expenditure which 
has a transparent source. Explanation I to 
Section 77 ol the Income Tax Act does not 
give protection to the expenditure which 
comes from an unknown or black source. 
Such expenditure, therefore, does not quality 
for the exemption which Explanation 1 
provides. 

Thus did the Court connect Section 13A 
of the Income Tax Act with the proviso to 
Section 77 of the R P Act. Rightly so because 
both are designed to ensure transparency. 
But what is the sequiiur? That the 
expenditure by the party is included in the 
returns of the candidate? The court did not 
draw .such an inference, not even if the party 
did not keef) accounts. 

What the Court said was that 
A candidate in the election who wants to 
take the benefit of Explanation I to Section 
77 of the R P Act-in any proceedings before 
the court-must prove that the said expen¬ 
diture was m fact incurred by the political 
party and not by him. Any expenditure m 
connection with the election of a candidate 
which according lo him has been incurred 
by his poiiiical party shall be presumed to 
have been authori.spd by the candidate or his 
election agent. But the presumption is 
rebuttable. The candidate shall have to show 
that the said expenditure was in tact incurred 
byapoiiticalpartyandnotbyhim.Thecandidate 
shall have lo rebut the presumption by the 
evidentiary standard as applicable to 
rebuttable presumptions under the law of 
evidence. 

An entry in the books of account of apolitical 
party maintained in accordance with the 
Income Tax Act will suffice. 

Construing Article 324 of the Constitu¬ 
tion, which vests in the Election Coiiiniission 
the 'superintendence, direction and control’ 
of elections, the court ruled that this would 
“include the scrutiny of all expenses incurred 
by a political party, a candidate oi any other 
ass(x:iation or body of persons or by any 
individual in the course of the election. The 
expres.sion ‘conduct ot election’ is wide 
enough to include in its sweep, the power 
to issue directiims-in the process of the 
conduct of an election-to the effect that the 
political panics shall submit to the Election 
Commission, for its scrutiny, the details of 
the expenditure incurred or authorised by 
the parties in connection with the election 
of their respective candidates.” Thus, even 
while the polls arc on the EC has the right 
to intervene. But, the judgment strengthens 
the EC and election law only up to a point. 
Explanation 1 to Section 77 of the R P Act 
still remai ns on the St atutc hook. The Court ’ s 
interpretation dilutes it but docs not and 
cannot wipe it out. 
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n wcmM like tc> highlight th« imnHsnM; 
grvvwth potentisii of the U^mcco iind 
rigarcftes iitdustry. Its economic 
dimensions and related opportunities. 

The n'du* !«•(> ir» sim in «(»rp'iiaU‘ us 
.ind (nlct)(K‘d lo (he (.riinpanics Ad .no 

movo^ in the nnhi diri.*i (k>m Thi.s growth ononi 
ed Hudgol iiiotits pi.UM' tor |iidi< uuisly hjiaiii trig 
e(oMoniii I'icrw'lh With soi'iai pnorilies 

'IheKonhit l•^Iu?lct* MiiuMei. liovvover h.t'' 
tluison (o wh.il lus Iktii (cinied a 

''iitodeM' UK tease in s|M*otK duties on cign* 
reitos 1 lie bike i.uiges iHMween .»nd foi 
most talegories llovsevei in llu* tjse of small 
jtljm turn kh tiganites. dudes have Uen taised 
l»> llus 'mII nUvvv down giovvlli ol tins sig 

inent wbnh wa» ('tberw'isi enabling lapid 
tXfunsioi' «)t llu lobatio iiulusirvs Ux base 
llie < igarctic Industry Ls extremrly sen^ 
>ltive to excise taxation, wliich b the single 
largest element in the price of cigarenes. 
Ihv'i: lav.s on ng.irttics (omnateil lo otiict 
loiuKo (M(■(lluls have ■ lusisl a deiade long 
slump in (ig.mMSe vf>luii)es in India li wa.s onK 
last yiar (hat (be mdustiv surjiassed vo|iini<'s 
achuv-id in )‘/Hi Hie tinge f'Kjlenii.iI ol (he 
loha^io nuiidirs in imlia leiliains i irgely 
un(ap|K‘J io applet laii (he diiiienstons ol the 
opportunity to improve foreign exchange 
earnings, (mvernment revenues, farm 
incomes and their multiplier ioipiici on the 
nirat economy, it is net e>sarv to examine gl« >l» 
al trerub 


THE GLOBAL TOBACCO MARKET 


riivii IV .1 ukIi'K lit'ld rH'rci'pdiin l)ui 
■llv Toluii'o iv .1 di'tlininK imlustr>- T'lis is mil 

s(i Tlic FsknI and Agricultural Organisation 
has forecast an annual growth rate In global 
tobacco production and consumption at 
around 1.9%. 

tilobal cigarette consumption has 
grown by 22% slnre 19H0 and was esUmated 
at 5,422 billion sHcln in 1995. (2garrttrs 
constitute the principal form of tobacco 
usage In virtually every market of flic world 
.iH'l .iciouni loi H5'i<ii ol gjotial lohaao con- 
siiiii|>lion 1)> volume .mil 95% by value 
Tobarco Is a mafor source of revenue to 
fiovernments in bolli the (lrvelo|Kitt and 
emerging iiiarktu and ug.irel(es lontniHile tlic 
lion V vliare ol vuili levenuev 

l.oiiMiiilei siviKimg on lotuiio pr(xlun,s 
vanes v onsiderably among eounlries and 
regions .5nnu.il (kt lapiia >|x:nd exceeds 
i;s$2(K) m North Amenia and Western huropc. 
where.is m the developing .Soutli Asia, iiKluding 


India, It IS le.ss than II.SS5 Theliey trends 
Impacting the tobacco raaritetk a move 
towards low delivery prodiictwicorporat- 
Ing tlglii tobaccos ai^ a cottjnued shift 
from tradltionai forms of cotAmpthm to 
cigarettes. | 


India Is the 5rd largest pMuccr of 
tobacco in the worid. A iigal of ^ million 
kgs ot lolvaceo was prcxiiicerl m IV® Only HO 
niillion kg.s weie usid for donieste cigarette 
prodiieiion and 55 million kgs e\|xj(ed as eig- 
.irelle toluccos v 

Developments In the Indiail tobacco 
industry have not been bi line witl|lntenU' 
thmai trends. The share of clgatetilB In the 
total Inhacco consumption bi Indiafs about 
20%, compared with H5% Globally. 
Inieniaiionally, there has Usm a shift fi^n iradi 
tional forms ol roliacio i.hewmg Qibaico, 
.Sniill, Pipe, Cigar/ (SleriKjl - lo, igarellil which 
IS l••ulgIllSed lo lie the niiKlern aid more 
.ii'ieplable form tsf toKiiio usige Qjie the 
opisisite, however, has happ<.'ned in Iniki The 
share of dgarettes has declined to 20*1 from 
23% In 1971, while overall lobacc*, con¬ 
sumption has grown. In lain, mduslry vHumes 
ol < ig.ir*.'tU's dri-lined by 12 5% Innween 1^-85 
and IWl/OS bi-lort' staging i reiovi^v in 
l>)‘25'>)li 

Whilst the annual pet capita cxjiLsunpiiim 
of all lolvacTo priKliicls in India stands ai.0 83 
kg. aUiut -IS'lti ol the worlil .average ot I H>.kg. 
Ihe per capita consumption In cigarette 
form Is barely 1/lOth of world levels 11 \1U1 
cgaiflti's (ler annum loinpared lo a global rWi- 
age ol l.OV) 

There are approxlnutely 200 million 
tobacco consumers In India, of which imly 
25 million smoke cigarettes, whereas 275 
mlUlim lo China smoke cigarettes out of 330 
inllUon tobacco consumers. 

Ihe Mniled Stales lolsacco industry is |ier- 
haps the Ixssl example of laiw fhis indugry 
slioultl lx’ stmcnireil to contrilnite signiriiaidy 
lo the eionumy The United .Slates is tlx' secixvil 
l.irgeM prixlueer and consumer of lolxicco pr.d- 
iiils III the world The country has imc is ihe 
lowest rates of excisi- duty and still cnilleds over 
510 hilliun 111 revenue. It is estinialed that on a 
pun lia.sing power pariiy l>a.sis, iigateite excise 
mieiisily per capita m ihe US is les,s than 5% that 
ol India The relatively lower rales of tax have 
helpi'd me iniliistry invest in brands and ijualiiy 
upgiadaiiim enabling the Untied .Slalc.s ut be the 
largest cxixarter of i igarettes in the wrxld with a 
glowing sliare Tht‘ c|uality ot lohaioo grown 
then IS the best in ihe world and even iliiiugh 
the pin I ol Ameman tobacco is higli. expons 
conslitiiie over 30% of pnxiuaiiiti Kxports of 
tobaii o and (igarettes ate reportixJ to be the (nh 
largf.st criiitribulor to the US lalance of pay¬ 
ments and rank 2nd m the txHintry'.s expixts to 
lapan In comparison, even though, ladla is 
the 3rd largest producer of tobacco in the 


world. Its economic potential is lugely 
untapped. 

a) AtMng Vahan lo iho Kurol 
Economy 

Tohucco IS giown in India tiy small and 
maiginal larmers, mainly in non-irngaied 
soils, on land holdings of levs ilian 2 5 
hectares About 400.tK)U .small and marginal 
larnKirs grow ligarene tobaccas and over 
hOO.IXlO grow non-cigarctle lotacciis. No 
crop otlmr than cigarette tobacco gives 
the iarmcr as attractive a return consbi- 
tently in similar agro-cUmatk condltknis. 
Ogarclie tobaccos offer returns more than 
two limes those of non-cigarette loliacios anil 
lompiisemrisily llw flue-cureil variety which 
are sivld lliroiigli govcriiiiicnl-condiicltil aui 
lion pkiiforms with a minimum guaranteed 
pnic (MtjP) to the larmeis As a result, the 
better the quality of tobaccxi the farmer 
produces, the higher his return, with a 
minimum leturn guaranteed bv the MOP. 
system s 

The Indian tobacco market is oriented 
heavily brwards tndltloiial forms of con¬ 
sumption. Our iob.iuo faiiiicrs prixlucc 
larger quanlitiiw of non cigaiettc lubaciiis 
Iwhich aic IKX exiKirtablc), and ngarelte 
toliacios of low graites, sinie the bulk of 
Indian ugarelle i onsnmpiiixi e not in the 
upper ami premium segments Measures 
llwretore need lo lx* ailiipted to 

1) facilitate transition from nonx-igarme 
forms of consumption to cigarenes In 
line with consumer aspirations and inier- 
natlonat trends, so that farmers increase 
their Incomes by producing more ciga¬ 
rette tobaccos. 

2) upgrade consumption to the higher end, 
to enable farmeni to produce premium 
quality tobacros, which can also be 
exported. 

Severe taxation of cigarettes Is ati 
indirect tax on tobacco farmers. In 
1951/52 farmers growing cigaietle lobaccos 
I'Mitribmed Us 4 03 pei kg towards excise 
duty and farmers growing ixliei tolwcciis 
Ks 1 t2 |Ki kg While the hurdc-n m ighcr 
tobacco farmers increased marginally to 
approximately Rs 11 per kg tiy 1924/95, tlie 
indirect ux on cigarette tobacco '"armers 
increased .steeiily by 95 times to Rs 3H5 piT kg 
during the same periixl The huge lax 
Increase on cigarettes has Inhibited 
cigarette form of consumption, thereby 
artificially restricting potential earnings 
of tobacco ftirmers and thus sub¬ 
optimising tobacco’s contribution to the 
rani economy. 

b) Enhancing Fornign Exchonga 
Eomingt 

Global demand la restricted to 
cigarette type tobaccos of apedfled 
quality. India's tobacco exports at Rs 421 
crorcs arc mlnuacuie, given the sbe of 
our tobacco market. Less than 20% of 
India's entire tobacco production is exported. 
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In compiiriMm. Brazil with a tobacco market 
amaller than ours, exports 60% of it.s 
produaion, ami is the world’s No.l tobacco 
exporter with annual-exjxms averaging more 
than 3 times that of Indians 

Aa slated earlier, tbe principal reason 
for our export potential remaining large¬ 
ly umapped la the low quality of tobacco 
produced. 

India la capable of producing tbe pre¬ 
mium grades of Burley seml-flavourftil 
and flavourfbl cobatxtos- While lumot 
annual production of Burley lor inslame is in 
the region of B iiiilliuii kgs. a pioduclion 
level of %) millioti kgs . is arhiev:ible In the 
turn of the leiuurv with (he riglit inpui.s 

c) Enhancing Govemmunt 
Rnvnnu* 

1) Excise: 

Bevenue eoUectlon from the tobacco 
Industry by global standards. Is modest. 
The reason lies in the small taxable base 
of clgareties. Almost 90% of Government 
revenues accrue from cigarettes, leaving 
88% of tobacco consumers effectively 
outside the tax net. Any proposal to 
increase revenues from the tobacco 
Industry must facUitate growth of the rev¬ 
enue contributing sector. I he n«n',ig,irc-ttc- 
segment ol ihr iiiliacio industry whitli 
aiifiuTiCs l«ii ovi-r K(>i,i tit t'onsiiiiipuon, is 
umiiganiM-d .iiid lr.iginentt-il, llificli) nuking 
«-vciiUf ccillcilitm fiiiin Ihis x-gnii-iii iiitprat 
iK-al III adininisii^-r An increase In the share 
of clgarettrs within the tobacco basket 
most, therefore, be the key objective of 
any effort to raise revenue 

Imlu s |vi|)iil.iii('ii has a scry wiilt- band iil 
iiKoiiK vlrlnbiitiiin High i.itcs til t,i\jiion lui 
1 igaretles have artihcially kc-pi i igarciti-s 
la-yoiid the leadi ul a large niimlxTiil l<ib,ii 
111 iiiiistiiMiTs aspiring loi iigatelie fmin ol 
luliaiiii umsunipdun The route to opti¬ 
mising excise revenue collection is an 
excise duty structure that cnabk-s mar¬ 
keting of cigarettes for each income s^- 
ment of tobacco consumers. 

in 1987, the Government of India 
rationalised and mudUlcd the excise duty 
strurturr for cigarettes. Ad valnrein iliilie.s 
were replan-t) by s|X-cilii. duties based on 
cigaieUe lengUi Hie o!j|etlive was to iiuni 
dui'e a mote ..iliiinul sysii'ni ol i-xiisi- levy 
and t(> reduce litigadon a.ssrx'i.ited with ad 
valorem ildties The Cjovemnx-nt created S 
exccM- slabs liased on li-ng(li anil ty|v iil cig- 
aremes, with rates im teasing trom plain uga- 
nettes at the low end to internatioiul size fil¬ 
ler cigarettes at tlte top end The change has 
been highly aucccssfol on ail counts and 
the Government must be congratulated 
on this Innovative step of aggre^tlng the 
advantages associated with bttth ad val¬ 
orem and specific duties. 

This structure still however left rigarettes 
beyond the reach of a large numirer of .cspiring 
tobacco (Tinsumeis Recognising tins. In 1989 
the Government Introduced a new excise 
■lab for micros at the low end. I he raiccs of 
duty, however, remaintfd too high to tuve luid 
the detired etfeo. The Government in 1994, 
therefore, boldly experimented with a 
■harp reduction In the excise duty on 
micro cigarettes reducing It Cram gs 120 
per 1,000 to Rs «0 per 1,000. The mdustiy 
responded by passing on the eniire reduction 


to consqyers. As a result, a dormant seg¬ 
ment otj^ cigarette indusiiy was infused 
with grsith. In 1993'%, tins segment con¬ 
tributed Its 90 crotes to the National 
Exchequr up Ironi just Rs i ctores m 
19<13'‘W 

The eilsc structure needs to be 
rcvlewedperiodlcaUy to casorc that the 
excise slal correspond u> Income distri¬ 
bution pticras of tobacco consumers. 
The sUuclrg should provide easy steps for 
upgradatii of coasumption to ensure 
built-in bpyancy as per capita inciHnes 
Increase.jMch a structure would elhni'' 
natc themed to review excise rates fre- 
quently.rhc rates at the upper end need 
to be lo'dred to tavoiir pimln. iion of ciga 
ri'ties vtjiin the shores nl India and 
render iqcumpetttlve the smuggling of 
cigarette, which denies the National 
Exchnydr an estimated Ks 200 crorcs In 
revenu eniuially. 

In ly! view, the stun lure is laigely m 
place Ik general table of excise duty 
cates kwvever, arc loo high ami should 
Mealb he brought down In a phased 
manni; Moreover, the iniroductlan of 
one i.‘ 'two more slabs would facilitate 
upgrJatlon of consumption in an order¬ 
ly mmlicr. 

A punitive and rational excise duty 
sirucure would enlairte Ihr lax base and 
IncroK* revenue manifold over the next 
3 tolO years. 

11) local Taxes; 

i.CisC n-ii-niii' lollriii-il iMtii cigaieiies is 
iliMiisI Ix-twc-i n Ihe < t'lili'' .I'ul the M.ilc-s in 
.1 'iijii ili-ti-rmiix-il b\ ilir ' i-ntral tliw 
crriltnl (iver the nais, this raiiii has 
piizressiscly mtreasi-d m l.iu)iii ul the 
St e> As a lesull, tin Sciii s share has grown 
11 igiili-iabK fasiei than meiall esi is, 

11 lections 

St.ile (lOVcii'iiK’iiis h.iVL li'i nianv yeais 
I, icit lixal taxes on eigaieiti's in spite ol ihi- 
I 3 (i agti'emenl The M.ites .mtiie that ihei 
as only lestmled from li iMiig \iles Tax oii 
, gaieties bv the agrei-iueru .ind are In i’ 
ii'iniiKisi* other stare and loial taxes Siith 
..st.inil ili-liMts till- eiitin- pmposi- ol the 

ise sharing sysu-ni, wlmh W.is irealed to 
■nsuie free flow ol i igaretles |liii)iighoiil thi 
.imntry 

As our economy gkrballses, manufac¬ 
turers In India should be able to Icversqte 
the synergistic benefits of uiir targe com¬ 
mon market. Tile prullferatlon of varying 
taxes at the local level would negate this. 
The Issue Is vital for the tobacco industry 
and suitable legislation needs to he enact¬ 
ed to make single point uxalion folly 
eflectlve. 

d) Gevarnment Roguiation 

In the West, tobaci o aiul i igarettc-s have 
Ixtcome svnimymini.s, unlike in India, 
where nearly of eonsnmeis d,»nix 

smoke iigarettrs Any etiort lo legii 
laie the tobaci o indiisiiy thrri fiw 
must take into account the mduv 
try's ability to comply To regu¬ 
late just the 12% cigarette 


segnKnt would defeat tbe very purpose of 
such regulation. 

Sialnloiy health w.irniiigs h.ive Ixvn iiia'i 
dated by law- mi ngaietic paikets and .ill, ig- 
aielte Jilierlising iii.iien.il siiue I'l’T the, 
law was exii-ndeil t-i ihewmg lobaiu- in 
i'Wi) anil gulk.i Ml I'pisi oihei ii>h,iii,i priul 
iiiLs .irc slit] not ii-i|iiiiril to lain .inv .st-itiito ' 
IV w.miing Otwiiiusb ihi sijuiiory l.e.illb 
warning Teiniinnienis on niluiso lonsiiiiip 
non need to Ix' niiitouulv .ipiiliiabli to .ill 
luluci.o piixiui Is 

lti;gul.iiion ol iigjielle ailviitising is .i 
holK ileli.ilid siih|eii till- voilti oil I 
I'onirin to gem r,il impnssion Kenismg 
iliK-s noi iieiessanlv hiTf, to expatiil lOii 
siimei tiernand lot ,i priKhiil group i‘s|x-( i.il 
ly tor ni.iinie pioiluti ..itegoiies liki* iiga 
lenes \’oi ilm-s .i i-mii iin .uKeriising iiises 
s.iiilv leJiiie lonsiiniplioii The role of 
advertising Is to biforni coiuuiners of 
product differentiation in features and 
value, intensify competition thereby 
encouraging quality upgradaiion. thus 
providing better value hi the consumer. 
AiKeilising IS ,1 legiiM'i.ile lotniiieri tal at li\it\ 

I mpioM'd loi piotlui Is ih.il .III leg.illy gionn, 
piiKess.-,! .mil nijikeleil The absence of 
advertising for tohaccss would be a form 
ol unintended social engineering, almost 
implying that 200 niilUon adulls are 
unalile lo lake decHshnis related lo per¬ 
sonal choice. 

In as many as 29 countries. Gov¬ 
ernments permit lohacnt companies hi 
advertise tiieir products on the basis of a 
voluntary code. 

(.igatelte manufactiin-rs in India have 
already agreed to evolve add adopt a vol¬ 
untary code. In ilu' mli i< sp ,,1 i-cirisiiinri. 
given ilii- l.iit iIsM ni.iii\ .iiluli, ill, m.ilii* 
jx-isiHi.tl ihmii's in l.iV'iiii Ol otlifiwisi- ol 
lob.li'o iisi- ,ind oiilv ilsiiil 'll toiuiio 
iisi rs siiii .'nv i ig,in Ill's ihtTc is a strung cas*' 
lo adopt a voluntary industry code 
towards advertising rather than resort ht 
legislation. 


CONCLUSION 


liidi.i IS j Lirgi’ nuikil fxmtinued reform 
of the tax structure and moderation of 
excise rates for cigarettes would ; 


1,1 



Provide the Ixisls for upgradaiion of 
consumption. 

Meet consumer aspirations in line witit 
international irends. 

Enlarge foreign cxchaiigc earnings. 
Increase (■overnmrni Revenues. 

Bring the multiplier impact of in¬ 
creased larmer Incomes u> the rural 
economy. 

6) Provide Indian manufacturers a grow¬ 
ing base to invest in brands and lerh- 
nology . > compete effectively. 

Ainu ('.mtipiitiv 's Well pi,si,1i,ili-il In 
lake ihc li'.iilirship mli' in tlie prnii-ss i,l 
ri‘.iiising llms |K>l,'nIi.it .mil tlii-ri'liy 
loiilnltuliiig III till' wi'li Ix’ing ol .ill 
st.ikiTiolilir.s I liHik loyiiui i niiliii- 
■IIcl siipfsirt ,n mil i‘niti'.iv{n.rs 


I.T.C. Limited 
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COMMENTARY 


NEW DELHI I 

High Cost of Wooing Foreign Capital / 

I 


As the goveniment’s wcfoing of foreign investors has become more arderi 
the latter have stiffened their terms. The government’s own room for' 
manoeuvre has grown progressively restricted because the ‘reformeti’ 
in the government have chosen to almost exclusively focus onforeigti 
investment as the prime issue in the making of economic policy. 


IN SPITE ot the vigorous efforts since 1991 
to attract foreign capital, the results achieved 
so far are evidently not at all satisfactory for 
our zealous economic reformers and globa- 
lisers. They find that the ‘safely net’ of 
direct foreign investment in particular has 
failed so far to provide a solid material basis 
and psyehological impact for them to carry 
on with the IMFAVorld Bank/WTO reforms. 
The spateof bilateral treaties with developed 
countries and far-reaching ‘incentives’ 
guaranteed lo foreign investors by these 
treaties and arrangements entered into with 
IMFAVorld BankAVTO has not helped very 
much either to attract foreign capital on the 
scale as, for example, China has been able 
to do, they ruei ul 1 y say. The Economic .Survey 
/995-96, of the finance ministry bemoaned 
that hardly $ 4 bn of foreign invesimeni 
could be arranged in 1995-96 as against the 
supposed need, for direct foreign investment 
of as much as $ 30 bn per year for the 
successful implementation of the reforms. 
The common minimum programme of the 
UF government is more 'realistic and 
modesl’ with a target of $ 10 bn of DFI 
annually, which was .set at the instance of 
P Chidambaram as the barest minimum. 
The finance and industry ministries have 
taken up this target as their priority task to 
achieve. They arc making fi antic efforts in 
this direction. 

.Side by side with approval of the con¬ 
ditionalities attached to pending foreign 
investment proposals, policy guidelines to 
boost foreign investment are being further 
’liberalised’. Foreign equity has been raised 
upwards from 51 per cent to 74 per cent in 
projects for approval in an enlarged list of 
industries. It is proposed to allow foreign 
companies to set up then wholly-owned 
subsidiaries even when they may be already 
holding stakes in joint ventures with Indian 
business interests for the manufacture of the 
same products. It is being argued that foieign 
investment proposals which have backward 
linkages with agriculture, gcneiatc employ¬ 
ment ot promote exports will be allowed in 
non-priority areas as well as the con.sumer 


goods sector. The supposedly fanciful Hs- 
tinction between priority and non-priedty 
areas is thus being summarily extinguisled. 
Wholly-owned subsidiaries of foreign ct^- 
panies arc bound in particular to cut into he 
business of joint ventures. The manufactijre 
of toffee, chewing gum. oats and soft drittts 
and selling up of cinema complexes hare 
been approved with great enthusiasm. Theie 
approvals make a mockery of the proclaimuJ 
priorities of the UF. They cannot be relaiej 
to either technological upgradation or im¬ 
provement of international competitiveness 
of Indian industry. 

The small industry sector has not escapee 
the attention of the globaliscrs. The invest¬ 
ment ceiling for small industry units is. 
propo.scd to be lifted from Rs 50 lakh to Rs 3 
crore because the low ceiling is considered 
inadequate lor attracting foreign investment 
into the small-scale sector. Further, it is 
proposed lo revise downwards the export 
obligation of joint ventures on the ground 
that a heavy export obligation discourages 
foreign capital flow, especially into the small 
sector. The reservation of items for pro¬ 
duction in the small-scale sector is ceasing 
to be of much value when same or similar 
items are allowed lo be produced by large 
corporations, specially units which go in for 
foreign investment and imported technology. 
These proposals arc bound to result in the 
transformation of the role and performance 
of the small industry sector. Labour intensity 
in the small sector will be adversely affected 
and the sec'or will produce items which will 
be costly and serve the upmarket in India 
or will be exported. Small units will cease, 
in an increasing measure, to be relevant for 
the mass market. Tne fact lo be reckoned 
with in this c.micxt is that the Indian market, 
relative to population, is small. The mass of 
the people with low incomes cannot generate 
effective demand for the sophisticated and 
costly giHKls either im|X)rtcd or manufactured 
in India by foreign capital directly or in 
collaboration arrangements with Indian 
business, big or small. The attempts to attract 
foreign investment to satisfy the demand of 


the middle and upper classes, which hanker 
after international quality products, mean 
lower priority for investment to produce 
goods and services for the mass of the people 
at affordable prices. 

The drive to attract foreign capital on a 
grand scale has its implications for the 
balance of payments as well. These impli¬ 
cations are obfuscated by the self-styled 
reformers fired up by the idea of globalisa¬ 
tion. The acute balance of payments position 
in 1991 and the strain of servicing foreign 
debt exercised a restraining influence for 
.some time. But now the reformers seem to 
have become reckless and are no longer shy 
of playing with the ‘comfortable’ exchange 
reserves of $ 17 bn with the Reserve Bank 
of India. They are now excitedly talking 
about letting the current account deficit rise 
to as much 3 per cent of GDP. again.st 1.6 
per cent which had so far been considered 
the safe and sustainable limit. A current 
account deficit of 3 per cent of GDP, it has 
been argued, squares neatly with the target 
of $ 10 bn of foreign investment per annum. 
How and when this target will he reached 
and the effort and costs - economic, social 
and political - that will be involved may nut 
be debated'at this stage. But it will be fool¬ 
hardy for the globaliscrs and their political 
representatives in the Deve Gowda govern¬ 
ment and for those supporting it from 
‘outside’ not to pay heed lo the words of 
caution recently spoken by the governor of 
the Reserve Bank, C Rangarajan. He warned 
that there should be no further drop in the 
foreign exchange reserve which hod suffered 
an erosion of nearly $ 4 bn in the last 12 
months. The current account deficit which 
has already swelled to 2 per cent of GDP 
.should not, therefore, increase further. 
Rangarajan also drew attention lo the piling 
up of payments obligations for the current 
year which are likely to incrca.se in the wake 
of the rising levels of imports, including of 
consumer goods, and the rising costs ol 
foreign investment, both direct and institu¬ 
tional. A rise in external commercial bor¬ 
rowings, with shorter and shorter maturities, 
which IS being encouraged is not a remedy 
but a prescription for di.sastcr. The inflow 
of NRl funds and volatile portfolio invest¬ 
ments will add to the uncertainty and 
pressures. The much sought after direct 
foreign investment is really no panacea. 'The 
experience of the last five years shows that 
it is geared to strengthening the control of 
foreign investors, especially TNCs, on the 
productive as.scts of the country rather than 
augmenting them. Reliance on foreign in¬ 
vestors. with high rates of return guaranteed 
to them, for the development of the physical 
infrastructure of the economy loo means 
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and raw materials from their own sources 
at negotiated rather than competitive prices. 
It cannot, therefore, help improve the balance 
of payments and may, on thecontraiy, strain 
it to an extent that India may be pushed back 
into a payments crisis. 

It is remarkable, however, that the con¬ 
stituents of the United Front, even its left 
:omponent, are indifferent to the implica¬ 
tions of the Deve Gowda government's 
policy on foreign investment. They seem to 
be taken in by the notion that direct foreign 
investment is ‘nsk free’. In fact multinational 
»>rporations are becoming more and more 
aggressive. They are demanding high and 
quick returns and their unhindered repatri¬ 
ation. They enjoy the political-strategic sup¬ 
port of their countries of origin and the 
international financial institutions. Those 
already in business in India are keen to end 
any semblance of Indian participation m 
:heir operations. They are putting in reverse 
gear the Indianisation of personnel and are 
raising their equity stake and tightening the 
:ontiol of the headquarters over management 
systems, technology introduction, marketing 
aperations and use of brand names. 

India’seredit rating was deliberately pulled 
down to ‘speculative grade' when the Rao 
government launched its ‘reform pro¬ 
gramme’ under foreign direction. The posi- 
:ion in this respect has not changed. The 
'nuch-advertised improvement in the balance 
if payments and in exchange reserves in the 
ast five years has not brought about any 
lignificant change in the country's relation- 
ihip with foreign investors. They are not 
villing to soften their demands. 'These arc 
lecoming more stiff The fact is that there 
s less and less room for the government to 
nanoeuvre. Liberalisation and globalisation 
lave visibly emasculated Indian business 
mteipnse. The right of the Indian people tn 
I fair share in the gains from growth too i.s 
xiing sidetracked or openly derided. Populist 
gestures and rhetoric cannot under thi.\ 
iispensation carry conviction. The Devc 
jowda government is really neither willinj: 
lor able to extricate itself from the growing 
letwork of foreign conditionalities on the 
iirection of economic growth. With foreign 
nvestors, in particular transnational cor- 
mrations, enjoying a commanding position 
n the Indian market, investment is bound 
o flow into the production of goods and 
iervices of ^slitist interest and generate 
ninimal new employment and incomes in 
ndia. The repatriation of high returns on 
oreign investment will drain away in an 
ncreasing measure the national wealth. The 
oreign investors will bring technologies to 
ixtract high profits from the exploitation of 
ndta’s natural resources, labour and con- 
•umets. Except for what may be called the 
omprador business interests and a handful 


miketing specialists, in the direct employ- 
mint of transnational corporations or Indian 
bi^ business, the working people can gain 
littk and will lose a lot as capital-intensive 
ecoiomic growth and labour-displacing 
techiologies make headway. Investment will 
be gated to developing the market for the 
satisaction of a thin upper crust of society 
and iroduction and supply of essential goods 
and ervices will tend to be limited. These 
tendincies have already become manifest in 
the bat five years. With the 'deepening' of 
the iQonomic reforms the mass of the people 
are bound to suffer from loss of gainful 
emiloyment. shortages and high prices. 

The forthright ‘reformers’ in the Deve 
Govda government like to focus on foreign 
inxsktment as the prime i.ssue in the making 
of economic policy. That there is much 


more lo any meaningrui ana suosiantive 
reform of the political power structure, social 
relations and development process than 
attracting foreign capital is beyond their 
comprehension. Their exclusive concern is 
with attracting foreign capital as the basis 
of economic growth and ‘modernisation’ of 
the economy. The economic reforms with 
the emphasis on open door policies for 
foreign capital have already enabled com¬ 
prador business interests and reactionary 
social forces lo gain economic strength, 
social respectability and political clout. They 
have to be combated by the mobilisation of 
the mass of the people and their struggles 
for equitable and self-reliant .socio-economic 
development which must not be allowed to 
be subdued by the false pretences of political 
parties and personalities which still flaunt 
their progressive commitments. 


NATIONAL ACCOUNTS STATISTICS OF INDIA 
1950-51 to 1994-95 

The EPW Research Foundation has just released the above publica¬ 
tion which contains a comprehensive set of time series on almost 
all aspects of national income statistics of India for 45 years from 
1950-51 to 1994-95. Each set of the CSO's data presented with a 
description of concepts and compilation methods'and also with brief 
critical comments on them. 

Pages vi + 77 Rs 100 (Postage included) 

Concessional rate for students: Rs 65 
(to be accompanied by the concerned 
academic institution's certificate) 

Foreign: US $25 (postage included) 

All remittances in favour of £PW Research Foundation. Money 
orders/bank drafts preferred. Outstation cheques in India to include 
Rs 15 for collection charges. 

Copies from 

EPW Research Foundation 

C-212 Akurti Industrial Estate, Kandivii (East), 

Mumbai-400 101, Phones: 887 3038/3041 
Fax; (022) 887 3038 
EMail: admin @epwrf.ilbom.ernet.in 

or 

Economic and Political Weekly 
Hitkari House, 284 Shahid Bhagat Singh Road 
Mumbai-400 001, Phones: 269 6072/73 
Fax; (022) 269 6072 
EMail; epwl9shakti.ncst.ernet.in 

Copies can also be acquired from bookstalls where EPkl/issues are 
available. 
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Army in Nagaland 


The army and paramilitary forces have been in the north-east for fo^ 
decades now. Over these years their continued presence has ; 
undermined the civil and legislative authority over the area and ha^ 
brought a high degree of uncertainty and insecurity to the lives of < 
ordinary people. The centre’s imposition of extraordinary laws on | 
regions by declaring them as ‘disturbed’ also has serious implications 
for the federal nature of our polity. The findings of the D M Sen 
Commission highlight some of tl^se realities. • 


THE Armed Forces (Special Powers) Acr, 
in force in (he north-eastern slates since 
1958, has provided the basis in law for (he 
virtually permanent presence of army and 
paramilitary forces in the region. On April 
3, 1995, the government of Nagaland 
constituted a one-man Commission of 
Enquiry' with Justice D M Sen. retired judge 
of (he Guwahati High Court, to probe into 
incidents of shooting, arson and rape by 
various paramilitary forces in Akhulato, 
Kohima and Mokokchung (all in Nagaland) 
occurring between December 1994 and 
March 1995. The findings of the 
Commission, submitted to the Nagaland 
government on March 16. reveal how the 
continued presenceof paramilitary forces on 
a long-term basis undermines civil 
administration, the powers of the judiciary 
and the importance of the legislature, thus 
bringing the situation as close to army rule 
as could be imagined. 

On March 5, 1995, a convoy of the 16 
Rashtriya Rifles (RR) was going from 
Bishnupur in Manipur to Dimapur in 
Nagaland. The convoy had 63 vehicles with 
five officers. 15 JCOs and 400 jawans. and 
stretched over five kilometres According to 
the RR. its convoy came under su.staincd 
attack over that distance at several places, 
and hand grenades were lobbed at them at 
three places. They had to fire in self-defence. 
Seven civilians were killed and 20 injured, 
including 16 in mortar attack. These, (he 
army claims, were victims of crossfire that 
continued for 20 minutes. 

Six civilian eyewitnesses, including 
havaldars of the Nagaland police, have a 
different story to tell. Tliey said that a tyre 
of one of the convoy's Shaktiman trucks 
burst, and the RR personnel started shooting 
immediately, thinking that they were being 
attacked. They also fired mortar shells in a 
town with civili.m population. It also appears 
that sustained firing by RR personnel 
continued from 1.30 pm until after 3..30 pm. 
The firing included 1.207 rounds of gunfire 
and five rounds of mortar fire. All six 
witnesses were absolutely certain that there 
was no attack by, or exchange of fire with, 
supposed insurgents. Besides attacks on 
residents, it appears that RR personnel 


deliberately attacked property, damiging 
buildings and houses. 'They then pretinted 
the injured from being treated. One deponent 
in his affidavit before the Commissioi^ells 
of bow a two-inch mortar bomb fell m his 
doorstep, killing one of his family metibers 
instantly and injuring eight others. Law, he 
was slopped by RR personnel while tilting 
the injured lo hospital, as a re.sul( of wtiich 
another member of his family died on the 
way to huspilal. The version of the civilian 
eyewitnesses is corroborated by two state 
officials. The then superintendent of prxice 
(SP), Kohima, who went around the area 
with army officials, found no bullets or 
blank cartridges in the places from which 
in.surgents were supposed to have fired at 
the convoy. He did however find pieces 
from mortar shells and splinters from 
grenades. 

Justice .Sen is in no doubt whatsoever that 
the RR personnel, including officers, “acted 
in a most irresponsible manner”, that the 
firing was "accompanied by cold-blooded 
murder of innocent civilians, some withia 
their residential houses”, and that “mortar 
shelling in one of the most thickly populated 
areas of Kohima township was complctcl> 
unjustified-almost amounting to barbarity." 
He also finds that some R R personnel 
“showed utter disregard for civil authority,” 
and asserts that the 16 Rashtriya Rifles 
personnel were solely responsible for the 
casualties and damage to property. 

On January 23, 1995, at around 3.50 am, 
some insurgents opened fire upon a post of 
the 15 Assam Rifles stationed in Akhulato, 
Nagaland. The exchange continued until 5 
am. TTien subedar Khelaram and 15 jawans 
of Assam Rifles went in pursuit of the 
insurgents. Unable to find them, the armymen 
encircled some houses, got the people out. 
poured kerosene on the houses and burnt 
them. They had suspected the residents of 
being sympathetic to the militants and 
haiiwunng them. 

Hozheto Serna, a farmer, and his wife 
were asked to put down their children and 
come out of their house. They refused. A 
jawan fired at Serna. She died and the hand 
of her threc-month-old child was blown off. 
Subedar Khelaram was tried by general court 


martial and was awarded 45 days rigorous 
imprisonment, eight years loss of seniority 
and four years loss of pension. Five others 
were also awarded rigorous imprisonment. 

Justice Sen found this action to be 
inadequate. He deemed the initial firing by 
the Assam Rifles “legitimate, preventive 
and defensive," but asserted that “once the 
insurgents had broken contact, there was no 
need for further firing” by the Assam Rifles. 
The arson was “unjustified” and the killing 
of Serna “cold-blotxied murder”. He notes 
(hat there was “no state government official 
entrusted with maintenance of law and order 
in the near vicinity”, and that the conduct 
of the Assam Rifles personnel in this 
particularcasc “was asheer act of criminality 
with no nexus to any legitimate operation 
in aid of civil authority.” 

On December 27, 1994, a patrol of the 
Maralha Light Infantry (MLI) near the Police 
Point in Mokokchung, Nagaland was fired 
upon by some insurgents. One Jawan of the 
MLI was killed. One insurgent died in the 
return fire. Another was chased and shot 
dead. The JCO died while attempting to. 
charge a house with insurgents inside. The 
Commission notes that the firing was “started 
by the insurgents”, and that “the preventive 
and punitive action taken by the Task Force 
of 16 MLI” was “fully justified and in no 
way excessive” What followed after the 
initial encounter was however “completely 
indefensible”. 

According to the accounts of several 
civilian eyewitnesses, the MLI doused 
woollen balls and other inflammable material 
with petrol and set houses and shops on fire, 
while civilians were still trapped inside. Five 
civilians were burnt alive insidetheirhouses. 
Three others died despite being able to come 
out of their houses. Four women were raped 
at gun|X)int. These women were medically 
examined by the honorary secretary of the 
Red Cross in Mokokchung. and had the 
courage to depose before the Commission. 
Several people were beaten badly. The Red 
Cross official deposed: “I saw army people 
beating innocent public until they were 
unconscious-I heard army jawans shouting 
and encouraging each other to torch buildings 
and shops”. 

The army claimed that the houses caught 
fire as a consequence of the initial grenade 
attack and the snapping of high tension 
wires. They said that the fire then spread 
naturally in the wind. On the basis of the 
topography, the distance of the houses, and 
eyewitness accounts. Justice Sen refuses to 
accept this version of the army, and finds 
the arson deliberate. He also finds the 
complaints of rape and molestation “fully 
substantiated”. 

In these three incidents, the Commission 
recommended that: 

(1) Ex-gratia compensation of Rs 2 lakh 
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be given tn each incident of mutder and rape; 
(2) The alleged crimes be investigated and 
tried underthe Army Act; and (3) A technical 
commission be set up to assess damage to 
property. 

In each of the three incidents above, the 
army directly prevented the civil 
administration from discharging its official 
duties and ensuring the safety of citizens. 
Justice Sen emphasises that the legitimacy 
of an army operation under the Armed Forces 
(Special Powers) Act, derives from its being 
in aid of civil power, and not in superseding 
it. On the basis of section 3 of the act and 
its findings in these three incidents, the 
Commission indicts the army for bypassing 
the civil administration completely, and 
recommended that: (1) The army should not 
search or raid any premises or detain any 
person without the prior consent of the local 
police, and that it should ordinarily be 
accompanied by the local police; (2) Any 
person arrested by the army should be handed 
over immediately to the police; and (3) 
Interrogation should be carried out only by 
local police. 

The civil administration in the three towns 
had no prior knowledge of army movements 
in the area. The Armed Forces Act allows 
the army to act on its own initiative. Section 
5 of the act merely stipulates that the army 
shall hand over any person arrested to the 
nearest police station “with the least possible 
delay, together with a report of the 
circumstances occasioning the arrest”. The 
act, therefore, does not specify a deadline 
within which the army has to hand over 
arrested persons to local police, and submit 
a report on its operations. In effect, the army 
isgivcn licence to detain persons indefinitely, 
and not inform the civil administration at all. 
This directly contradicts the provisions of 
S 130 of the CrPC which allows only an 
executive magistrate “of the highest rank” 
to summon the army if necessary, to disperse 
an assembly “likely to disturb the public 
peace” (S 129, CrPC). Thus, under ordinary 
law, the army acts under the direction of the 
civil administration, it can act independently 
only in exceptional circumstances, and then 
only for a limited period of time. 

Besides undermining civil administration, 
the Armed Forces Act also allows for wide, 
virtually unlimited use of force. Ordinarily 
under the CrPC, a magistrate’’, warrant is 
needed to make an arrest. Even when the 
army is summoned, the CrPC also enjoins 
minimum use of force, to “do as little injury 
as possible to person and property” as 
possible (S 130(3)). It allows only 
commissioned and gazettedofficerstodecide 
the degree of force necessary in each situation. 
In sharp contrast, section 4 of the Armed 
Forces Act gives the power to act 
independently to personnel down to the rank 
of havaldar. TTie degree of force allowed is 


alo extraordinary: powers to open fire to 
thi extent of causing death, destroy any 
stneture, arrest and search without a warrant. 
Thi sweeping powers granted by section 4 
of tic act, therefore, effectively make section 
3-olling the army in aid of civil 
power-redundant. 

Th incidents at Kohima, Akhulato and 
Mokiicchungarc not isolated events of killing 
and ercesses by the army. There have been 
and continue to be, other attacks on lives. 
Overthe last year, at least 10 people have 
died ncustody alone, of forces which include 
the 1 > Assam Rifles, the 132 Battalion CRPF. 
the f) Maratha Light Infantry, the 3 Artillery 
Bripde and the 3 Parachute Regiment. At 
leas 77 others were tortured in camps. People 
hav; di.sappcarcd and women have b«n 
raptd, sometimes in the presence of their 
fanily members. On May 20,1995 an MLA 
T Chongo was blindfolded and taken to 
Mclcokchung by army personnel, in spite of 
identifying himself. He was releasee) only 
ater the intervention of the DIG and 
Alditional SP, Mokokchung. And these 
fi;ures represent the picture only partially, 
shce in many parts of Nagaland as well as 
oher states in the north-cast, it is not even 
possible to get information except 
.cporadically. 

Since the enactment of the Armed Forces 
\ct in 1958, the army and paramilitary have 
lieen present in the north-eastern states for 
four decades. In certain areas such as 
Akhulato for example, they even used to 
administer the area. Thcircontinued presence 
undermines civil and legislative authority 
over the area. In 1987, the chief minister of 
Manipur and his council of ministers sent 
an extraordinary memorandum to the union 
home mini.stcr, which said: “Civil law has 
ceased to operate in Senapati district of 
Manipur due to cxces.ses committed by 
Assam Rifles withcomplctedisregard shown 
to civil administration. The Assam Rifles are 
runninga parallel admini.strationin the area.” 

The centre’s imposition of extraordinary 
laws on regions by declaring them us 
“disturbed”, also has serious implications 
for the federal nature of our polity. The 
centre operates under the logic of “national 
security”, which local bodies and legislative 
rcpre.sentati ves are exposed to local pressures 
that oppose autocratic laws. Thus, in 1972, 
the CPI(M) government in Tripura opposed 
the centre's declaration of parts of the state 
as “disturbed” so as to bring the Armed 
Forces Act into operation in those areas. 
And widespread public prote.sts impel .state 
governments m appoint Commissions of 
Enquiry to investigate excesses by the army 
in the course of its operations. TTie Armed 
Forces Act not only denies such democratic 
opposition any legitimate avenues of protest, 
it also makes it extremely difficult to punish 
any excesses of authority. Under section 6 


of the act, the .state govemraent is denied 
the power to prosecute army personnel guilty 
of crimes, without the prior permission of 
the central government. This is in keeping 
with the Commissions of Enquiry Act as 
well. (S 2a(l)), read in tandem with Items 
1 and 2, List I of the Seventh Schedule of 
the Constitution, which decrees tliat in any 
enquiry relating to the armed forces and 
defence ot India, the “appropriate 
government” empowered to conduct an 
enquiry is the central government. 

I^t simply, this means that only the centre 
can sanction or conduct an enquiry into 
crimes committed by the army. It is in this 
context that the army ’ s as well as the ministry 
of defence’s respon.ses to the D M Sen 
Commission need to be seen. As is the 
regular practice of most authorities whose 
conduct is being probed, the army attempted 
to delay and even halt the Commission’s 
proceedings. They challenged the com¬ 
petence of the state government to appoint 
a Commission that would probe army action. 
This was rejected by the Commis.sion. TTie 
army then got the hearings adjourned to 
move the high court. Rejected there as well, 
they again got the he.irings adjourned to 
move the Supreme Court. In the meantime, 
since the (Commission was no longer 
informed of proceedings in the case, it 
commenced hearing the evidence on 
December 15, 1995, and submitted its 
findings in March 1996. On March 27. us 
the state government was examining these 
findings, the ministry of dclence applied to 
the Supreme Court to pass a stay order and 
maintain .status quo. 

The incidents of killing, arson and rape 
by personnel of Assam Rifles, Rashlnya 
Rifles and Maratha Light Infantry occurred 
over a year ago. They were widely reported 
in the local press, demonstrations were held 
in Delhi, and the National Human Rights 
Commission was approached to conduct their 
own enquiry into the incidents. Through this 
entire sequence of events, the central 
government has been inactive. They have 
nut even instituted an enquiry. Instead, they 
moved the .Supreme Court to effectively hah 
action on the findings of the D M .Sen 
Commission of Enquiry. Meanwhile, the 
Nagaland state assembly has accepted the 
findings of the Commission. The state 
government and legislature .are, therefore, 
pitted in direct confrontation with the central 
government and the army. 

Perhaps this is inevitable when the only 
authority empowered to investigate and 
prosecute armed forces personnel guilty of 
crimes, is the very one which has sent them 
there m the first place. Rule of law demands 
that an independent body or instiluiion must 
enquire into an infringement of law. That 
no agency or persons can .sit in judgment 
over their own acts. In the.se incidents, the 
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■Me govomnwnt and state judiciary were 
prevented (lom prosecutingaimy personiwl. 
The central govemment’s inaction thus 
renders the army accountable to none. 

In 1982, the PUDR together with the Naga 
People's Movement for Human Rights 
(NPMHR) petitioned the Supreme Court for 
the repeal of the Armed Forces (Special 
Powers) Act. The case has moved very little 
over the last 14 years. The findings of the 
D M Sen Enquiry Commission point to 
excessive use of force by the army. These 
powers are given to the army by the Armed 
Forces Act. The deadlock over further action 


IT all started with the innocuous 
announcement by the prime minister, H D 
Deve Gowda on August 2 at a meeting with 
over 500 iribals-peasants from the Narmada 
valley at Delhi. The people had come to the 
capital to protest against an unjust and illegal 
decision to rai.se the height of the dam up 
to 436 feet and re-starting the work on the 
dam which has remained suspended for more 
than 18 months, since January 1995. After 
the meeting the newly appointed home 
minister. Indrajit Gupta, the people met the 
pnme minister and apprais^ him of the 
situation regarding the dam, its cokt-benefit 
and the displacement, .submergence. The 
prime minister was accompanied by thethrec 
concerned ministers, Janeshwar Mishra, 
minister for water resources, B S 
Ramoowalia, minister for social welfare, 
and Nishad. the environment minister. He 
assured them that he was in favour of keeping 
the displacement to the minimum and had 
announced that a meeting of the four chiel 
ministers and 15-20 representatives ol 
Narmada Bachao Andolan would be 
convened for discussing rehabilitation and 
ather issues regarding the dam. The NBA 
had, then, welcoming the initiative wound 
aff its dhama* in Delhi to prepare for the 
proposed talks. 

TTie union water resources ministry had 
tent an invitation to NBA on August 3, to 
ivhich the organisation had responded 
rasitively. 

There was no significant reaction from the 
jujarat government or the power-holders 
ind pro-dam forces for the first few days. 


oi^e findings of the Commission, is also 
anjutcomeof the inovisions ofthe act itself. 

epilogue: The Supreme Court has now 
vaoted its stay on the state government’s 
acthn on the Commission Report. What 
coune events will take now remains to be seen. 

Note 

I Thescope ofeachenquiry was to; (I) discover 
the circumstances leading to the firing; (2) 
ascirtoin whether firing could have been 
avered; (3) find out the persons responsible; 
andi 4) suggest measuies to prevent recurrence 
of uch incidents. 


The reality of the prime minister’s 
proposition dawned on the pro-dam forces 
sjmewhat late this time. And they started 
(learing up for a showdown. It is interesting 
10 see the evolution of the pro-dam forces 
in Gujarat through these years. The political 
lumpen elements Imm both the main political 
panics. Congress and BJP, have been clubbed 
witherstwhileGandhians likeBabubhai Patel 
and Chunni Bhai Vaidya. There were other 
organisations like ARCH-Vahtni (A-V), who 
despite their socialist leanings chose to 
oppose the NBA on very irrational grounds 
and who now arc realising their mistake. It 
seems that the progressive forces like A-V 
are no more with the pro-dam forces as they 
were in 1990-94. The erstwhile Gandhians 
too, at least, arc not vocal to the earlier 
extent. A .substantial chunk of progressives 
and Gandhians now seem io have distanced 
themselves from the political lumpens, as 
Sanat Mehta, the former chairman of the 
Sardar Sarovar Narmada Nigam (SSNNL) 
is out of the prestigious post after BJP had 
come to power in Gujarat. Chiman Bhai 
Patel, the wily tormcr chief minister and 
Mehta combined all these forces to oppose 
NBA in Gujarat. Thus, one could sec the 
officebearers of builders-contraclors 
association, chamber of commerce, Vyapari 
Mahamandal, Travel and Tour Association, 
and the pseudo-religious leaders of 
Swaminarayan sect or those of Moraribapu 
hob-nobbing with Gandhians, progressives 
and academics. Now that the cementing factor 
is no more, these elements do not see eye 
to eye. Thus, a spokesperson of 'Narmada 


Abhiyan' K Z Patel could bring out a papei 
against tlw apathy of the state leaders towtvrd: 
Narmada Project and that report was criticised 
by another pro-dam element the Gujarati 
daily, Loksatta. 

However, with the announcement by the 
prime minister, again the non-governmenf 
organisations launched their tirade against 
the NBA and the decision to invite the NBA 
for the meeting. NGOs like the Gujarat Aids- 
Cancer and Narmada Bachao Trust 
(GACNBT), ‘Narmada Abhiyan', and 
umpteen others including the Chambers ol 
Commerce president Dinesh Shah. Trader; 
Organisation, etc, harped on one point-how 
can the NBA be equated with the state chiel 
minister? That too the chief minister ol 
Gujarat? The chief minister was told not ic 
attend the chief ministers’ meeting and he 
obliged declaring that he would not attend 
the meeting keeping in mind the 'asmita' 
and ‘swamaan’ (pride and self-image) ol 
Gujarat. 

Meanwhile, these NGOs had chalked oul 
an agitational programme including a dhams 
in Delhi on August 13 for which they 
contacted their MLAs, including the widow 
of a former chief minister Urmilabehn Patel. 
They planned a media blitz in Delhi or tiling 
a public interest litigation petition and 
organising meetings of political parties ir 
Delhi, distributing pamphlets educating the 
public about the project. (Tio/, Ahmedabad, 
August 7). They alleged that the meeting 
with Medha Patkar and her collegucs ol 
NBA was a way of delaying the construction 
of the project and the people of Gujarat 
would not tolerate this, they warned. 

Various contradictory statements were 
made regarding the so-called agreement 
between the four states on July 16. In fact 
there was no agreement among the states, 
but only a decision by the prime ministei 
as was revealed later. Gujarat and Madhys 
Pradesh had different interpretations 
regarding the minutes and decisions in the 
meeting. Yet, the pro-dam elements had 
presumed that the 'agreement' in the July 
16 meeting allowed the unhindered 
construction of the contentious dam. 

To cap it all, the chief minister of Gujarat 
met (he prime minister on August 8 and hac 
pressurised him to cancel the meeting ol 
August 16. The Gujarati language press 
carried screaming headlines about the chiel 
mihister heroically announcing the gains-oi 
rather the success-to the press. Though, life 
in Baroda or Ahmedabad was totally 
unalfected by whatever had (had not; 
happened on the Narmada front, one gets 
the impression from (he Gujarati newspapers 
that a fierce battle was being fought. 
Whenever the Narmada issue, particularly 
the anti-dam iribal-peasaiil movement is ir 
focus, Gujarat's politiciaas and the medii: 
create a war-like hysicriaand a frenzy, which 


CM’s Meeting on Narmada Dam 
What Did Not Happen 

Sanjay Sangvai 

The decision on the height of the Narmcda dam, being projected as an 
outcome ofthe meeting of the state minsters of the three riparian states 
of the Narmada, is in reaiity a decision of the prime minister which, for 
the moment, papers over the difference: among the three states. 
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has virtually no relation to the reality within 
that region. 

The ruling BIP had a stake in stalling any 
move for talks on Narmada and showing its 
enthu-siasm for the Project. Of late, the state 
BJP party has been affected by dissidence 
in the party and loss of credibility on a 
number of counts. Also, the work on the dam 
has been suspended since January I99S. 
There has been a perceptive .slackening of 
the work on the project as the BJP had come 
to power and the announcement of another 
project 'Kalpsar', had further confused the 
situation-as it was projected as the panacea 
to provide drinking water to the water a 
starved Kutch, Saurashtra. thus robbing the 
Sardar Sarovar of the claim of being the only 
project for these drought-prone areas. 
Therefore, it was necessary for the BJP 
government to get the suspended work on 
the dam resumed-or make a show of such 
an achievement. That was done when the 
Gujarat chief minister claimed that an 
agreement had been reached on the dam 
height and resuming the work on the dam, 
to which the MP immediately disagreed. 
Another setback would have been ruinous 
to the credibility of the government. At the 
same time the Sardar Sarovar Bond is 
expected at any time and the Gujarat govern¬ 
ment wants to project the SSP as a profitable 
proposition. For all this it was necessary nut 
to have any meeting with the NBA. 

However, as Medha Patkar said in her 
reaction to the letter communicating the 
'postponement' of the meeting, why did the 
central government led by United Front easily 
succumb to the pressure by Gujarat and 
other BJP niled states'.' It is nothing but the 
convergence of vested interests. What sort 
of consensus politics is it'.' Be it the f'auvcry, 
Alamatty dam ui the Narmada dispute, the 
states have never tried to involve the people 
in the decision-making process; and 
whenever .such an effort seemed to have 
been made, political leaders try to scuttle the 
possibility. About the .Sardar Sarovardispute. 
previously government of Gujarat tried to 
oppose any move for the review of the 
project and the appointment of the live 
member expert group in 1993. There have 
been only two countervailing forces in this 
stubborn attitude of the state apparatu.s-the 
people's struggle in the valley and the on¬ 
going hearing in the apex court. On August 
13. over l.OOO tribal oustecs from Gujarat 
villages held an impressive rally and meeting 
at Kevadia colony, ncai the dam and 
challenged the government to restart 
construction work on the dam. They 
demanded their participation in any decision¬ 
making regarding the d.im and their fate. 
And on August 14. the Supreme Court refused 
to revoke the stay on the dam construction. 
Both were fitting replies to the adamant 
attitude of the state. 


QO 

HEKS, SWISS INTER^HURCH AID is committed to work 
for peace and justicelin solidarity and partnership. It is 
jointly supported by fte churches, the government and 
individual donors from! Switzerland. HEKS is a conscious, 
active member of the ecumenical networks for development, 
relief and refugee woik and for human rights. 

HEKS is dedicated tC improvement of social-political* 
economic situations of tlje underprivileged and marginalized 
people in the rural are^ in India since 1958. HEKS India 
Co-ordination Office lolpated in Bangalore works in close 
co-operation with the programme office responsible for 
India located in Zurich,' Switzerland. 

HEKS has commenced a search process for 
the appointment of CO-ORDINATOR, HEKS India 
Co-ordination Office. 

The Co-ordinator will be responsible for 

• Idenfification, co-ordination, monitoring and review 
of projects 

• Networking among partners, ecumenical groups 
and churches, natic^nal and international NGOs 
and development agencies 

• Planning, implementing and reviewing HEKS 
India programme. 

The person must be around 40 years with a sound 
understanding of development work, and a minimum of 
three years of managerial experience in a similar position. 
Fluency in English and Kannada or Tamil are essential. 
Experience in dealing with international agencies and 
proficiency in computer systems are desirable. Women 
candidates are also encouraged to apply. The job requires 
extensive travelling in India and once a year to Switzerland. 

Applications with a detailed CV that includes education 
and work experience must be sent only to the 
consulting firm retained for the search process. 
No enf|uiries will be entertained at HEKS. Apply within 
0 days of this announcement to: 


THE 

246, 13th Cross, Wilson Garden, Bangalore 560 027. 
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Maiu^;mg World Filheries 

Third World’s Loss t, 

Ramakrishnan Korakandy 

The FAO’s strategy for fisheries management is aimed at ensuring a 
steady supply cf fish to the developed wcrld and jull employment 
of the fleets of the advanced distant wat^r fishing nations. 


THE unilateral extensions and declarations 
of territorial rights by coastal states, 
particularly in the early and middle 1970$, 
largely anticipating the outcome of the third 
Law of the Sea sessions, had prompted the 
FAO's search for solutions to the problems 
of changed global fishing rights, powers and 
control. The Law of the Sea, even in the 
making and control. The Law of the Sea, 
even in the making and finally by its adoption 
in l982ol the 200-mile exclusive economic 
zone, had threatened global fishing fleets of 
the distant water fishing nations, of their 
eventual displacement by domestic fishing 
vessels of local stales and of the resulting 
excess capacity in fishing fleets and 
installations of the distant water fishing 
nations. It was also feared at that time that 
this would eventually affect the global lish 
supplies and the economics of the distant 
water fishing nations. The impact of the fall 
in supply was expected to be severe in the 
developed countries of Eurojie and America, 
which arc the major importers of fish from 
the distant water fishing nations. The FAO, 
as the watchdog of developments in global 
llsheries was called upon to checkmate the 
developed countries’ strategy. 

The FAO’s strategy for fisheries 
management aims at ensuring a steady .supply 
of fish to the developed world and full 
employment of the Hccts and installationv 
of the advanced distant water fishing nation.s 
Any development threatening this prospett 
was criticised by the FAO. The strategics 
developed by the FAO since the beginning 
of the 1970s arc clearly illustrative ol this. 
The major components of this strategy arc: 
(1) rc.straint on deveiopmerit of industrul 
fisheries in developing countries, (2) 
emphasis on small-scale fisheries in third 
world countries, (3) creation of private 
property rights in fisheries, (5) promotiun 
of joint venture fishing in third world EEZs, 
(4) development of aquaculture projects in 
third world countries and (6) promotion of 
free trade in third world countries. 

The FAO "has been quite critical of the 
expansionist policy of fisheries develop¬ 
ment followed by some of the developing 
countries [FAO 1983]. The growth-oriented 
iiidustrialisation of fisheries has been brand¬ 
ed as Tish-oriented', ’anti-people’, ’ecolo¬ 
gically un.sound' and ’economically ineffi¬ 
cient’. The slow ’accretion’ of mechanised 
fishing fleets in the developing countries 


was deemed to be a potential threat to the 
frceacccss of the distant water fishing fleets 
of lie developed nations. 

liie Technical Conference on Fisheries 
MaiagemenI and Development held at 
V aicou ver in 1973 under the auspices of the 
F.^0 and the Fisheries Research Board of 
Caiada emphasised as a starting point, the 
ne:d to have a global plan for fisheries 
mmagement and the wisdom to ’operate 
incrnationally'. The keynote address by the 
asistant director general of FAO noted 
“..many developing countries are intensely 
iiterested in expanding their participation 
II world tishcrics and some have already 
Hecomc signiticani participants. In doing 
his developing countries encounter special 
[iroblems in reconciling the establishment of 
modern fishing industries with the 
improvement of their prevalent artisanal 
fisheries...Today there is a much wider view 
that management and development must not 
be thought of separately; conservation is 
increasingly seen as a subsidiary objective...” 
Pinpointing the expected outcome of the 
Conference, the Assistant Director General 
said "there will emerge some answers that 
will have at least fairly wide application and 
will serve as general principles and criteria 
to guide those responsible in governments 
and international oigaitisaiions and in the 
fishing industry itself in improving 
management and promoting devcloment”. 

The Conference, articulating the role of 
FAO in the ‘development of fisheries in 
developing countries', noted that “joint 
ventures usually involving an enterprise in 
an economically developed country and a 
government or other enterprise in a 
developing country, were a suitable mecha¬ 
nism to effect the transfer of essential 
components of viable cntcrpri.se, including 
capital, technology and managcnal skills”. 
This strategy decried any ‘independent’ effort 
by developing countries to develop the 
industrial fleet as ‘wasteful’, ’slow accretion’ 
process. In its implication, this strategy only 
legitimi.sed the interests of the developed 
world to carry on fishing in the EEZ of 
developing countries by other means. 

The Repor of the Expert Consultation on 
the Conditions of Access to the Fish 
Resources of the Exclusive Economic Zones 
published by the FAO in 1983 further carried 
the thinking of FAO in this regard. In one 
of the papers presented for the Consultation. 


Paul Adam sought to defend distant water 
fishing in foreign EEZs by developed nations. 
He observed the main 
motivating factor behind the new regime of 
the sea was that it would be necessary for 
ensuring the protection of the common 
heritage of mankind. If the implementation 
of such a noble principle leads to the 
scrapping of boats which are still operational, 
even if It IS a loss borne by one national only, 
it cannot be considered as good management 
of the world resources. Furthermore, and 
economically mure important, if the value 
of the common heritage is. as regards the 
living resources of the sea. as$e.s$ed at the 
landing stage without any consideration of 
the processing and maiketing chain, it 
excluded the largest part of the added value 
generated by the fishing indusuies taken as 
a whole. 

The greatest restraint of FAOon expansion 
of industrial fisheries by third worldcountries 
was based on socio-economic and ecological 
arguments. The Report of the Expert 
Consultation on Strategies fur Fisheries 
Development in 1983 noted “in the integrated 
approach of national and fisheries planning, 
the development targets of the llsheries sector 
should be guided by four criteria of global 
rationality, i c, social desirability, economic 
feasibility, ecological suitability, and 
efficient use of energy”. 

Many western-aided studies too have 
.subscribed to this rationality. Fur instance, 
sec Jcan-Philippc Plattcau, Jose Murikan 
and Ettinne Delfiar’s study Technology, 
Credit and Indebtedness in Marine Fishing 
- A Case Study oj Three Villages in South 
Kerala, Hindustan Publishing Corporation. 
I98S. An early World Bank staff working 
paper (also echoed the same thinking 
[Emmerson 1980]). 

FAO’s latest strategy to dissuade the 
developing countries Irom embarking on 
any ambitious programme for the 
development of EEZ fisheries is to retrain 
them on grounds of precaution, su.staiohbility 
and lespunsibility. 'This requires mat the 
state intending to develop the new fisheries 
should establish the possibi lity of its survival, 
or rather its su.stainability. In othcriwords, 
the burden ot proof to this effect rests with 
the state and in its absence it should abandon 
the plan of expansion. The Convention ot 
Responsible Fisheries promoted by the FAO 
and adopted by the UN at Cancun in 1992 
severely restricts the option available to the 
developing countries toexpand their fisheries 
to the EEZ. 

The central plank in the FAO’s strategy 
for manoeuvring fisheries dcvciopnient in 
third world countries is its programme of 
assistance to small-scale fisheries. This 
strategy emphasised the development ol 
artisanal or small-scale fi.shenes in the 
fisheries development plans of the Asian 
and African countries. It was intended to 
curb the enthusiasm of radical planners in 
third world coastal states Irom venturing 


Economic and Political Weekly August 24-31, 1996 


2289 



into any large-scale modernisation and 
industrialisation of their fisheries. The 
activities of the several PAOregional fishery 
bodies such as the Indian Ocean Fisheries 
Commission’s work and the Indo-Paciflc 
Fisheries Commission are also clearly in 
tune with this strategy. 

One of the major program mes for fisheries 
development initiated by the FAO in the 
region, the Bay of Bengal Programme 
(BOBP) aims at promoting the small-scale 
fisheries of the region by improving the 
fishing craft, fish handling techniques and 
distribution methods. The BOBP’s current 
extension programmes stretch to new areas, 
to educate the fishermen on the virtues of 
‘seif-management’, ‘participatory learning’, 
etc. Oneof its recent publications caricatures 
a picture of non-involvement of fishermen 
in the development process initiated by 
national governments in third world countries 
and presents the BOBP-sponsored aitemati ve 
of a new development strategy based on 
participatory rural appraisal (PR A). To enlist 
maximum people's participation in the BOBP 
programme, it plans to organise village 
groups and “to locate them of their past, 
their history, culture and economy”. In one 
context it speaks of ‘re-creating’ the history 
of the village by such methods as “using 
ciders as resource persons for the very early 
history, with group support for more recent 
events” (see Peter Colaco and Tim Bostok 
in Bay of Bengal News. No 51.1993. BOBP. 
Madras). It advises the PRA group to ask 
such questions relating to the village as 
“when did the community come to live in 
the village, major events, major crises, major 
achievements, epidemics, tidal waves, the 
coming of electricity... and so on”. It reminds 
one that “there is always some offloading 
of accumulated mental and attitudinal 
baggage to be done, if we are to be open- 
minded enough for real participative 
planning”. There is a pinch of persuasion 
to dissent from the nationalist path, in this 
advice. 

pRivAit Proherty Rights 

One of the coveted pnnciples of fisheries 
management in the neoclassical thinking, 
has sought to establish economic efficiency 
by eliminating common property rights in 
fisheries. The creation of private property 
or sole ownership rights has been, however, 
resisted by fishermen everywhere and it has 
remained ‘commonwealth’, particularly in 
‘ocean fisheries'. But, now-the FAO, with 
the help of the ‘expert consultations’, has 
succeeded in incorporating this principle, 
albeit in a disguised form and through the 
back door. The FAO has introduced such 
concepts as ‘seif management ’ and ‘territorial 
use rights in fisheries’ (TURF). Recent report 
of the FAO notes “effective management of 
fisheries is essential. It requires a fundamental 
institutional change, entailing the creation 


of forms of use right to the resource.., A / TURF hy vesting private property rights 
market for the resources would facilitate die/ in coastal fisheries has stealthily created a 
resolution of conflicts on the basis of thej market for fishing rights and a basis for 
amount the parties would be willing to pay extending the same logic to other fisheries 
to protect their interests” [Christy 1982]/ at international levels. Tacitly, it has 
Seif-management or management by t^ succeeded indivesting national governments 
fishermen themselves of their industry is of their constitutional roles and 
advocated by the FAO and its ‘consultants’ responsibilities for managing their fisheries 
on grounds of economic efficiency (l^t and bringing it under the control of market 
cost method) and ease of implementatpn. forces. 

TURF involving exclusive use righu totthe Joint ventures in fishing in third worid 
community is recommended in the cast of EEZs has been the most used tool in the 

enclosed fi.shcries using small craft, g^, hands of the FAO and the distant water 

pots, etc, in burrows, bays, engulfed regies, fishing nations to perpetuate the control and 

etc, in the inshore regions as also on grouMs access to the stock of the EEZ of third world 

of economic efficiency and administraqve coastal states. Even prior to the passing of 

convenience, it is best suggested ^r the Law of the Sea, the FAO had convened 

traditional fishermen communities livingjin the Technical Conference for Fisheries 

pockets or enclaves. To promote the TUgF ManagementandDevelopmentat Vancouver 

or community management of small-sc4e in 1973. One of the outstanding 

fisheries, FAO also favoured a programme recommendations of the Conference was 

for development of artificial enclosures f^r that “... the FAO should consult with 

fish, by giving exclusive rights to ttue governments regarding the further role it 

fishermen or their community over the are^ could play in enhancing the participation of 
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devdopiitg countries in fishing industries, 
Inciudh^ttudieson bow joint-ventures could 
be made tnore efiective.” 

PromofiondTjoint-venturesforlarge-scale 
exploitation of the EEZ of Asian and African 
countries has been effectively canvassed by 
the PAO. In 1974, the FAO published a 
compendium on Joim Venture in Fisheries 
[Crutchfield et al 1974J outlining, among 
other things, the economic climate for joint 
venture in fisheries, prospects for promoting 
joinuventurcs, factors influencing decisions 
to enter into joint ventures, organisation of 
joint ventures, elements of success and 
failure, role of international agencies, 
monitoring of joint ventures, formation of 
joint venture companies, their operation and 
legal provisions governing their operation. 
The joint venture concept has helped in 
maintaining the status quo in third world 
fishing by luring many third world 
administrations to joint venture and 
chartering agreements with advanced 
countries. Many national governments with 
severe constraints of knowledge, funds, 
organisation and technology have succumbed 
to the short-run pressures of international 
negotiating agencies and fishing companies. 
It is also feared that corrupt bureaucracy in 
many of these countries had also behaved 
like the 'jagirdars' of the medieval period 
in extracting rent from the resource. 

The FAO has promoted the interests of 
distant water fishing nations through other 
means as well. While writing on the Options 
for the Management of Tuna Fisheries in the 
Indian Ocean. William T Burke and Francis 
T Christy (1990) noted; ■*... the Indian Ocean 
tuna body (should) have an area of 
competence that includes all waters both 
within and outside of national EEZs...” and 
“maximum benefits cannot be produced if 
the fisheries in the EEZs are not included. 
A strong regime for high sea fisheries alone 
would create incentives for the distant water 
slates to focus their effort within the zones 
of the coastal stales that offer the best deals 
... Se/mrate regimesfor the EEZ and the high 
seas are undesirable" (emphasis added). 

The FAO has buttressed its arguments for 
joint venture by pointing to comparafivc 
advantage, where the developed countries 
have the advantage of abundance of capital 
and know-how to specialise in large-scale 
industrial fisheries and the developing 
countries with large-scale unemployment 
and other problems to specialise in labour 
intensive small-scale fisheries. 

The developed world’s hunt for natural 
resources and the'prime need for food has 
taken it again to the shores of the third world. 
With stagnating supplies from marine 
fisheries and the global demand for fish 
increasing, the developed world’s quest is 
naturally for the inner resources of inland 
fisheries of the developing countries. Tyro 
of the international fisheries organisations 
floated by the FAO, the Committee for Inland 


Fisheries of Africa and the Committee for 
Inland Fisheries of Latin America, are 
exclusively to promote the development of 
inland fisheries of the region. 

Ibere has been a more than four-fold 
increase in the total aid for aquaculture 
between 1978 and 1983. The World Bank, 
the Asian Development Bank and thcbilateral 
donors contributed the bulk of the aid given 
for aquaculture development in third world 
countries. The world body’s (FAO’s) support 
for aquaculture in third world countries is 
not guided by the growth in demand alone. 
It has been guided by a variety of factors 
like the deteriorating environmental 
condition (water quality) in the developed 
world, stringent environmental protection 
measures in these countries, the need to 
recover the investments already made in R 
and D for aquaculture by aquaculture 
enterprises in developed countries and the 
realisation of the potential gains from 
exploiting the inland fishery resources of the 
third world countries. The potential for 
maximising the net economic yield from 
these countries is recognised by the FAO. 
'fhis is in tune with the FAO’s concept of 
global rationality of maximising the net 
returns (marginal product) from each 
activity. 

Another component of FAO’s strategy for 
manoeuvring the management of third world 
fisheries is its appeal for liberalisation of 
trade in the developing countries, which 
have for practical reasons intnxiuced certain 
controls for protecting their domc.stic infant 
industries in the past The FAO, like other 
international trade organisations, now 
demands removal of all controls on trade and 
industry. It wants the free flow of goods and 
services and inputs in the international 
economy. Fisheries management in the third 
world are particularly advised to remove all 
controls on import of components to the 
industry and to open the industry for foreign 
participation in aquaculture, deep sea fishing, 
etc, through joint venture, chartering or other 
means. State support to the industry in the 
form of sub.sidy on investment, working 
capital (oil consumption), etc, are all advised 
to be .scrapped and the industry asked to 
grow on the basis of free competition on a 
global scale in the international market. This 
strategy, once accepted, is presumed to help 
the developed world in deploying its surplus 
capital to the exploitation of the third world 
natural resources (fish stocks). It favours 
free trade in fishery products based on global 
supply and demand conditions directing the 
flow of fishery products to the advanced 
countries, where there i s an excess of demand 
and the local supplies are not responding to 
price stimuli. The evolving global theory of 
fisheries management suggests that fisheries 
development in the world should be guided 
by international market prices and not by 
a^itrary restrictions imposed by ‘national’ 
governments. 


The FAO Special Chapter (revised) of the 
State of Food and Agriculture 1992 noted 
“for the large-scale industrial fisheries where 
the proportion of global waste is so large, 
several policy changes may facilitate the 
process (of change). The first is to remove 
the existing subsidies which exacerbate the 
waste and increa.se the impediments to 
tihange. The second parallel step would he 
to create use rights and allow the fishing 
effort to adapt to sustainable levels. The 
third step would be to allow the real prices 
of fish to increase thereby improving the 
earnings of the fishermen so that they would 
have greater flexibility m adapting to the 
necessary management measures Finally, 
national governments can begin to extract 
some of the rents and use them not only to 
help cover the costs of management but also 
to establish funds for the purpose of buying 
superfluous capital and labour and eventually 
achieving rationalised fisheries’’ 

The establishment of free trade in the 
fisheries sector in this manner would ensure 
the flow of foreign capital, know-how and 
enterprise to the third world countrie.s to tap 
the aquaculture potential and living resources 
of the EEZ of these countries and in 
maximising the net economic returns and in 
prtKuring food cheaper from the third world 
countries. More importantly, it will aid in 
sustaining the development achieved by the 
advanced world and in keeping the third 
world in the tfajcctory of ‘sustainable 
development' and new economic order’. 
The net effect of this ‘trade off will be less 
food, more unemployment and more natural 
re.sourcc depletion lor the third world 
countries. The effects of this ‘unequal 
exchange’ arc already felt in developing 
countries like India, where domestic fish 
prices are rising and ecological imbalances 
are looming large. 
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Ydtsin: biauguration in the 
Shadow of Death 

DevMnraiiui 

Yeltsin’s inauguration as president on August 9 marks the real oiaumn 
of the patriarch, the end of the Yeltsin era. It also marks the beginning 
of a new presidential race. Not surprisingly, intense infighting has 
already begun in the Kremlin. 


THERE was something macabre and pathetic 
about the occasion. People were dying in 
lens and hundreds in Chechnya under the 
hail of merqiless Russian bombs released on 
his orders, and here was Boris Yeltsin, the 
re-«lected Tsar of Russia, droning on about 
his constitutional duties. It was like Nero 
fiddling while Rome burned, except that it 
was not Moscow burning but distant Grozny, 
the Chechnya capital. The man with the 
fading health, who had broken virtually all 
his election promises, whose demise is being 
discussed in whispers behind his back by all 
his underlings and competitors, was ur^er- 
taking yet more. His pledge to “respect and 
preserve the rights and freedom of the indi¬ 
vidual and the citizen” according to article 82 
of the constitution, sounded not merely ironical 
but positively insulting in view of what was 
going on in Chechnya at that very minute. 

'fhe inauguration ceremony which took 
place at mid-day on August 9 lasted barely 
20 minutes and was in rather poor taste. 
Apparently designed to be impressive it turned 
out to be neither well thought out nor ver)- 
elegant. For one thing, the national flag on 
top of the dais was hung the wrong way 
round. Then, right at the start, a special 
edition of the constitution, and the symbol 
of the president, a golden necklace with the 
Order for Services to the Fatherland, was 
brought in a box to the dais by a platoon of 
C.eremoniai Guards. But it h^ to be taken 
from them and put on the lecterns by the 
chairman of the Constitutional Court, 
Vladimir Tumanov, as if he was some sort 
of a clerk, not a high level dignitary. 

Next came the turn of the chairman of the 
Election Commission, Nikolai Ryabov, who 
made a few remarks before handing over to 
Yeltsin the certificate confirming his election 
win. Exaggerating grossly, he claimed that 
the president had been elected by 94 mn 
voters. Actually the total number of persons 
who voted in (he .second round of the election 
was 74.8 mn, and only 40.2 mn of them 
voted for Yeltsin. But this kind of casual 
boasting and distortion in his favour is routine 
in. Yeltsinite political circles. 

Following him. Tumanov called upon 
Yeltsin to take the oath. His speech and 
manners somewhat lacked dignity. In a crude 
fashion, he pointed with his outstretched 
hand in the direction of the lectern where he 
had placed the special edition of the 


constitution and asked Yeltsin to take the 
oath on it. 

Since July 3, the president had not appeared 
in public and the invited audience was 
interested only in observing how poorly or 
well he looked and performed. At the begin¬ 
ning of the proceedings he had appeared on 
the scene a little late, causing apprehension 
that he might not be able to go through even 
the briefest of ceremonies. But he did walk 
in, very slowly. Then came the ghoulish 
moment which everyone was waiting for, the 
oath-taking, when he had to speak. He 
pronounced the 33-word oath, resting his 
hand on the Russian constitution, with “great 
difflculty" (Segodnya, August 10), his voice 
quavering, and some of the words slurred. 
Even this much he did with the help of a tele- 
prompter hidden in the flowers. He was 
obviously, if not in pain, at least feeling great 
discomfort throughout. 

Those in charge of the proceedings behind 
the scenes at the Palace of the Congresses, 
where the ceremony took place, followed his 
progress with fingers crossed and praying, 
“Please, don’t fall down”. They heaved a 
sigh of relief when it was all over. All this 
failed to remove doubts about the actual .state 
of his health, which were aroused when soon 
after the election he went for a rest outside 
Moscow and later it was announced, as 
anticipated, that soon after the inauguration 
he would go for a two month ‘vacation’. 
(‘Yeltsin’s Last Hurrah’, EPW, June 8, p 1388). 

Following the oath-taking, the presidential 
necklace was placed on his shoulders by the 
chairman of the Council of Federation, Yegor 
Stroev. The last act in the ceremony was a 
speech by the Patriarch of the Russian 
Orthodox Church, Alexei II, comparatively 
the longest of the show though it lasted only 
5-6 minutes. Two points should be made in 
this connection. First, there is no provision 
in the constitution for suchareligiousblessing 
on state occasions and in spirit the procedure 
violated the multi-confessirmal nature of the 
secular state. Two. the speech by the Patriarch 
almost appropriated the president for the 
church, thus continuing the tradition of 
keeping the Orthodox Church politically 
subservient to the state. ’This confirmed once 
again the growing servility of the 
contemporary Orthodox Church, if not to the 
state then at least to Yeltsin, which has been 
observed in recent years. 


Scepticism among the people about the 
state of his health is such that many believe 
that some of the appearances on public 
occasions have been made by his doubles. 
’Therefore, everyone watches out for his 
damaged left hand, where two fingers are 
missing, to make .sure it is not a double. This 
time around, too, many people were sus¬ 
picious, particularly because there was a 
remarkable contrast in his ap^iearancc and 
manner when some 40 minutes after the 
ceremony he appeared fresh, vigorous and 
clear in speech at the reception. It was as if 
a magic wand had been moved over him in 
the interval. More likely, he was administered 
energising preparations in the interval. No 
one believes in olTiciul reassurances about 
his health. 

Tlie initial plans for the ceremony were 
something out of ‘A Thousand and One 
Nights’. There was to be an ode in honour 
of Yeltsin and much other fanfare besides. 
According to Grigory Yavlinsky, a political 
leader of the younger generation, who based 
himself on disclosures in a British news¬ 
paper. 6,000 very expensive silver place 
settings were brought by the president’s 
administration for a banquet. However, 
according to .some of those attending the 
banquet, these place settings were not used. 
Have they already disappeared in the homes 
of various officios? 

Had his health Jicen better, the ceremony 
would have been on a grander, nugnificent 
scale, and was planned to he held outdiKirs. 
at the Cathedra) Square inside the Kremlin 
walls where traditionally the coronation of 
Russian Tsars took place. The reduced .scale 
of the ceremony was attri buted to cold weather 
by the Kremlin propagandi.sts. The weather 
turned out to be fine. On behalf ot Yeltsin 
it was claimed that the ceremony was scaled 
down because he did not want a huge sum 
spent on an outdoor show. No one in Russia 
believed the excuse even momentarily. T'here 
was an air of foreboding and unease hanging 
over the whole show. 

Moreover, the switch in the venue was .so 
sudden that many .scats in the hall were cither 
left empty or filled by soldiers, many of 
whom did not even know why they were sent 
there, what the function was about. Health 
was also the factor why Yeltsin did not invite 
hisetemal beloved like “friend Bill ICIinton)”, 
“fl'end Helmut [Kohl]”, “friend Jacques 
[Chirac!” and other odds and ends of the 
western world, who would have amie running 
at a whistle from him. 

Tlie shadow of death over ihc ccrcrrKiny 
was palpable. In the first instance it was 
because of the extremely well planned and 
well timed Chechen attack on Grozny which 
totally expo.sed the wretchedness of the 
Russian army performance, its lying, 
boasting and corropt generals, the hungry, 
demoralised soldiers and the inevitable 
bloodbath there. Symptomatic, that within 12 
hours of the ceremony, before even the sound 
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of music and gun salutes had quite died down 
an official day of national mouriiing over 
Grozny started. 

Secondly, the shadow of death hung over 
Yeltsin himself, from which there was no 
getting away, even if a large part of the 
Rassian media has tried hard to look the other 
Vvay, In contrast, the we.stcm media is full of 
speculation about an impending operation 
on Ycllsm. 

Politics is a merciless business. Regardless 
of his poor health, the entourage of Yeltsin 
and beneiiciaries of liis patronage dragged 
him to one city after another during the 
election campaign, like a gypsy drags his 
performing bear even if it is sick because his 
livelihood depends upon it. With his in¬ 
discriminate and quenchless thirst for power, 
blind to the consequences for his health and 
callously indifferent to the future of the 
country, Yeltsin was only too willing. He is 
paying the price. Now, in order to exculpate 
themselves, his incurable lickspittles like 
Georgi Satarov, an advisor, are claiming that 
though tired Yeltsin has never been in a 
better ‘intellectual’ shape than at present. 
Since when has Yeltsin anything in common 
with intellect, people wonder. 

Tlie vacation has been postponed a little 
because of the in-fighting which has broken 
out among his new or renewed appointees, 
pnmaiily on the rhcclinya issue. On the one 
side is general Meksandr Lebed, secretary 


of the Security Council, presidential assistant 
on National Security and lastly presidential 
representative in Chechnya. On the other side' 
are first deputy prime minister Oleg Lobov 
and prime minister ViktorChemomyrdin and 
possibly even Anatoly Chubias, hud of the 
presidential administration. 

As far as Lobov is concerned, Lebed has 
inherited two of the posts which he had held 
before, the Security Council and Chechnya. 
Lobov was moved sideways and remained 
at the level of a first deputy prime minister 
only after being removed from the Security 
Council. Moreover, Lebed has openly 
criticised Lubov for his non-pert'ormance in 
Chechnya. 

Similarly. Chernomyrdin also resents the 
rise of Lebed and perceives him as a threat 
to his future political career aimed at the 
presidential chair. The case of Chubias is 
more ideological since Lebed differs from 
him on economic policies. Both of them are 
also agmnst granting him greater powers. 
Nevertheless, Yeltsin has extended him 
almost complete authority for dealing with 
Chechnya and Lebed is making dramatic use 
of it. It is nut only a political plus for Lebed 
over his rivals. If he can really bnng peace 
to the tortured Chechnya, he will forge ahead 
in public eyes as a worthy candidate for the 
next presidency, no matter how hard 
Chernomyrdin and company try to break his 
neck in the months ahead. 


I The delay in Yeltsin’s departure from 
' Mo$cowcannotresolvethistan^ecom|detely 
and it is doubtful if the canny president would 
want to do so. But he has to establish some 
kind of equilibrium so that the boat will not 
be rocked in his absence, which may be a long 
one. and the power structure is so constructed 
that no one is in single command. 

In reality, all that his victory has achieved 
is that it has extended the period of political 
uncertainty and instability in the country and 
ensured that another divisive and expensive 
round of presidential election will take place 
soon. His terrible legacy will be a painful 
one for the nation. Had he really cared about 
the welfare of the country and the people, 
he would have gracefully retired from the 
political arena. But he worked on the principle; 
till death do us part. 

Thus, the inauguration marks the real 
autumn of the patriarch, the end of the Yeltsin 
era. It is also the beginning of a new presiden¬ 
tial race, because everyone understands that 
it could come about any moment. This is the 
reason why such intensive infighting has 
already begun in the Kremlin. Only the in¬ 
experienced Lebed, who wears ambition as 
well as innocence on his sleeve, has been 
indiscreet enough to let the cat out of the bag 
when asked if he was going to be the president* 
in2000and answered “Probably even earlier". 
He was being frank, too frank and honest foi 
his own good. 
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Chedmya: A IMumph for Russian 
Orthodox ‘Civilisation’ 

A Correspondent 


While claiming to be answerable for everything, Yeltsin maintained a 
deafening silence on the disgraceful ultimatum issued by the 
commander of Russian forces in Chechnya demanding that the entire 
population of Grozny abandon the capital city within 48 hours or else 
face being wiped out by bombing. Alexandr Lebed, who had die good 
sense to cancel the order, tried to make light of the episode by 
describing it as “an unsuccessful joke”. 


I answer for everything 

- Boris Yeltsin, speech at Perm 
on May 31, 1W6. 

WHERE else in the ‘civili.sed’ world - 
'civilised' in the current, racist Ru.ssian 
connotation of the term, constantly used by 
a ‘cowardly and criminally silent' 
intelligentsia, media and politicians, by 
which they mean the white peoples of 
Australia, New Zealand, America, Canada 
and Europe in which they include the Russian 
Slavs, and exclude all others as beneath 
contempt - can one find a suppo.sedly ruling 
president who, unpierturbed, spends three 
days searching for a suitable place for 
rest, while on those very days his killer 
generals slaughter one of the minorities of 
the country? 

While claiming to be answerable for 
everything, Yeltsin maintained a deafening 
silence on the disgraceful ultimatum by 
Lieutenant General Konstanin Pulikovsky, 
the commander ad interim of Russian forces 
in Chechnya, issued on Monday, August 19, 
evening, demanding that the entire population 
ofGrocny, the capital of Chechnya, abandon 
the city within 48 hours or else face being 
wiped out by bombing. Thank heavens that 
General Alexandr Lebed had the wit to cancel 
the order later but not before Pulikovsky had 
already started bombing the ci vilisans before 
the ultimatum expired, afraid that he might 
not have the satisfaction of seeing thousands 
of Chechen 'animals' (the term used to 
characterise Chechens in official pamphlets 
issued by the Russian ministry of internal 
affairs) die. However, Pulikovsky had the 
pleasure of mdking at least half the population 
of the city homeless and sending it adrift as 
refugees and beggars. This great luminary 
of .Slav humanism, of course, confidently 
relied on the “support of all true Russians 
and the Orthodox Church”. What other 
convincing demonstration of the achieve¬ 
ment of Russian civilisation and the Russian 
Orthodox Church, higher in quality than all 


others, is required? No wonder Yeltsin, who 
likes to attend church functions, holding a 
candle in his hand when physically able, 
could not find a single word of reprobation. 

For all that, late on the evening of 
August 22 he did find voice and made a 
carefully-staged television appearance. Not 
(0 condemn Pulikovsky but to heap 
unjustified criticism on General Alexandr 
Lebed, bis political partner and .secretary of 
the Security Council. Ixbed's crime was 
that on the evening of August 21 he had 
flown to Chechnya and agreed on truce. On 
August 23 Yeltsin refused to meet Lebed 
before his return to Chechnya for further 
negotiations and cuttly ordered him to make 
a written submission. But capricious as usual, 
late in the evening, he rang him to approve 
of his mission, though conditionally, thus 
leaving the possibility open of rejecting a 
solution. Perhaps it got through to his 
belogged brain thathis ill-treatment of Lebed 
was becoming counter-productive and public 
opinion was rallying behind the swan. YelLsin 
does not really want a truce or peace. His 
conception of peace is extinction of the 
Chechens. 

The world is greatly at fault too in not 
noticing how marvellous Yeltsin's killer 
generals are, sensitive and wise. According 
to Yeltsin, in the pa,st, he had the best defence 
minister ever, Pavel Grachev. Unfortunately, 
due to a little difficulty about re-election he 
had to part with him. However, like Grachev, 
his generals purposely do not defeat the 
Chechen freedom fighters - though they can 
easily do so in 20-25 minutes, and keep on 
confronting them, because they want to show 
the world how variously skilled is the Russian 
army, how highly competent they arc. Time 
is required to show their awesome abilities 
fully. The chechens, the bom stupid animals 
that they are, do not understand this. It would 
be in their interest to surrender fully and thus 
spare the world the demonstration of the 
invincible Russian might, which might 
frighten all of us. 


It should not be overlooked also that apart 
from their great military prowess, Yeltsin's 
generals ore unbeatable geniuses at public 
relations. They boast, he and threaten as no 
one else can. They boast in the morning, at 
noon, in the evening and at night every day. 
They tic from morning till evening and from 
evening till morning, and resume lying again 
the next morning. They have proudly 
maintained this cycle without break to this 
day, after 19 months of practice in Chechnya. 
And they threaten every hour. When one 
sees their arrogant postures, their eyes 
dripping poi.son, their faces distorted with 
hate, their threatening mien on the television 
screen in news programmes, particularly 
Pulikovsky.General Vyacheslav Tikhomirov 
the commander m charge Chechnya, and 
General Anatoly Kulikov, the internal affairs 
minister, supposed to be overall in charge 
of operations there, one ha.s to make an effort 
to restrain from vomiting. 

One cannot, of course, understand the 
noble Russian conduct in Chechnya without 
appreciating their highly subtle sense of 
homour, incomprehensible to unintelligent 
people. Take the ultimatum to the citizens 
of Grozny by the psychopath Pulikovsky. 
An ordinary person may not see anything 
funny in it. However, it was left to Lebed, 
the 'Great White Swan’, to point it out. 
According to him it was only "an 
unsuccessful joke'’! Of course, unsuccessful 
becau.se roughly only half of the quarter 
mill ion people of Grozny were able to escape 
before the ultimatum was cancelled by him. 
The joke would have been fully successful 
if all the people had fled the city. A few more 
such jokes and Chechnya would become 
empty of trouble-makers. And that is what 
the Russians really want, is it not? A pity 
that the kill-joy l^bcd has decreed there 
should be no more such jokes. Otherwise, 
the Russian objectives in Chechnya would 
be fully achieved and he could have proudly 
declared to Yeltsin, .sec, no more Chechens. 
How shortsighted can one get? Perhaps he 
can be forgiven. He too is a general after 
all. 

Even so. it would be mean and grossly 
unfair to Yeltsin, the greatest democrat under 
the sun according to his bank-rollers and 
god-fathers, president Bill Clinton and 
chancellor Helmut Kohl, to deny his 
stupendous accomplishment in finishing off 
over 50,000 Chechens or more. Not a 
coincidence that precisely this tnumph has 
been appreciated and celebrated by the World 
Bank to release yet more credit to Moscow. 
Clinton and Kohl should learn from his 
superb example how to deal with the Negroes 
and Turks in their re.specttve countries. 

Long live the Great Russian Slavic 
Civilisation and its exclusive achievements! 
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Biotechnology is the most powerful bundle of new technologies currently under development. It is 
also the most intrusive and determinative technology relating to nature generally and the human body 
in particular. 

This Reader compiles some of the most important work from feminists and environmentalists critical 
of the headlong rush into what is likely to prove a technological minefield. 

India's Persistent Dilemma Rs 250.00 

The Political Economy of Agrarian Reform 
F. Tomasson Jannnzi 

This study .shows the failure of successive Indian governments to effect meaningful agrarian reforms, 
this has led to a political economy in rural India that is shaped, as it was prior to Independence, largely 
by the interests of an elite minority of landholders. 
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despite the intrusion of the forces of modernisation, history and global politics, 
they are still able to maintain their identity, cultural values and subsistence 
practices. 
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Nature-Friendly namiing of 
Humanity’s Future 

Dialectics and Dynamics of Development 
Management 

V R Krishna Iyer 

Planned development is a process with clear goals and means. It is 
necessary therefore to define our ends first, (f the people as a whole are 
our constituency surely no planning wilt be purposeful unless it be 
people-oriented. Primacy must be given to environment-propitious 
methodologies, not to technology in the abstract. What good are 
Cadillacs and Jaguars and Mercedez when roads are unkempt, narrow 
and unmade? 


SOMETIME back I participated in an 
international seminar on environmental 
planning and management. I have been 
feeling very unhappy about the grave dangers 
of callous technology intoxicated with 
epicurean appetites tempting men and women 
into inevitable doom. My thoughts are 
pertinent only to the extent that I, a sombre 
and sensitive inhabitant of the Earth, am in 
anguish as I behold the lethal prospect of 
hi'tech corporate power, inHicting on 
unforgiving Nature, mortal wounds, leading 
to the Fifth Act of the Shakespearean tragedy 
of humanity. Karl Marx once made a poig¬ 
nant remark: “Human projects that ignore 
the great laws of nature bring only disaster". 

How I wish Marxists remembered the 
pregnant meaning of this observation when 
in some Indian states, they disdain green 
movements and environmentalist campaigns, 
drugged by an ignorant craving for 
industrialism, oblivious of the new dialectic, 
in our hi-tech world, of the switchover from 
’industrialiseorperish’ to ’industrialiseand 
perish’ since, in the myopic perception and 
insatiable hunger for maximum profit, the 
MNCs mayhem Nature in their gold rush. 
To be addicted to the religion of money, 
rejecting the long-term needs of humanity 
and its well-being in the biosphere is to 
gamble with the delicate balance between 
life and the rest of Creation. The biosphere 
is a supreme value and so too is the 
’noosphcrc' which is an expression meaning 
developmental operation guided by sense 
and sensibility. Biosphere, so obvious a 
concept foryou, embraces the Earth’s surface 
and atmosphere in which living organisms 
are found and with which interaction occurs 
to form the i^obal ecosystem. It is what may 
be termed biogeochemistry and allied 
matters. The sphere of life which is the 


biosphere includes all parts of our planet 
where life has ’asserted' itself - the 
atmosphere, the ocean and all land surface 
wheielifeformsexist.Lifcisthelink between 
the cosmos and the earth and transforms 
dead matter, using energy, so as to create 
the material world. Living organisms in the 
process of evolution continually change. It 
is in the rapid march of .such changes that 
Htmo sapiens emerged amidst forests and 
beasts. 'Hte extraordinary phenomenon of 
humans with brains became a marvellous 
landmark in the story of creation. The ability 
to use reason was part of this development 
of anthropogenesis. 

The biosphere has now another factor of 
change which has been called ’noospherc’, 
the sphere of reason. The mankind thus 
entered the epoch of noosphere whereby 
further evolution was directed by reason. 
The collective use of reason thus took over 
the direction of development. Such wisdom, 
as a social mariner’s compass, was meant 
to produce harmony between nature and 
man. If nature is wounded or environment 
and ecology injured, there would be reprisals 
where the losing end would be human 
civilisation. While the biosphere can do 
without man, man cannot exist if angry 
biosphere bites him. The task of technological 
engineering with a vision of global well¬ 
being belongs to the ’noosphere', taking 
cognisance of the balance in the biosphere. 
If technologists avariciously overstep the 
‘permissible threshold’ humanity will have 
topayapricetoohightobeworthwhile. Here 
comes the creative intelligence of systemic 
engineers, scientists and technologists for 
playing a constructive role as artists of 
change, delicately preserving the limits of 
sustainable development. The humanist 
perspectiveof modem science must remember 


these guidelines if indignant nature, like a 
wounded bear at bay, is not to intlicl irre¬ 
parable, irreversible diunage to global society. 

As we move towards market-friendly 
marijuana, materialist arrogance and global 
aggressiveness in production and profit, we 
reach a contradiction between profit¬ 
grabbing indusrialisation ‘red in tooth and 
claw' and a pollution-free .society where 
human happiness in good health and joy of 
nature is the ultimate promise. In short, here 
we have to draw the guidelines where the 
poison of industrialism stops and progres.si ve. 
sustainable development starts. The 
parameters of human progress summon the 
statesmanship of scientists to achieve the 
goal of benign advance. 

Several years ago a study of world 
conservation strategy revealed; 

Forty per cent of humid tropical forcst.s. 
which constitute the richest re.s<>urccs of the 
planet's n.'itural environment, have already 
been destroyed. What remains is being 
uprooted and razed at a rate of 20 per cent 
per minute; 

Nineteen per cent of the land surface of the 
planet (or an area of .tO million square 
kilometres) is in danger of becoming adesert 
The degradation of dry landscapes is taking 
place at a rate of 44 hectares per minute; 
Humid coastal zones and shallow areas of 
the seas and oceaxs, where two-thirds of all 
the world's fish reproduce, are being 
degraded or destroyed at the same rale as 
a result of the extraction ol sand and shingle, 
as well as the burying of waste and the 
dumping of polluting matter; 

More than a thousand species of vertebrates 
and over 25,000 of plants arc on the verge 
of extinction. 

(Grigori Khozen in Big Busines.t 
Against Nature. Novosti Press 
Agency, Moscow, 1984, p 13). 
Things have l^ome far worse as the Rio 
de Janeiro deliberations have revealed 
because the suaset of social justice and sunrise 
of private plunder have devalued the life of 
the many, for the pleasures of the few. If 
the jurisprudence of human justice, together 
with the natural and social sciences, command 
balanced development and distributive 
fairness, future shock can well be averted 
and prospect of plenty enhanced. 

Materi al i st i ncenti vc. label led capi tal i st or 
socialist, is .sure to exceed the norms of 
social justice, unless the i mperati ves of global 
survival are accepted by the sensitised 
engineers of science and technology and 
managers of planned progress. 

Long ago, the pitiless march of profit- 
making big business was described by an 
English trade unionist whom Karl Marx 
quoted in his Capital: 

With adequate profit, capital is very hold. 
A certain 10 per cent will ensure its 
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employimm anywhere; ?0 per cent certain 
will produce eagerness; 50 per cent, positive 
audacity. 100 per cent will make it ready 
to trample on ail human laws; .iOO per cent, 
and there is nut a crime at which it will 
scruple, nor a risk it will not run, even to 
the chance of Us owner being hanged. If 
turbulence and strife will being a profit, it 
wilt freely encourage both. 

Humanitarian and ethical criteria must 
create new restraints on the revelry of reckless 
invasion of nature. Let me quote in support 
ascientistof note in the former Soviet Union. 
Nikita Moisseyev: 

Our colleagues in the humanities can also 
play a big role. The fact is that natural 
scientists can indicate (he limitations imposed 
by nature on human activity, but any 
restrictions or bans relating to human acu vity 
can only be put into practice by people. Here 
IS where economists, .sociologists and other 
scholars should take ovei and show how the 
spontaneous solution of contradictions must 
give way to institutions of accord. They 
should explain to people that the world today 
IS quite dificrent from what it was at the 
beginning and even in the middle of the 20th 
century. This means in effect that mankind 
faces the onset of an epoch that needs new 
eihirs and new morals {Man, Nature and the 
Future of Civilisation, p 93, Novosli Press 
Agency Publishing House). 

It IS true that the third world, vulnerable 
to the dictates of the first world, follows, 
simian fashion, the goal of unlimited 
economic growth wedded to an obsession 
with the gross national product, high 
technology and material achievement 
prodded by the MNCs which arc predators 
of global rc.sources. Any Gandhian critique 
of this immoral arrogance of giantism in 
growth will pronounce the present process 
as dangerous in the long run. 

Environment-friendly advance is best 
promoted by iheGandhian concept of ‘Small 
Is Beautiful', as explained by Schumacher 
(hat great advocate of appropnate technology. 
What is big often is aggressive and ignores 
human values. In the words of E M Forster: 
It is the voice of vulgar mind to be thrilled 
by bigness, to ihink that a thousand square 
miilcs are a thousand times more wonderful 
than one square mile, and that a million 
square miles are almost the same as heaven. 
Development, when operated by huge 
corporate engines, misses the very purpose 
of human happiness and in its insatiable 
hunger of muss production crushes the masses 
and Ignores the central questions. Develop¬ 
ment for what purpose? Development 
towards what end? Development on what 
terms of harmony with nature? Indeed, 
western corporate materialist gluttony means 
callous mechanisation and hi-tech chcnii- 
calisation, whcthcrof industry or agriculture, 
pharmcccuticals or macro-projects tor power, 
irrigation or other. 

It means modern armies equipped with the 
mo.st devastating technological weapons 


available. It means the endless pursuit of 
growth, without question as to the goals or 
even the shape of that growth or whether the 
sumofbuman welfare isbeing advancedfTiUrd 
World Tomotrow by Paul Harrison, p 342). 
One of the essential consequences of greed 
gone mad. implicit in this MNC model, is 
the pumping in of corruption as a means for 
gaining darkling ends. In the case of soft 
states like India, power brokers, actual and 
potential, arc won over by the purchasing 
power of tycoons. Massive corruption 
without mass indignation and each one in 
the assembly line of government having a 
price, is a systemic pathology of nco- 
globaiisation. The structural sapping of 
national integrity by IMF’conditionalities is 
an inevitable fall out of the modern scenario 
when the danse macahre of Multinational 
Corruption Incorporated (MNCI) becomes 
the major player in the economic South. 
Therefore, the moral environment, which 
forbids aggres.sion on Nature, isemasculated 
by MNCI. All the countries where corporate 
power ha.s exercised control over government 
through money power have destroyed 
resources of nature like forc.sts. rivers, clean 
air and pollution-free biosphere. 

The sweeping strategy of the global 
economic roll back unleashed by MNCs, 
with hegemony worldwide, has resulted in 
“the most unkindcstcut of all”, the infliction 
of wounds on the vital spots of nature contrary 
to what the vcdic wisdom of ancient India 
taught humanity. 

Those who are concerned with environ¬ 
mental planning and management must 
remember; 

We have taught ourselves to create and 
combine the most powerful of technologies. 
We have not taken pains to learn about their 
con.scqucnces. Tfxlay these consequences 
threaten to destroy us. We must learn, and 
learn last (Alvin Toffler. future Shock, 
p440). 

Among the lessons of Earth Summit 
Conference the world must learn arc the 
following: 

(1) The North, comprising 20 per cent of 
the world’s population and consuming 80 
per cent of its reserves (the US consumes 
the lion’s share), is reluctant to take any 
initiatitive to save humanity from environ¬ 
mental degradation and the adversities of 
underdevelopment. Have the ‘haves’ ever in 
history shared with the ‘have-nots’ a holistic 
strategy to make all humanity a global 
brotherhood n development, environment 
and ecology save under the soul force of 
cosmic collective con.science which is the 
locomotive of history? 

(2) Victory comes once the South stands 
together and awareness dawns on the North 
that the Earth is environmentally indivisible. 

(.3) The prognosis is bright it the nations, 
weak and .strong, present a united front against 
eco-imperialism. 


r ^ ..... , ... .... , ^ 

f (4) Finally, as the Brazilian president 
undersccned on the eve of the Rio Summit: 
“You can’t have an environmentally healthy 
planet in a world that is socially unjust”. 

(S)Have the nations any recipe forsuccess? 
Such a viabie proposal is what Mahadiir 
Mohammed m^e: 

A global fund, financed by national 
contributions assessed on the basis of 
population and carbon dioxide emissions, 
would be created to assure the success of 
this vast effort at reforestation and new 
forestation. Such a project would not only 
solve, at least partially, one of the world’s 
most important environmental problems, it 
would also exemplify an approach to saving 
the earth through co-operative efforts that 
arc fair and just for all, not merely for the 
North. 

Environment, ecology, population, 
poverty and life in luxury, all have an impact 
on the escalating Global disorder. 
Compassion towards ecology and 
environment is a casualty if we jettison the 
imperatives of environmental preservation 
prompted by myopic avarice. 

With the ideal of power over Nature, 
demanded passion seeks to programme the 
(cehnuiogical golden goose fur speedier and 
.speedier outputs of whatever we desire. 
Perfection has limits. Power has none. Need 
has limits.' Greed has none. The limits of this 
biosphere are set by the laws of Nature. In 
the laws of Nature, wc should hail our 
saviours. Our only chance of resurrection 
lies in total alignment with them [Animal 
Welfare and Nature: HINDU Scriptural 
Perspectives by G Naganathan, p 22J 
Our current culture is dominated by know¬ 
how without caring for know-why. Seduced 
by the North: 

We are alway.s seeking a better, more 
efficient, morepowerful, more instantaneous 
route to carelessly examined ends. Now the 
must dangerous biand of determinism is the 
iechnologic;il. Science began as a human 
tool; now humans are its victims, and science 
is dragging us down a path no longer of our 
own choosing |Ibid, p 22) 

Mesmerised by such vulgarity the masses 
of the south miss thees.sence of what Gandhiji 
in India and Masanobu Furooka in Japan 
taught us. There is a moral obligation on the 
part of the intellectuals to abandon the greed 
(of the few) and fulfil the needs (of the 
masses) as the ‘dharma’ our our times. Our 
culture of ancient vintage bears testimony 
to the wisdom of living in reverence for all 
of Nature’s creations and behold it as a way 
of life, a necessity of survival and a spiritual 
value. 

These introductory observations of mine, 
if valid, can be tleshed out beautifully by 
environmental planners and managers. The 
philosophy of the Vedas and Upanishads, 
the sermons of Jesus and the universal 
brotherhood of Muhammad when lifted to 
the 21st century, will be a moral monitor 
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and spiritual teacher to the developmental 
technolo^sts and advisers of planning. 

Planned development is a process with 
clear goals and means which will advance, 
not defeat tte objectives. So we must define 
our ends first. If the people, as a whole, are 
our constituency surely no planning will be 
purposeful unless it be people-oriented. If 
the environment is hostile, plans will be 
fnistrated. So primacy must be given to 
environment-propitious methodology, not 
technology in the abstract or under totally 
different conditions or popular milieus. This 
is too obvious to be emphasised. What would 
be the point of having Cadillacs and 
Mercedez and Jaguars where roads are 
narrow? Fast foods and bar parlours, where 
people are poor and wages low. are 
incompatible with distributive justice or 
socialistic pattern of society. Likewise, 
management is conditioned by relevant 
factors of human habits and residential 
facilities. All said and done, science is at the 
service of a given society, not the other way 
about. The democratic commitment and 
culture are determinants which science and 
technology must consider. They arc 
instruments to solve problems of a country, 
not to impose themselves on a community, 
giving rise to new problems. So it is that 
exotic arts are not answers where ground 
realities and people'sethods are incongruous. 
Progress, to be authentic, must achieve an 
inicmal integrity and social morality. These 
arc imperatives of environmemal planning 
and management. 

What I have stated above applies to the 
north as much as to the South. This caveat 
of ecological consequences of the private 
entrepreneurship was uttered by president 
Theodore Roosevelt. In a special message 
he warned his countrymen: 

The natural resources of our country are in 
danger of exhaustion if we permit the old 
wasteful methods of exploiting them longer 
to continue... The time has ci’ine to inquire 
seriously what will happen when our forests 
arc gone, when the coal, the iron, the oil, 
and the gas are exhausted, when the soils 
shall have been still further impoverished 
and washed into the streams, polluting the 
rivers, denuding the fields, and obstructing 
navigation... It i$ time for us now as a nation 
to exercise the same reasonable foresight in 
dealing with our great natural resources that 
would ^ shown by any prudent man in 
conserving and wisely using the propeity 
which contains the assurance of well-being 
for himself and his children (quoted in Big 
Business Against NaturehyGrigonKhozen, 
pp 17-18). 

Look at the contradictions of progress in 
the US which must dialectically educate us. 
Stewart Udall, ex-secretary of the interior, 
described the situation in I960 thus; 

This nation leads the world in wealth and 
power, but also leads in the degradation of 
the human habitat. Wc have the most 


automobiles and the worst junkyards. We 
are the most mobile people on earth and we 
endure the worst congestion. We produce 
the most energy and have the foule.st air. Oui 
factories pour out more products and our 
rivers carry the heaviest loads of pollution 
(Ibid, p 18). 

Nixon, as president, pledged that 
“environmental quahty would be the third 
great goal of the New American Revolution”. 

Ronald Reagan, while he was governor 
of California, told his electorate: 

There is no subject more on our minds than 
the preservation of our environment and the 
absolute necessity of waging an all-out war 
against the debauching of that environment 
(Ibid, p 19), 

Market friendliness is a euphemism for 
open sesame to big business whose focus 
IS on quick bucks, even if it makes public 
good bankrupt. 

In the early 1970s the influential weekly US 
News and World Report revealed (hat as a 
result of a conlinuous deterioration in the 
quality of the working environment and of 
increased pollution at US factories, at least 
1,00,0(X) people were dying every year and 
another 3,90,000 were being seriously 
disabled. In the Federal Republic of 
Germany, the number of people suffering 
from hearing defects due to factory noise 
in the 1960s rose 13.5 times compared with 
the previous decade: and (he number of 
industrial workers suffering from skin 
diseases has been growing fa.s(. In Sweden, 
an examination of workers employed in 
copper smelting works showed an increasing 
number of deaths due to cancer of lungs, 
blond disease, cirrhosis of the liver and 
cardio-vascular disease. Medical men are 
alarmed at the continuous growth of 
hereditary diseases and even deformities 
among working-class children. 

There is no evidence th&t the corporations 
have radically changed their attitude to 
environment protection. Between 1974 and 
1980 the US Environmental Protection 
Agency (EPA) investigated 340 cases of 
violation by major corporations of the laws 
concerning air and water pollution. The lines 
for these violations exceed 55 million dollars 
The biggest fine- 18 9 million dollars - was 
imposed on the United Stales Steel 
Company. One American voluntary group 
calling for more rigid control over the use 
of nuclear energy has calculated that in 1979 
alone there wcic 2.300 breakdowns and 
accidents at atomic power and nuclear fuel 
plants in the US Many of them caused 
considerable ecological damage {Big 
Business Against Nature by Grigori Khoztn. 
pp 19-20) 

Wc thus find the world’s corporate 
controllerate dominating the processes of 
production in our planet, degrading 
environment and damaging ecology. We 
thus discover that globalism in the hands of 
corporate terrorism makes nature a graveyard 
and a junkyard. With all the promi.ses the 
MNCs may make, there is no code of ethics 


for them, no legal hand cuffs and measures 
of punishment in ca.se ol violation. Ralph 
Nader, long ago wrote about inclfective 
application of laws when the culprit is a 
corporate He tartly ob.servc.s. 

Rarely is ihc law invoked against corporate 
violence, hut when it is, the prosucutional 
penalty or equitable icmcdy is applied to the 
corporate shell and not to those officials 
who make corporate policy. It is almost 
•ixiomatic that irresponsihilily toward public 
interests becomes instituiionali.scd whenever 
the making of decisions is so estranged from 
any accountability for their discernible 
con.scquenccs... 

Unsafely designed automobiles, pollution, 
harmful lood additives, and other 
contaminants embody a silent kind ot 
violence with indeterminate, unpredictable 
incidence per victim That impact does not 
pi ovoke immediate sensory response ot pain 
or anguish directed at the source of the harm 
Such haim does not come in Ihc 
anthropomorphic form th.it is apparently so 
necessaiy to motivate action Coiporate- 
induced violence illustrates in compelling 
fashion (he biological obsolescence ot human 
beings toward machine, chemical, or other 
injurious exposuics emanating from the 
technology ol corporate groups. Our sensory 
apparatus, adapted to cruder and older lortiis 
of visible hazards, cannot detect carbon 
monoxide or radiation until it is loo late 
Soon, Ih IS widen I ng gap bet wren the obsolete 
mechanisms of 'man's physiology and Ihc 
multiple, cumulative impacts of his 
technology may maik the coniines of the 
struggle h'r planetary survival even should 
peace between nations prevail The mind ol 
man must abstract what is happening more 
rapidly, for the body ol man provides few 
early alert signals. Corporate fraud and 
other economic crimes similarly escape the 
normative perception that would be applied, 
foi example, toapiekpookei by most people 
Prom educational to media systems, people 
aie not afforded adeifuaie opporiuniiies to 
learn about and ethkally evaluate pricc- 
fixing. adulleraiex citius, itiiccs. hams, and 
poultry, deliberately fragile buinpets, 
unpriforined but billed.for services, 
•suppres.sion ot lilc-giving innovations, and 
many other crimes which bilk the consumer, 
m .Senator Philip Hart’s estimate, of some 
2fK) billion ye.irly (in Ihc inti. dm iion to the 
book Amerua Ini by Morion Mint/ and 
Jerry .S Cohen, pp I2-I3j 
AII these fundamental flaws and systemic 
failures arc a menace to whole populations 
The ha7.ards to health, life and piopcrty arc 
escalating, because of reckless 
industrialisation. Scientists know pcrlectly 
well that built-in safeguards can prevent 
pollution, careful planning can pre-empt 
community calamities, toxic industrial 
effluents and the like. 

But corporate behaviour and the corrupt 
clout hold the law at bay and corporate crime 
rarely comes to light as Hofors the security 
scam and the hawala outrage et al dcmon.strate 
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iinaetectea Business crimes, tycoon 
culpability and communities being held to 
ransom in the economic field - the new AID 
syndrome are ballooning, what with the new 
economic policy showing undue hospitality 
to dubious industrialists a la Enron backed 
by almighty dollar. The legal process is too 
weak and dilatory; so much so, blue-chip 
corporate recidivists arc rarely caught and 
more rearcly convicted. Why? Because 
ubiquitous corruption is the master of every 
situation. We need ajunsprud«ice with better 
invigilative capacity, finer social sensitivity 
and stronger, prompter punitive proces.scs. 

Is the only solution to make .science 
and technology the vanguard of social 
advancement? What we need is uni vcrsalism 
in blessing humanity as a whole with the 
basics of a good life, not abundance for 
small affluent oases and appalling indigent 
deserts for the rest world. A transformation 
of consciousness which indivisibly hind 
us all IS the desideratum. Here, it is hcie, 
environmental planners and global tech¬ 
nological managers have the role of plane¬ 
tary patriotism to play. 

Markets make no meaning, luxury goods 
are but illusion, five star culture has no 
relevance, it science and technology are not 
humanised to benefit the humble and their 
blessings universalised. Alas, although 
fonnally socialist, the new trend in India is 
geared to survival of the fittest incompetilive 
cannibalism. I see a degeneracy from the 
days of Gandhi and Nehru to the later 
Moghuls in Delhi, whu.se cults ol epicurean 
‘affluenza’ and 'west is best', have inhibited 
the creativity of the common people putting 
all the developmental eggs in the M N C 
basket. The M N Cs have no body to be 
hurned, and no soul tube damned. Therefore, 
scientists must be the custodians of 
development where common people matte:. 
Unfortunately, those in power are 
pachydermic An apt quote which spells out 
the patrician pathology of the power elite 
mils thus: 

We have numbed ourselves so that we do 
not leel the pain. We have to he asleep in 
oidei to protect ourselves from the horror 
of knowing that twenty-eight people, most 
ol them young children, aie dying this very 
minute - twenty-eight people no different 
Irom you or me or our children, except that 
wc have food and they do not 
We have closed down our consciousness 
.ind alivencss to a level where il doe.sn’t 
bother us. So if ’'ou wonder if it costs us 
anything to allow millions to stai ve. it does 
It costs us our alivencss (The Aquarian 
Cansptrai v by Marilyn Pciguson, p 456) 
The scientific talent of the South, especially 
of India, is a large resource which can. if 
developed, accomplish self-reliance, 
indigenous initiatives and meet the needs of 
populations chcapci and better. Food self- 
reliance without imported fertilisers and 


pesticides, industrial oevciopmem pressing 
into service material available within the 
country and organising 'appropriate 
technology’ for generation of power and 
avoidance of pollution are the new lines 
scientist-humani.sts must follow. Distributive 
ju.stice, not isolated opulence, freedom from 
colonialism, not dependency syndrome, arc 
the route to material salvation of third world 
humanity. World hunger is big business for 
MNCs, liquidation of the public sector and 
people’s .sector the policy of the IMF so that 
our nati onal economics may drag on crutches. 
Trade traps, chemical traps, debt traps and 
death traps are the portents if the reservoir 
of scientific talent and genius cannot be 
motivated by a patriotism committed to the 
abolition of pn vation so as to go into concrete 
action with a focus on the specifics of each 
country. We need, therefore, a new world 
science-technology order, a new world 
economic order, where human solidarity 
prevails over kilkenny cat competitive market 
ideology. This is a summons for a new faith 
in the universal happiness of humanity. 
Walden Bello, in his book Dork Victory, has 
a concluding paragraph which emphasises; 
thui human rights, peace, and environmental 
wcllarc arc indivisible and transcend the 
boundaries set by state-limits supported by 
corporate capital in the name of 'national 
sovereignty' when it suits its ohjcctivcs. 

It IS the univcrsalising logic of labour 
solidarity, community, equity and ecological 
sustainability that confronts the increasingly 
destructive combination of corporate 
expansionism, political counter-revolution, 
and tribal retrogression in the North While 
the former still has to attain a critical mass. 
It IS by no means preordained thai the future 
belongs to the latter (p 115). 

The foremost principle is reverence for 
environment and ecology. Growth that does 
not respect the natural world, its complexity 
and its sensitivity, limits itself. Resources 
are exhausted, ecosystems collapse, species 
disappear and our own physical and mental 
health and even our survival arc threatened. 
Mankind has reached a point where it is not 
enough to develop material wealth. It must 
now learn how to di.stribuie that wealth 
fairly, and how to develop all humans (o 
their fuF physical and psychological 
l>otcniial, in harmony with nature. West, 
East and .South should be engaged in a 
prtxjess of learning from each other the 
concrete ways of achieving this (The Third 
Wot Id Ton >irn\v by Paul Harrison, p 350) 
Sensitive researchers, with a sense of 
accountability to humanity must fight the 
destructive diversion of natural and human 
resources t or nuclear and other killer purposes 
and arsenals of weapons. Likewise, our 
wastes mtist be converted into wealth, our 
filth turned to good use by a Midas touch, 
and our native resources exploited to serve 
better than imported glitter. 


Let mecite a Kerala instance. Eco-tnendly 
botanical pesticides must be tried seriously. 
Pesticides, often add to the problem of pests. 
For example, Kuttanad (Kerala): 
faces the threat of a resurgence of pests and 
diseases in its paddy tracts, as the 
management of pest and disease control 
affairs has fallen into the hands of pesticides 
companies. What is worrying the agricultural 
sc lentists is the ruthless marketing techniques 
adopted by some of these companies 
(P Venugopal in an article titled 'Pesticides 
■ Add to Problems of Pests’, The Hindu, dated 
February 8, 1995, p 5). 

Our industries can put waste water to use. 
Our food procesring can be designed with 
effluent treatment plants. So too our 
breweries, tanneries and instant coffee 
manufacturing plants. Our drug companies 
must be convicted of environmental guilt 
but can be gi ven probation if only they adopt 
ncutrali.sation methods. Health from bactena, 
aquatic plants and other innovative wastes 
must be pre.ssed into service. Our native 
pharmaceutical wealth has much to offer to 
healitig humanity’s suffering. Let us not 
patent away our ancient recipes and betray 
our treasury of herbs and pharmacopea 
evolved over millennia for a few pieces of 
silver. 

We must be guided by the values of a 
moral order,not the appetites of a sensual 
system. Martin Luther King Ir rightly 
stressed: 

The means by which we live have out¬ 
distanced the ends for which wc live. Our 
scientific power has ouUun our spiritual 
power. We have guided missiles and 
misguided men. 

Loony industrialism may visit mankind 
with punitive justice, unless we change our 
development course. Regrettably, the 
victimology flowing out of distoreJ 
technology may well visit misfortune over 
the innocent vast. There is no Noah’s Arc 
even for the North. All will perish and none 
survive if the .scientists’ sector, exercising 
autonomy and swearing by humane 
convictions and liberating its conscience 
from corporate temptations, does not assert 
itself with spiritual authority and refusal to 
bend before political-military-corporate 
domination. Winston Churchill once said; 
The dark ages may return - the stone age 
may return on the gleaming wings of science; 
and what might now shower immeasurable 
material blessings upon mankind may even 
bring about its total destruction. Beware, I 
say! Time may be short. 

In the present world crisis, the collective 
call to all humanity, especially the scientist.' 
and researchers, teachers and technologists 
is 'do or die’. 

The woods are lovely, dark and deep. 
But I have promises to keep. 

And miles to go before 1 sleep. 

And miles to go before 1 sleep. 


2300 


Economic and Political Weekly August 24-31, 199t 



REVIEW AimCLE 


Preferring flie Lie 

Nigel Harris 
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CX)ULD the Russian reform programme have 
been managed with the gradualism that 
occurred in China, thus avoiding the 
disastrous decline in Russian output and 
standard of living?This is the central question 
examined in this work by Peter Nolan. 

The book covers a comparison of both 
economies during the respective reform 
periods, an outline of the pressing need for 
reform in both countries, an account of the 
nature of the transition process to a market 
economy, a discussion of the respective 
bencritsof'catchingup'.andthenahistorical 
resume of the transition in each economy, 
with some final conclusions. The book is 
excellently documented and referenced, and 
clearly presented (although it could have 
benefited from closer proof-reading and 
editing), 

The contrast between the two countries 
during reform could hardly be more striking. 
China, after Botswana, has, according to 
World Bank estimates, had the highest rate 
of growth in the world since 1978 (when 
the reforms began), approaching an average 
of 10 per cent annually (and nearly 12 per 
cent between 1980 and 1991). There has 
been a huge increase in popular consumption, 
especially of consumer durables, a major 
decline in infant mortality (by 46 per cent. 
1981-91, compared to India's 26 per cent, 
although China in 1981 was much better 
than India in 1991), and in poverty (the 
population below a constant poverty line, 
again according to the Bank, f^ell from 270 
million in the late 1970s to 100 million a 
decade later). For the rural majority, the real 
rate of growth of farm output increased by 
1.4 per cent annually (195'7-78) and 5.4 per 
cent (1978-92; 8.5 percent, 1980-85), while 
the share of cultivation in village gross 
income fell from 69 (1978) to 36 per cent 
(1992) with rural industrialisation. China’s 
progress in the.l980s must be a historically 
unprecedented transformation for such a large 
proportion of the world’s population - never 
before have so many people experienced 
such sustained improvement. 

The period for Russia is much smaller, but 
the decline in that time has been little short 
of catastrophic - a 44 per cent decline in 
gross output between 1989 and 1996 [EBRD 
1996]. Unemployment on the official figures 
has not been significant, but there seems to 


have been a sharp increase in poverty, a 
general decline in the standard of living (by 
po.s.Mbly up to a quarter of net income), and 
a sharp increase in inequality. Perhaps the 
most horrifying symbol of long-term decline 
(as opposed to the immediate effect of 
reforms) has been ttie decline in the average 
expectation of life at birth for males - from 
65 in 1989 to 57 in 1993. 

Thus, Nolan’s argument is of great 
importance. The Soviet Union, he says, could 
have emulated China, in which case it would 
still exist. In terms of the conventional 
wisdom, it is a (xirvcr.sc argument, and for 
that we should be grateful and applaud the 
courage of the author in presenting an 
unpopular positio. He forces us to rethink 
the case, now reiterated in some detail in the 
latest World Development Report [World 
Bank 1996]; an earlier presentation of a 
similar case occurs in Sachs and Woo (1994). 
Furthermore, if Nolan is right, he offers a 
partial vindication of the old social 
democratic orthodoxy that the state can (and 
should) be employed today as in the past 
both to decisively restructure the domestic 
economy and to determine the pattern and 
pace of economic growth. Nolan runs up a 
banner lor the old refonnist left, and in these 
troubled time, that is worth noting. 

However courageous the attempt may be, 
ultimately it is not convincing, and at various 
points, the argument is, if not confused, 
confusing. There arc a number of key points 
in the arguments worth examining separately ; 
they arc presented here in no particular order 
of importance. 

(1) Is gradualism in government action 
invariably good? 

One of Nolan’s key arguments is that 
society is so complex, no government should 
undertake rapid comprehensive reform, only 
piecemeal, cautious and experimental change. 
It is a curious argument for a pragmatist 
(which Nolan counts him.scl0 - as opposed 
to an ideological conservative - since the 
speed of a process needs to be determined 
by the aims and circumstances concerned. 
Wars, emergencies and crises, for example, 
usually require speedy and comprehensive 
reactions, and gradualism as a reaction 
constitues iresponsible complacency. As 
Tawney is said to have observed; you can 


skin an onion leaf by leaf, but not a tiger 
claw by claw. Was Ru.ssia in the late 1980 
an onion or a tiger? 

Nolan docst not answer the argument for 
speed in the Soviet reforms, as presented fur 
exmaple in Aslund (1991; 221); “If the 
economy is in steep decline, gradualism 
equals the prolongation of economic 
suffering, nierefore, a swift changeof system 
is necessary for the population’s welfare.” 
Nordocs herespond to iheaddtional argument 
that the ensis in the Soviet Union provided 
a rare opporttinily for relorm that would not 
last long before Itcing .stifled, as all the other 
reform efforts were, by vested inlcrcsis. 
Indeed, by implication, he docs nut seem to 
believe there was such a crisis (even though 
elsewhere he well describes the growing 
difflcullies of the .Soviet Union), so that the 
behaviour of Goibachev and his followers 
becomes incxpiicakc. 

(2) Does the Soviet/Russian reform 

programme constitute ‘shock therapy'? 

However, analysing the Soviet/Russian 
reform programme as an example of rapid 
reform is somewhat bizarre. There wa.s no 
Polish-style ‘Big Bang’, and the programme, 
still far froifl complete, has .so far run for 
seven years, Gorbachev, the target of much 
of Nolan’s ire, introduced only limited 
reforms before retreating to defend the old 
establishment, to the fury of the rest of Russia 
(now reflected in his derisory share of the 
presidential vote). Under Yeltsin, there have 
been four pha.se.« of reform, each defeated 
by political events and leading to the fail of 
the reformer (Gaidar in December 1992, 
Federov in January 1994, and Chubais in 
January 1996). The Russian ca.se was, for 
those western advisers who favoured rapid 
coir prehensivc restructuring of the economy, 
a failure. The much better cases fur assessing 
rapid reform would be Poland or the Czech 
Republic. After twp years of severe decline, 
they have now made :i .strong recovery in 
terms of growth - with Pedand reaching a 
6 per cent growth rate in 1994 and 1995, 
with something similar projected for 1996 
[EBRD 1996]. But those cases would defeat 
Nolan’s argument that rapid reform leads 
necessarily to disaster. However, of the 26 
countries in eastern F.urope and the former 
Soviet Union, the diversity of performance 
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IS immense, so resinciing our view lo Kussia 
is seriously distorting. The World Bank is 
arguing that swift reform - in Poland, the 
Czech Republic, Slovenia, Slovakia, 
Hungary, - has been followed by rapid 
recovery; slow reform in the Ukraine, 
Belarus, 7'urkmenisian, Tadjikistan, 
Uzbekistan, has gone with continued decline. 
However, the diversity is so great, such simple 
deductions encourage sccptism on the 
argument of Nolan and the World Bank 
(from opposite sides) that speed pi’r se is 
the key explanatory variable. 

(3) Could the Soviet Union/Russia have been 
reformed gradmily? 

Noiiin argues that the possibility of 
gradual economic reforms in the old Soviet 
Pniori was sacrificed to Gorbachev’s 
obsession with the primacy of political 
reforms - as a result, the state collapsed and 
the possibility of any reform disappeared. He 
.secs great potential wasted: “There were 
large pos.stbiliiies in Soviet agriculture as in 
.Soviet industry lor releasing surplus labour 
to undertake labour in other sectors” (p 12.5). 
Or again: ‘''he intnxluction of a suitable 
incentive system could have released a greatly 
increased intensity of labour and hugely raise 
output from existing resources” and 
"relatively simple institutional changes had 
the potential lo produce large improve¬ 
ments in efficiency and release labour and 
a much increased share of investment for 
employment elsewhere in the economy” 
(p 149). 

Why then did the government not pur.sue 
these simple options'? Nolan does not really 
explain why the leadership was so apparently 
irrational, except in terms of some 
enslavcmetil to ‘American ideas’. He does 
not accept the conventional explanation that 
the '.nstituiional structure of the old Soviet 
Union neutralised any economic reform 
elforts that might reduce the power and 
privileges oi'thc bureaucracy. He replies: "It 
IS not obvious that it would have been 
impossible for Gorbachev to devise a 
coalition of rclormers at the lop of the Party" 
(p 242) Tins is not good enough because 
the evidence does suggest just this - or at 
liMst, even with this coalition ot rcformcis, 
Gorbachev's writ would not have extended 
beyond the politburo. 

It IS here that Nolan's account cries out 
lor a detailed examination ol why the 30 
years ol previous refonn efforts failed, or 
at least, could not be sustained. As Yeltsin 
(1994,147) Doles. "Russia’s trouble was 
never a shortage or abundance of reformers. 
The trouble was an inability to adhere to a 
consistent rcloim policy" The inability 
derived from an institutional structure, 
dominated by the gicat central ministries and 
the military industrial complex which stifled 
reform Here Nolan's view appears bizarre. 
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' I ne uoroacnev regime innenmo a country 
that was politically stable... it possessed a 
powerful admini.strative apparatus in the 
shape of the Communist Party” (p 256). 
With the benefit of hindsight, we can see that 
this just was not true - the speed of the 
collapse of the patty indicates how decayed 
it was. as partly admittedby Nolan elsewhere, 
“It can now be seen that the communist 
system was briule...there was no possibility 
for careful, controlled reform, gradually 
releasing the ‘safety valve' of political control 
(p 300). The choices, according to Nolan, 
were either the continued rule of the 
Communist Party and an authoritarian state 
or chaos - there was no possibility of 
democracy. Of course, we have just seen 108 
million Ru.s$ians deliver an apparently fair 
and open election, 55 per cent of them opting 
for Yeltsin, so Nolan’s judgments here have 
been, for the moment, rather overtaken by 
events. 

Somehow, although Nolan presents the 
data accurately enough, he leaves out the 
peculiar character of Russia - a heavily 
industrialised urban society, with a large and 
sophisticated middle class (compared to 
China); a war economy, dominated by a set 
of very powerful centralised ministries, with 
little potential for commercial reorientation, 
and held in place by a global military contest 
with the US (the role of Reagan’s Star Wars 
initiative in breaking the Soviet state should 
not be underestimated); and a society 
chaiacteri.sed by growing shortages, a 
deteriorating economic performance (with 
.1 disastrous decline in capital productivity) 
and an increasing incapacity to meet its 
central rationale, the ability to match the US 
in arms. 

The capacity to reform, gradually or 
swiftly, started to die with Stalin. The general 
secretary’s regime of terror was the 
precondition for moving the bureaucracy, 
the ‘incentive’ in Nolan’s terms. There was 
a moment for a change of direction after 
Stalin'sdeath- as illustrated in the Liberman 
proposals on the reform of plant management 
or Khrushchev’sTwentiethCoiigrcss speech 
- but this period was the height of the cold 
war, so external terrors immobilised radical 
reform. Nolan sees the death ol Stalin as 
allowing the Communist Party to move 
“towards increasing pragmatism, routini- 
sation and steady progress towards the 
emergence of a better educated technocratic 
elite”. This is not the right formulation - 
without terror, the bureaucracy could settle 
down to entrench its position to control alt, 
including the general secretary; it led to 
stasis if not sclerosis, under a “relatively 
autonomous .state”. Under Brezhnev, stasis 
threatened to become paralysis. The only 
thing holding the whole together seems to 
have been the cold war. the external fear, 
and even that was growing weaker. 


uorttacne V' s achievement was not so much 
domestic reform as in changing the 
relationship of the Soviet Union to the US, 
removing the lynch pin of the Soviet order 
and thus directly threatening the positions 
of the military industrial complex, the central 
element of the bureaucracy. In doing so, he 
began to reveal how little legitimacy the 
Party still retained; restoring its legitimacy, 
he calculated, required a reduction in - but 
not the destruction of - the great centres of 
power. Too late he learned that he himself 
and the Party would hang together - as Mao 
learned in 1968 and swiftly drew back from 
'Bombard the Party headquarters’ to the 
safety of the army - but Gorbachev left it 
too late to stop Yeltsin and a new Russia 
overtaking him. 

Thus, Nolan’s optimism that economic 
reforms in the old Soviet Union could have 
succeeded without prior political change 
does not ^m justified - although equally 
his belief that political reform was impossible 
without the destruction of the Communist 
Party seems well - founded, although no one 
could know that in advance. The state needed 
to remove - or reduce - the external pressure 
of competition with the US and restore the 
political legitimacy of the Party as the 
precondition for undertaking successful and 
far-reaching economic reforms, a package 
which, with the benefit of hindsight, now 
seems impossible. Gorbachev succeeded in 
the external change and the de.struction ol 
the central ministries without being able to 
provide any effective alternative to the central 
allocation system - both CMEA and the 
Soviet Union were casualties, without taking 
into account the severe hardships imposed 
on the population. In initial conditions of 
great scarcity, the collapse of the allocation 
system led to very .severe shortages, 
ameliorated only by the swift growth of the 
black economy, factory-to-factory barter 
systems and imports, Nolan, underestimating 
the .scale of the crisis, deplores the use of 
imports to meet current consumption needs 
instead of ‘growth-enhancing’ investment, 
not remembenng perhaps that the miners 
stmek (thus hitting exports as well as domestic 
supply) not for increased pay but incteasec 
goods. In the short-term, imports were ar 
indispensable incentive to keep people ai 
work. 

Privatisation in these conditions was noi 
so much a means to increase efficiency, bu: 
a way to create new control mechanisms anc 
dissolve a social order - much as in England 
Henry the Eighth’s dissolution of thr 
monasteries dissolved one social order anc 
created another more local one. In both cases 
the change opened up great resources o 
wealth for private spoliation, creating a nev 
heavily-bribed social class to support thi 
new status quo. Sutela (1994:418) notes 
"breaking the ownership position of thi 
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>ranch ministries was the overwhelming 
viority if the irreversibility of the transition 
vas to be ensured... the speed deemed 
lecessary could not be attained without 
bribing the insiders'. 

Thus, it was the politics of the reform 
>roccss which was paramount, not - pace 
he foreign advisers - the economics. It is 
his political dimension which is strangely 
nissing from Nolan’s account. The ‘stake- 
tolders' (or ‘those in positions of authority 
aking the capitalist road’ for those with 
nemories of 1966) reshaped the reforms in 
he interests not of economic efficiency but 
o maintain and extend their power. 

,4) Was China Stalinist? 

Nolan’s account of China is better 
Jevcloped than that of Russia, but in order 
o .support his argument, he is obliged to 
exaggerate the similarities between the two 
;ountrics - "It cannot be said that the Chine.se 
nureaucratic apparatus or tradition of 
rentrali.scd rule was weaker than that of 
Russia” (p 154). But indeed it can and should 
be said - and Nolan says it, "Thc-se features 
of the selling in China helped produce a high 
degree of ‘.self-reliance’ at every level of the 
economic system far beyond that normally 
characteristic even of a command economy” 
(p 1.12) 

China was necessarily always much more 
decentralised than the .Soviet Union and 
Russia. The great central ministries with a 
■.cctoral reach from Vladivostok to Vilnius, 
iverriding the supposed constitutional rights 
if the Republics, had no parallel in China 
cf White, 1993:22). From the days ot 
guerrilla warfare through to the lolc of the 
provinces in the Great Leap Forward or the 
'Cultural Revolution, the Chinese system 
it(KK) in marked contrast to the .Soviet Indeed, 
t was the reality of provincial patty leaders 
‘utming ‘little kingdoms' which was such a 
<ey target in both the .Socialist Education 
Campaign of the early 1960s and in the 
Cultural Revolution. In 1968, Mao gave up 
he task of reforming the party through the 
mobilisation of extra-party forces (the 
luckless Red Guards), and empowered the 
regional commands of the People’s 
Liberation Army to restore much of the old 
leadership of the provinces, that is, 
re.strengthcning exactly the forces which 
were supposedly the ob.stacle to Mao’s 
aspirations. The defensive reactions to the 
armed clash with the Soviet Union on the 
Amur river in 1969 likewise legitimised and 
strengthened local self-reliance and 
provincial power - leading to the 'cellular 
order’ so welldescribedatthetimeby Audrey 
Donnithorne (1972) and cued by Nolan. Of 
course, as a party of supposed orthodoxy, 
the Chinese leadership invariably dc.scribi^ 
the party and administrative structure ns if 
it were Stalinist, highly centralised, and for 


a brief moment under the spur of the Korean 
War, it was. but in general it is strikingly 
contrasted with the Soviet model. It was 
lucky for Deng Xiaoping that it was - can 
one imagine a dissident Russian leader, with 
M0.SCOW seeking his death, fleeing to the 
Ukraine or Siberia, surviving and then 
inheriting power? 

By the time we reach the reform period, 
the degree of decentralisation was extreme, 
and China was held together by annual 
bargaining between province and centre, 
locality and province. The World Bank 
(1994: xiii) notes that “individual provinces 
are tending to behave like independent 
countries, with an increase in external 
(overseas) trade and a relative decline in 
trade flows with each other”. And Nolan 
him.self observes that “Chinese townships 
(xiang) governments resembled mini nation¬ 
states” (p 216). 

ir the central bureaucracy was very much 
smaller - indeed, notoriously so - the degree 
of industrialisation was relatively much 
smaller and the urban middle class tiny 
(relative to Russia). Even more important, 
China was not locked into a military 
comfictition with the US. not aiming to 
match every increase or change in US 
defence policy - a relationship which en¬ 
slaved the Soviet militaiy industrial complex, 
the heart of both the old Soviet Union and 
the CMEA, to external imperatives. China 
was part ot a local arms competition, but 
economically, 11 could be no more than a 
distant echo of the global play. 

Furthermore, when reform began in the 
Soviet Union, it was over 30 years since the 
death of Stalin, since the scourge of terror 
had been removed, allowing the burcacuracy 
to entrench it.scl f as an apparently immovable 
caste. In China, it was only two years since 
the death of Mao and the bureaucracy was 
still exhausted fiom the unstable and arbi¬ 
trary scourging of the later years of the 
Cultural Revolution - most were perhaps 
just quietly grateful for a bit of peace and 
stability, ibey still had to be bribed with 
opportunities in the new market economy, 
but they were in no position to obstruct the 
reforms. The Cultural Revolution made 
possible the programme ol gradual reforms 
- as Liu Binyan, the dissident Chinese 
journalist, observes: “most Chinese would 
probably agree taht the reforms since 1979 
under Deng Xiaoping would never have 
taken place without it (the Cultural 
Revolution) (cited Financial Timet, May 17, 
1996). 

As for politic.il legitimacy, the political 
class, the urban middle class, was Iiki small 
to be able in 1980s to change the Chine.se 
balance of power. The dissidents were able 
to go as tar as they did in 1989 only because 
the leadership was divided - and when an 
cffecti vecoalition of the military and political 


leaders could be engineered (and it took 
quite a time), they rode roughshod over the 
opposition, indifferent to the effect of this 
dome.stically or abroad in damaging their 
claim to rule. With a majority peasant 
population, in the short-term the regime 
settled for silence and obedience if noi 
respect, let alone love. 

Nolan notes many of these differences, 
but still maintains that the central direction 
of China was as effective us that in the Soviet 
Union, even though by now it is not veiy 
clear any longer exactly what Beijing controls 
(it will lake a systemic crisis 10 test the reality 
of Its power). For Nolan, the central party 
leadership is benevolent and wise, lalhcr like 
Plato's fictional Guardians, and graciously 
concedes decentralisation on piagmatic 
grounds - “The granting ol increased 
autonomy to localities as market lorccs giew 
was arranged in a planned lashion. gradually 
spreading out..” (p 178). This omils all the 
messy struggles of reality in which (lower 
is seized by the provinces, (irircd oui of the 
hands of the centre by bullying and black¬ 
mail, stubbornly defended and extended in 
the face of central opposition ordisa|>proval. 
We have no sense of the arguments .ind 
deals struck in smoky rooms, the (lerinanenl 
tights between centre and provinces (and 
provinces and localities), and the straight 
refusal of lower echelons 10 obey central 
directives. Government .is organised chaos 
is missing. 

Nolan gives the Chinese regime an 
extraordinary blank cheque - the “national 
intcre.st was unswervingly placed above 
individual interest" (p 179) 01 again, 
“Repeatedly, the inteiesls ol the individual 
and dilferent social groups were subordinate 
to those of overall national prospeiitv" 
(p 225). This daydream world is not 
ap|)aicntly an ollicial govcrniiienl hand-out, 
an echo of ancient .Stalinist lies Wouhl not 
Yeltsin -01 indeed, John .Majoror Bill Clinton 
or any other hc.id ol government - make 
exactly the same claim'’ How does Nolan 
know what China's ‘national interest’ is' 
The suppression ol Tibet or the 1989 
Tiananmen Square ciimpaigii'’ 

(5) (leniocrucy computihle with 
indwitnalisation 

Nolan .argues that Gorbachev was in giavc 
error to raise the issue of human rights in 
Russia. In his view, the nghl to work, to eat. 
live safely, have access toeducat 1011 , housing 
ami health facilities are more imjiortaiil than 
the right to vote, speak Irceiy, (lublish what 
you will and own pro|ierly Ifmaieiial well ate 
IS accepted as the lop priority, then Nolan 
says we should lavoui those politual 
arrangements which aie most likely to le.id 
to this outcome - and 111 his view, that means 
the t’hinesc Communist Party, not the 
Russian Duma. 
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He broadens the case, arguing (p 64) 
that democracy is incompatible with 
industrialisation founding his case in the 
history of both Europe (developing before 
the arrival of voting, etc) and the Newly 
Industrialising Cuuritries(NICs). The key to 
NIC growth, he says, repeating a currently 
fashionable doctrine on the Left, was a 
“relatively autonomous state”, which was 
committed, like the Japanese, he continues, 
“‘to the profit motive and the market 
mechanism”. Now this embodies an 
interesting contusion. Was the Japanese - 
or South Korean or Taiwanese - state 
committed to these things'.' The historical 
evidence would suggest that it was not so 
- profits and markets were tolerated by the 
state, with a certain amount of contempt, as 
means to build national economic and thus 
military power, the power to dctci or kill 
those seen as enemies; economic develop¬ 
ment was a by-product not the aim. Thus, 
the “relative autonomy of the slate’ has in 
itself no significance for economic deve¬ 
lopment without the primary motivation, in 
this case the drive to develop the means to 
kill. After all. there have been a large 
number of “relative autonomous states' that 
have devoted themselves wholeheartedly 
to robbing their luckless citizens. Indeed, 
one might include Brezhnev’s regime as a 
relatively autonomous state ensuring 
stagnation in the Soviet Union. 

The broader argument, so favoured by 
tyrannical regimes everywhere, is at be.st 
confused. India’s slow growth, Nolan 
believes, is because the country is demo¬ 
cratic. But is there evidence that mere 
voting afflicts the economy'.’ Or is it rather 
that clusters of interests, large private 
business, public corporations, groups of 
politicians and government departments 
have colluded of secure profits and low 
competition? And that can equally well 
happen under an authoritarian as a demo¬ 
cratic regime 

Nolan is for democracy but not for indus¬ 
trialising countries', the material condtlions 
must be created first; '“the best way to c.stablish 
firmly rixilcd democratic rights is to first 
ensure the development of the productive 
forces and increases in income” (p 68). He 
accuses the Western powers of hypocrisy 
because they refuse to acknowledge their 
own histories where forces and authori¬ 
tarianism were employed to ensure economic- 
growth and national unity. 

However, the fact that historical circum¬ 
stances change cases seems to escape 
Nolan. He remains an histoncist where the 
'country’ is the dominant character in the 
historical drama, and the countiy, like an 
individual, presumably goes through stages 
of maturation, independently of historical 
circumstances; the past repeats itself. 
However, the signifi. nnee of voting and civil 


rights today has nothing at all to with that 
in 1750or 1850 (any more than the computer 
has), and this is true in all countries (as is 
the significance of the computer), the British 
army will not invade Scotland if the Scots 
vote for independence, nor the Canadians 
Quebec, but they may have done a century 
ago. They will not repeat Chechnya or Tibet. 
The disiiolution of Czechoslovakia shows 
that the way of the dissolution of Yugoslavia 
is not inevitable. 

The argument about democracy is naive 
because it ignores the fact that the state, its 
departments and its officials, have their own 
agendas which do not necessarily coincide 
with the inteicsts of the citizens, and indeed 
may contradict them. Do the majority of 
Chinese want to continue killing Chinese 
young men and Tibetans in Tibet? Does the 
majority of Indians wants to continue killing 
Indian young men and Kashmiris in 
Kashmir? Neither are offered the choice - 
that is exclusively appropriated by the state. 
Nolan's argument is subject to the same 
reproach he directs at foreign advisers - he 
docs not have to suffer the tyranny he 
applauds. The inconsistencies do not deflect 
him - he reproaches the Soviet and Russian 
reform programmes for being imposed 
on the population without democratic 
consultation. 

The problem with the state is not only does 
it despose of immense resources, it 
monopoli.ses the legitimate use of physical 
force, it aggregates major information 
rc.soiirccs (including an alarming capacity to 
he), and it makes, or changes, the rules to 
.suit its convenience - and whatever it does 
is neatly redefined as “the national interest'. 
Once an authoritarian order has secured its 
power, the immense machinery of rent- 
sccking, it is extremely difficult to remove 
or reform it. Why is Nolan so sure that the 
order in (“hina is the best that can be hoped 
for. Gulag and all? 

Opposition to democracy for the poor 
goes with Nolan's defence of the existing 
political map, without reference to the wishes 
of the inhabitants. He much regrets the break¬ 
up of what he persists in calling the ‘nation- 
state’ of the .Soviet Union (in contrast to the 
Sovtet order which identified itself as a 
union of nationalities^. It had, he argues, 
established a .solid historical existence and 
was “part of Imperial Russia since at least 
the middle of the 19lh century”. It is a 
curious Burkeian argument that the passage 
of time itselfcreates Icgitimacy-prcsumably 
on that basis India should still be part of 
Britain or Algeria part of France. Nolan 
resists the right of people to national self- 
determination, and so is driven to quite 
reactionary implications. We must presume 
he approves of the Russian action in 
Chechnya, the Chinese in Tibet or indeed 
the repression of the 1989 Tiananmen 


Square dissidents. He does not say why 
people should be obliged to accept the 
existing distribution of power unless it is that 
any state is better than instability, nor what 
the interest of the world is in the integrity 
of existing states. 

Perhaps he feels that a state is the necessary 
precondition of economic growth, which in 
turn he - like the World Bank and Karl Marx 
- sees as dissolving the desire to break up 
the .state on ethnic grounds. He says that 
Soviet state economic growth, “providing 
opportunities for different ethnic groups and 
through the homogenising power of the 
market, could have been a powerful force 
reducing ethnic conflict” (p 71); or again, 
“successful market and income growth is a 
powerful force leading to the disintegration 
of ethnic differences” (p 156-57). This is 
heroically economistic, and should be 
drawn to the attention of the Quebecois, the 
Irish, Scots and Welsh nationalists. Sikhs, 
and Sri Lankan Tamils, the Basques, the 
Catalans and many more. The evidence 
might .suggest the reverse-economicgrowth 
may exacerbate ethnic divisions, pushing 
the more prosperous to .seek to shake off the 
less - political fission may be the result of 
economic fusion and growth. 

For Nolan, everything which might 
conventionally restrict economic growth is 
to be opposed, and here he comes precious 
close to the conditioned reflexes of small 
employers. Trade union.s.must be prevented 
from establishing a monopoly of the labour 
market. Yet apart from a few craft unions 
for temporary periods and outside the fevered 
imagination of .some business associations, 
is there any evidence that trade unions have 
been able to conquer the labour market? 
Slump and unemployment give the he to the 
thesis. Only with the active collaboration of 
the .state can a monopoly be c.stablished over 
the labour market - and that is organised by 
the power of the state rather than the 
workforce. Nolan also approves of the 
Chinese refusal to give legislative protection, 
minimum wages or the right to organise 
trade unions to rural hired labour- in contrast 
to the situation in India - because, he says, 

frequently’ this encourages the substitution 
of capital for labour (p 181). Again, what 
is the evidence? Can the government of 
India implement its aims in this field, and 
if it could, would the effect on costs be so 
dramatic that it would produce a significant 
cheapening of capital? 

Circumstances change, and this is an 
irritating obstacle to the abstract general 
theories in which economists delight. 
Democracy may be becoming more im¬ 
portant in many poorer countries both to 
sustain social unity and develop some 
sectors of high productivity that require 
the full psychological participation of the 
labour force. If this is so, the steady 
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democratisalion of the NIC$ would not be 
taking place because they had arrived at 
a given stage of national development 
where the masses could be rewarded with 
a voice for their loyalty, Init because the 
circumstances of modem global capitalism 
makes higher levels of popular participation 
important for all countries, something the 
Chinese government will have to learn 
painfully in the future if it is to do all that 
is required to protect China’s unity. 

(6) Is policy and planning decisive in the 
development of economies? 

Like the World Bank and others, Nolan 
believes policy is invariably decisive in the 
behaviour of economies, that governments 
can freely choose their policies in the light 
of pragmatic considerations (especially if 
they are not required to hold elections or 
present a favourable image), and that if they 
apply the same policies indifferent countries, 
the effects will be the same. Even stating 
these assumptions - so common in econo¬ 
mics - exposes their impiausibiiity. Policy 
is only one component in the picture and 
maybe much less than decisive. Govern¬ 
ments are reactive rather than initiating 
(which is why so often parties with sup¬ 
posedly different political persuasion 
behave identically in ofHce), and since each 
economy is in important scn.ses unique, the 
same policy rarely produces the same 
effects. Circumstances change all cases. 

Nolan also inclines to the view that, in 
principle, governments are distinterested and 
benevolent. The Ru.ssian government had it 
within its power to plan privatisation in 
order to prevent the growing inequalities 
occurring, as China did without privatisation 
However, as mentioned earlier, it is not clear 
what the role of government is in China, and 
it would be heroic to suggest that it has had 
clear influence on the distribution of 
income. Nolan accuses the Russian govern¬ 
ment of abdicating from the process of 
privatisation when it clearly did not - it 
colluded with the managers to secure its 
own power. He argues that if the process 
had been slower and more experimental, 
favouring the insiders could have been 
avoided, but this may be true only if enhan¬ 
cing efflciency or equity had been the 
intention of the government. 

It IS the absence of the political dimension 
which is so worrying in Nolan’s account. 
There is a good illustration of this in his 
discussion of the importance of preserving 
large concentrations of capital to protect the 
econopties of scale. He approves of the 
Chinese policy of seeking to foment indus¬ 
trial groups of major size, perhaps SO in all, 
as mottels to the rest. He urges the Russian 
government to try to keep the giant 
corporations in key sectors of the economy, 
otherwise the losses to the economy, he says. 


would be very high. 'Hie planners, he sug¬ 
gests (p 101) should undertake “careful 
studies” (a typical planners’ phrase, us if 
anybody favoured careless studies) to see 
which corporations could be competitive, 
employing import protection to sustain 
them. “The government must try to 
reorgani.se large-scale industry into struc¬ 
tures that can benefit from economics of 
scale but also behave competitively rather 
than in an oligopolistic or monopolistic 
fashion” (p 101). What can this imply? The 
government hires management consultants 
to turn the corporation round, awarding 
them draconian powers to implement their 
proposals and ensuring the corporations 
cannot mobilise its friends and clients in 
government to block the changes? 

There is no way in which planners can 
accurately a.sscss the economies of scale 
except by submitting the corporation to the 
full rigours of competitive markets, careful 
study or not. The reason that it is difficult 
to so expose them is that they are great 
concentrations of political power, great 
means to fix through the state the economic 
context of their operations. Consider 
Gazprom in Russia, among the largest 
corporations in the world, pmtcctcd from 
paying taxes by Chernomyrdin, its founder, 
major shareholder, last Soviet minister of 
energy and now again Russian prime minister, 
and Its army of clients. It is estimated that 
if the corporation were obliged to pay its full 
taxes, this would equal 2-3 per cent of the 
gross domestic product, and would cover the 
budget deficit. It is the politics of the great 
corporations which is the problem - and 
there is no way to find out whether there arc 
cconomiesof scale while theirpolitical power 
is capable of controlling the economic 
environment. Nolan feels that with the right 
stable legal, political and administrative 
framework, Russia could attract substantial 
foreign capital into the extraction of raw 
materials - but not in circumstances where 
Gazprom and the other raw-material giant 
corporation block entry. How does one 
move on gradual relorms faced with such 
obdurate resistance - and such political 
support for the corporations within 
government itself/ How will the Chine.se 
government cope with its SO giant indus¬ 
trial groups, combining political privilege 
and thus market domination? Nolan is 
aware of the political problems of the size 
of the private multinational corporations, 
but at least they are exposed to open 
markets; he is strangely insensitive to the 
problems of the political weight of state 
corporations. 

The political order provides crucial 
constraints on anything planners can offer. 
Nolan is good on outlining the failures of 
planning in the Soviet Union - noi planning 
at all in his view, but ‘administration’ ~ but 


he does not speculate how far the problems 
are intrinsic to state action. Even the failures 
need qualification .since we need to specify 
the overriding aim before we can evaluate 
this. Soviet planning was very good in 
building and, for long, sustaining the mill tary 
capacity of the country (like planning in Na/.i 
Cienmany in the 1930,s) - and that central 
rationale supposedly justified failures 
elsewhere. 

Nolan reserves special fury for the 
foreign advisers, the International Monetary 
Fund and the World Bank, in the evolution 
of Russian economic policy. Indeed, if he 
has any explanation for the apparently 
irrational behaviour of Gorbachev, it is 
that these foreign forces led lui inundating 
wave of western opinion, swamping 
Russia’s flimsy intellectual defences. It is 
they, he argues, who defined the programme 
and the speed, the sheer brutality of the 
reforms - and they did so, knowing that 
they, unlike the hapless Russians, would not 
have to suffer the coiiscquciices of their 
choices. As for their Russian governmental 
creatures, the “intellectual ‘compradorcr’” 
(p 2S2), they were bribed with the possibility 
of foreign academic fellowships and other 
perks to do the bidding ol the foreigners. 
By 1994, when the bulk of the hook ends, 
the government had, says Nolan, “ceased 
to have an independent economic policy... 
[and was] torcce^ to comply with the 
conditions imposed by international 
institution.s” (p 286). Steeled by interna¬ 
tional agencies, the Russian government 
prepared to face the inevitable wave of 
bankruptcies as they obediently tightened 
credit for “its policies were (.on.structcd <U 
the direct instigation of the majui inter¬ 
national capitalist institution.s" C)f course, 
the foreign advisers argue that conditions 
in Russia were completely different from 
those in China in order to avoid the charge 
of their own failure. 

This is an entertaining if slightly paranoid 
account. Rut if taken seriously, it is bizarre. 
At one stage (p 251), Nolun admits we do 
not know the degree of intlucncc ot the 
foreign advisers, but then quickly affirms 
that “at the very least, they played a large 
role in bolstering the confidence of those in 
government who favoured ‘progress', 
‘radical .solutions'". Rut then again he is 
obl'gcd to admit that the progiammu was 
suspended becau.se of political opposition 
(p 252), and the government returned to 
“cautious refonn" - even so, he stoutly 
maintains the foreigners constituted a 
group so powerful it would have taken great 
strength by their Russian counterparts to 
resist “the seductive line of thought prcscnial 
by the ‘expeits’’’. 

The style is equivocal, indeed, 
contradictory, precisely becau.se it i s a fantasy 
account. There were no waves of bankruptcies 
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(soft budgets saved the day), there was no 
‘Big Bang'. The foreign advisers do indeed 
have an interest in proving they were 
effective, but ail the evidence suggests they 
were not. 'I’he central battle in the foreground 
was the political one. not the economic, and 
it was between people who represented 
something in Russia, not those with nothing 
but good ideas (or had ones) to recommend 
them Whenever .serious {loliticul issues were 
at stake, foreign advice counted tor nothing. 
More impressive than the positive influence 
of the IMF was its impotence, its incapacity 
to sustain the commitment to reform, to hold 
public expenditure-even down to the failure 
to prevent thcimmcn.se expansion of military 
spending as a result of the Chechnya war, 
or the extravagance of Yeltsin’s presidential 
election campaign 

The substantive point is not important, 
except that ‘blame the foreigner’ is exploi¬ 
ted by every government in a tight spot to 
avoid responsibility, and the Left has 
played the same nationalist game. Res¬ 
ponsibility tor Russia's reforms, warts and 
all, rests squarely with the Russian govern¬ 
ment, and Nolan should not seek to assist 
It to avoid that responsibility by wildly in¬ 
flating the role of favourite international 
bogies (whose failure to influence events 
is .so much more impressive than their 
successes). 

(7) Is market-socialism feasible? 

At several points (for example, p 55) 
Nolan is scornful of those who argue that 
it is impossible to reconcile markets and 
‘socialism’ (by which he seems to mean, nut 
mass liberation, but state direction). But he 
docs not show why this scorn is valid, he 
does not reply to the argument. In the same 
way, he attacks the ‘doctrinaire’ approach 
to privatisation without confronting the 
argument that for competttion to work, those 
who direct firms must ri.sk their own capital 
and be .subject to the ‘incentive’ of avoiding 
real bankruptcy. In principle, ufcour.se, thcie 
IS no rca,son why governments should not 
emulate in the public sector such sanctions 
(Stalin was not above shooting managers 
who failed, a sanction strongci than mere 
bankruptcy). But in practice, the social 
linkages between bureaucracy and state 
managers as well as the political vulnerability 
ot the state to failures in the public sector 
usually means managers cannot even be 
sacked tor losses. The importance of 
pnvatisation is that, in principle, it removes 
bankruptcy (Nolan’s “release of capital and 
labour’ for other sectors of the economy) 
from the possibility ol political intervention 
or blame. 

China is now a market economy. Indeed, 
.so powerful is its market drive, it seems often 
to be outside the control of government But 
Nolan secs no more than a redefinition of 


socialism - “planning for economic growth 
through the use of markets and combining 
individual incentives with preventing the 
rise of a dominant capitalist class with a large 
concentration of individual wealth’’. But (his 
is a fudge, tor China does indeed have a 
‘dominant capitalist class', even if its base 
is in the state-owned enterprise sector, and 
it has a large concentration of individual 
wealth (have a look in the Shanghai Hilton, 
as ridiculous a display of ostentation and 
extravagance as any society, and packed 
with China’s new nch). 

Nolan does not answer the question; what 
is the central drive of the Chinese economy'/ 
Do state decisions or market imperatives 
dri ve it on'? The evidence suggests the second, 
with the state being essentially reactive (as 
it is in most other oiuntries) to changes 
generated elsewhere. If this is so, ‘market 
socialism’ is an ideological fudge to allow 
capitalism to continue without inciting 
opposition. 

There arc many other points in Nolan’s 
book which deserve comment, but this 
review has already gone beyond the limit 
of patience of the reader. The sole justifica¬ 
tion for the length is that in the reconstruc¬ 
tion of the Left, there arc dangers of retreat. 
Circumstances in the world have changed 
decisively - and the Left, for so long the 
leader in radical or revolutionary progress, 
dedicated to daring new thought and rapid 
social change, has been overtaken on the 
right. It is on the free market Right (as 
oppo.scd to the corporatist Right) that wtld- 
eysd idealists are in a hurry to change the 
world, to shake the mountains and think 
the unthinkable. ’The Left has too often 
become no more than the defender of the 
past, opposing change or allowing only 
gradual change. The argument for universal 
liberatioii degenerates into a defence of 
public rent-seeking, of the wai -making state. 

Under the impact of a shuck that destroys 
a conceptual framework, people often 
respond too little and too late, thus avoiding 
the impact of defeat but at the price, of 
growing irrelevance - like the devotees of 
a dying religion. It is only possible by 
sacrificing the spirit to the letter, by refusing 
to learn new things. What wa.s being created 
by the students and others in ’Fiananmen 
Square or on the Berlin Wall, throughout 
eastern Europe and the Soviet Union, was 
indeed liberation, the essence of the old 
stmgglc for s<>cialism; we reject it at our 
peril. The world has seen aging Leftist 
dictators, now become tyrants, mouthing the 
old slogans while filling theprisons. Consider 
the sad comment by Nolan on, for him, a 
symbol of Russia’s deterioration, the 1990 
May Day Parade, “the HareKri.shna religious 
sen and anarcho syndicalists, social 
democrats and anti-Stalinists, and, at the 
front, a monk from the Russian orthodox 


monastery at Zegorsk” (cited p 237) insteoc 
Nolan says, of “the annual well ordere 
review of Soviet military might”. Does h 
really prefer a parade of fearful Sovic 
means to .slaughter people, staged as a shot 
to frighten, to the unruly, messy reality o 
real liberated Russia? Docs he really ptefc 
the lie? 

History has by no means ended. Pete 
Nolan is brave in trying to draw up a balahc 
sheet so early. What will we .say in 2005 i 
Russia is growing economically and Chin 
wracked by political divisions because th 
old order left it too late to create the publi 
mechanisms to mediate conflict? 

More important, the issue of mas 
liberation, of the democratic control of th 
material conditions of life in a wurli 
economy, remains, and will return as a ke 
clement in-world politics. The Left will neei 
its courage if it is to be relevant to tha 
queiition, not, as has often happened in th- 
pa.st few years, hiding behind the crumblin. 
fortifications of the national stale. Res 
assured that the Chinese government, lik 
all the other governments of the work 
(including the Russian), will be firm!' 
opposed to any such movement, trying t< 
uphold the old order. 

Nolan lias provoked much thought. Fo 
that, much thanks. 
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Marriage, Sexuality and the Female ^Ascetic’ 

Understanding a Hindu Sect 

Prem Chowdhry 

An analysis of the Brahma Kumari sect in its initial years etuAles us to unravel certain hidden aspects of Sindh society which 
accountfor an unprecedented but succes^l patriarchal attempt to regulate and restrainfemale sexuality or stimulate its self- 
restraint under the all-encompassing claims of rtforming society. Iti the later years, with the coming of the partition and 
subsequent migration to India, this sect, corfrontmg a greatly changed social milieu, assumed a somewhat different focus and 
identity. Despite this shifting (ff emphasis and consequent cotUradictions, the core doctrine of celibacy has remained and its 
advocacy of female sexual control continues to find receptive echoes. 

The author's analysis highligfus the multiplicity of motives, both obscure and apparent, behind the acceptance of the sect 
in the contemporary period. Faced with yet greater intricacies of socio-economic issues, the central thrust of the sect 
continues to contribute to its success in breaking out of its high caste and class complexion and in carving out a committed 


middle class urban following. 

IN the late 1930s. a Hindu sect popularly 
referred to as the ‘Brahma Kumari” had a 
highly controversial beginning in colonial 
Sindh. As IS clear from its nomenclature 
which means 'daughters of Brahma’,or more 
appropriately ‘virgins of Brahma’, it focused 
almost exclusively upon women. Although 
initially known as ‘Om Mandli’ it soon 
changed into Brahma Kumari to signify the 
preference accorded to females reflected in 
the sect’s central doctrine and the following 
it commanded. This female centred exclu¬ 
sivity touched upon important questions of 
female sexuality and marriage, which were 
extremely problematic in the colonial Sindh 
society. These social tensions and under¬ 
currents not merely moulded the contours 
of this sect and accounted for its initial 
popularity but also made for a vehement and 
violent hostility to its existence. 'These 
dramatically opposite reactions drew upon 
the unorthodoxy of the sect which extended 
the principle of purity and spiritual salvatioo 
to women based upon the concept of celibacy. 
The consequent attempt of the sect to control 
female sexuality and/or its sublimation 
brought to the forefront the contradictions 
within the sect and the colonial Sindh soci^y 
in dealing with matters sexual. In fact, this 
concept came to hold different meaning for 
females of different status and age groups 
and manifested a duality of sexual control 
on women: pne which suggested a patriarchal 
control outside the institution of marriage 
and therefore repressive in nature and 
reactionary in ideology; and the other, a self- 
control of sexuality which had a liberating 
potential for women and enabled transcen¬ 
dence of sexuality for higher spiritual gains. 
In this the sect provided a socially recognised 
space outside domesticity ar^ marriage, 
which incorporated elements of both repres¬ 


sion and sublimation for women. For 
providing this space the sect posited itself 
as a family outside the family: a spiritual, 
non-sexual family as a ‘safe haven’ for its 
female followers against the normative 
sexually reproductive family; an attempt 
which fell between the polarities of the world 
of the householder and that of the renunciator 
an attempt which simultaneously proved to 
be its greatest weakness and a source of 
strength in different time periods. 

An analysis of this sect in its initial years 
of formation enables us to unravel certain 
hidden arui unknown aspects of Sindh society 
which account for an unprecedented but 
successful patriarchal attempt, however 
limited, to regulate and restrain female 
sexuality or stimulate its self-restraint under 
the all encompassing claims of reforming 
society. In the later years, with the coming 
of the partition and subsequent migration to 
India, this sect, confronting a greatly changed 
social milieu, assumed a somewhat different 
focus and identity, highlighting the social 
dynamics which has its own logic indifferent 
situations and periods. Despite such shiftage 
of emphasis and consequent contradictions, 
the core doctrine of celibacy has remained 
and its advocacy of female sexual control 
continues to firid receptive echoes.,Seen 
through a series of case studies, the analysis 
highlights multiplicity of motives, both 
obscure and apparent, behind the acceptance 
of the sect in the contemporary period. 
Faced with yet greater intricacies of socio¬ 
economic issues, this central thrust of the 
sect continues to contribute towards its 
success in breaking out of its high caste and 
class complexion and in carving out a 
committed following from among middle 
class urban-based constituency of post¬ 
independent India. 


I 

Initiid Years ot Formation: Concept 
of Celibacy 

The Brahma Kumari sect in its original 
manifestation of Om Mandli was established 
in mid-1937 in Hyderabad (.Sindh) by Lala 
Lekhraj Kriplani, a rich jeweller by 
profession. Inestablishingthc monastic order 
primarily for females, Lekhraj clearly drew 
upon the highly developed ascetic tradition 
of Jainism which flourished across the border 
in Rajasthan where Jainism had special 
monasteries for its female followers. 
Ideologically located within Hinduism, the 
sect however remained highly eclectic both 
in its transplant of a heterodox monastic 
order and in the enunciation of Hindu 
doctrines. Simplistically speaking, it foretold 
of an impending catastrophic end of this 
world and final destruction ot the ‘Kaliyug’ 
in the very near future. 'The existing time 
was declared to be an interim period when 
human beings were to radically purify 
.themselves to be reborn in the ‘satyug’ as 
enlightened souls. Purification therefore was 
the basic tenet of the sect. 

Central to the concept of purity was 
‘brahmacharya’ (celibacy), which in fact 
emerged as the core doctrine of the sect and 
v/as the strongest and most inclusive value 
of the Brahma Kumaris.' The Brahma 
Kumaris made a direct connection between 
sexuality and fall of the world. According 
to them transition from satyug to kaliyug 
occurs when sexual intercourse becomes 
part of the human scene. With intercourse 
arises the body consciousness - the rout 
of all other human evils and the primary 
cause of present miseries. This was a situa¬ 
tion which came suspiciously close to that 
of Christianity, as sexuality or sexual 
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imcTcuur^e per se nas nui oecn UHiuemnca 
in Hinduism. 

lnChri.stianity virginity was ranked higher 
than married life and it is only relatively late 
in the early history of Christianity thought 
that marriage came to he considered a 
sacrament.' Moreover, the concept of 
‘original sin’also comes closcrto the Brahma 
Kumari thought than the Hindu concept of 
‘pap’ (sin) which is a much wider category 
embracing hordes of sins. For this ‘original 
sin' women were held rcs|xmsible and were 
accepted by the Brahma Kumaris as the 
source of ail sexual lust. Therefore, the onus 
was on women to rise above their inherent 
sexual .selves to stem the downward slide. 
Male sexuality on the other hand was not 
primarily implicated, but it was certainly 
considered a contributor to the moral decline 
of the world. The only answer to this decline 
was the practice of celibacy. 

'Ilie concept of celibacy has a particular 
rooting in Indian cosmology and culture. It 
belongs to the mainstream tradition of sages 
and a.scctics who practised and preached 
celibacy asa pre-condition to the achievement 
of self-realisation. It was also a prerequiste 
to the monastic order of Buddhism and 
Jainism. Both male and female ascetics 
renounced their sexuality along with and as 
apartofthercnunciationoftheirrcproductive 
and productive activities. The Hindu tradition 
which essentially applied to mules, 
emphasised the control of .sexuality or more 
accurately that of semen, and equated its 
conservation to ‘shakti’ or energy and 
empowerment. It is this empowerment 
concept of brahmucharya which operates 
among the male wrestlers of north India in 
the context of body di.scipline.'* Gandhi, a 
contemporary of Lekhraj, was the one who 
applied Brahmacharya on a widescale 
both for males and females.' He used 
brahmacharya as a personal and political 
means of conserving energy and trans¬ 
forming it into power. Gandhi’s theory of 
controlled .sexuality was integrally connec¬ 
ted with his .search for shakti and national 
regeneration asa part of his theory of politics." 

Instead of shakti, Brahma Kumari .sect 
emphasised purity. There was no equivalent 
in the Brahma Kumari sect ol the Hindu 
belief, also accepted by Gandhi, that sexual 
self-control (withholding of .semen by men), 
itself was energising. Instead, the 
brahmacharya of the Brahma Kumaris was 
primarily located m the Hindu concept of 
purity and pollution. Brahma Kumaris 
considered sex as dirty, demeaning and 
prusonous, indulging in it was like carrying 
a “basket ol filth" on one’s head; inteicoursc 
was compared to w.iilowing in “sewer”.’ 
Except in her pre-pubertal state a woman 
was considered to be highly polluting. 
Celibacy therefore meant renunciation of 
sexual activity which was the basis of her 


pollution, signirieu in net mamage ana 
children, which bound her to this woild and 
created a position of inferiority as compared 
to the ‘devi status’ in her pre-piibertal 
manifestation." This purification alone 
allowed her to follow a course of 
enlightenment and spiritual salvation. 
Brahmacharya in the Brahma Kumari sect 
was therefore part of her cleansing process 
from pollution to purity to enable her to 
realise her spiritual self." 

This concept of celibacy with its 
overwhelming onus on women was to create 
an immediate impact upon the Sindh Hindus. 
And the Om Mandli was met with a most 
enthusia.stic reception specially from the 
Bhaiband community of rich merchant class. 
In fact, in a very brief span of time Om 
Mandi came to have fairly noticeable female 
following estimated to be around 3(X) at the 
time. All these femides had the express 
sanction of their families who were known 
to have encouraged them to join the sect. 
They were in fact admitted into the sect only 
after procuring written permission from their 
father or father-m-law, or husband or any 
other male mcmbei of the family who held 
the position of a guardian.'" The family 
members (specially mothers were greatly 
supportive of this move), took the decision 
on behalf of minor daughters orotherfemalcs 
to join the sect. Interestingly, the male 
followers, although wholly insignificant in 
number, were never asked to procure any 
such permission. Moreover, unlike the 
females they were interviewed extensively 
and ‘tried out’ before they were, admitted 
inside the sect." 

Quite clearly, the female exclusivity of the 
sect was preferred. The female following 
was also not confined to the middle aged 
or the old or primarily widows, who are 
known to ptovide the principal constituency 
of such sects and ‘gurus’.” It was drawn 
overwhelmingly from among the youthful; 
both married and unmarried as well as young 
widows." There were also a whole lot of 
‘very young impre.ssionable girls’, according 
to Dadi Manohar Indira and Dadi Nirmal 
Shanti (two of the oldest Brahma Kumaris 
who joined the sect in its formative years), 
who initially came with their mothers and 
were allow^ to stay put in the sect itself. 
These minor girls with their ages ranging 
from six to fourteen provided, according to 
the Dadis. ‘the loundations’ of the sect.” 
Their growing numbers necessitated the 
opening up of a boarding school in 
Hyderabad. 

The following of the sect came to consist 
of two kinds; the lay and the fully surrendered. 
Both look vow of celibacy as this was the 
basic doctrine of the sect. The lay members 
continued to live with their ‘worldly’ families 
but participated in all the activities of the 
mandli. The surrendered ones were those 


Who left their tamily Itte to testae m me 
mandli itself. Hie separate numbo- of these 
two categories of followers cannot be 
estimated but the fiilly surrendered formed 
the real core of the sect. Initially it comprised 
of the immediate family females of the 
founder along with a few young unmarried 
girls in their teens. The bulk of them however 
was formed, as indicated above, by the young 
female children who had been made over 
to the sect by their families. 

In fact, within a couple of months of 
setting up the mandli, in October 1937 
Lekhraj created an all women managing 
committee of the Om Mandli. comprising 
of his earliest disciples. It included his 
daughter-in-law Radhika, later known as 
Brijindraji; a young girl named Gopi, later 
known as Dadi Man Mohini, who came to 
occupy Brahma Kumari‘s chief 
administrator’s post; a 16-year-old girl Rama, 
now known as Dadi Prakshmani, who runs 
the Brahma Kumari organisation at Mount 
Abu. In keeping with the youthful character 
of its followers and this committee, Lekhraj 
appointed a young unmarried girl of 20 
years of age called Radha, renamed Om 
Radhe, who later came to be known as 
Jagdamba Saras wati, to head this committee 
As the head, although a nominal one, it was 
she who gave the formal permission to female 
aspirants who wished to join the sect. This 
permission sought in the name of Om Radhe 
read: “wc give permission to our daughter 
willingly that she may come to Om Mandli 
to drink the water of knowledge from Om 
Radhe, and for her to donate that nectar to 
others also”.'" 

The sect had obviously created a ‘space’ 
for females. Tiiis space did not go uncontested 
and unchallenged as I shall discuss later, yet 
it accounted for its immediate popularity, for 
it was carved out of the widely perceived 
religio-polilical and social requirements of 
colonial Sindh. 

II 

Syncretic Tradition: Breaches 
and New Emphasis 

Religio-politically, the sect was given 
shape at a time when the bid for separate 
identities and growing communalisation of 
Sindh were at its height. The deeply rooted 
syncretic tradition of Sindh, where beliefs 
and rituals were shared by Hindus and 
Muslims alike, stood seriously threatened. 
Popularly known as the “land of pirs" some 
1,25,000 “saints” were said to be buried 
here. Both Hindus and Muslims of Sindh 
shared for centuries the worship of pirs 
and holy spots which had mosques and 
temples built side by side. The pirs also had 
both Hindu and Muslim names. For ex¬ 
ample, Jinda pir was Khwaja Khizr, Udero 
Lai was Sheikh Tahir, pir Mungho was 
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Muggir pir, Rtya Bhaitharl was Lai Shahbaj 
Qalandar.'^ 

Yet, Sindh could not escape the growing 
community consciousness which several 
parts oflndia were experiencing in the 1920s. 
By i 930 s, Sindh wasafeitilefleldforvarious 
reformist activities ranging from that of the 
Singh sabha, Brahmo samaj, Arya samaj, 
shuddi movement, Tabligh movement. 
Ahmedias. theosophists and Mira move¬ 
ment.'* Thirties in Sindh were also witness 
to frequent Hindu-Musiim clashes and their 
exclusive claims to different places of 
worship.'* The growing resentment of 
sections of Sindh Muslims against Hindu 
moneylenders led to severe outburst of 
reprisals and confrontations. 

These were also the years when the demand 
foraseparate Sindh state was raised.*‘'Hindus 
fearing a Muslim majwity state which would 
play havoc with their numerical strength 
without the prop given by Bombay Hindus, 
resisted it. The demand was conceded by the 
British in the Round Table Conference 1932, 
and was given shape under the I93S Act 
which took effect in 1937. This was also the 
year in which Om Mandli was bom. 

The genesis of Om Mandli has therefore 
to be located in the .socio-political vulner¬ 
ability felt by the Sindh Hindus at a time 
when there was a breach in the syncretic 
culture of Sindh showing greater community 
self-awareness and emphasis, as also the 
sharpening of communal divides. In this not 
merely the Hindus and Muslims, but also 
the growing numbers of Guru Nanak 
followers who belonged to different tradition 
within the pluralist framework of the Sikh 
faith, played a part. 

The Guru Nanak followers in Sindh were 
mostly Nanak Panthis. According to the 
1911 Census, the majority of them were 
lohana by caste.’' Yet, their religious 
identities were fluid and equivocal and they 
frequently returned themselves in the census, 
as Hindus. However, due to social and cultural 
factors unleashed by the colonial government 
along with the work of the Singh sabha (a 
wide ranging religious movement, activated 
in the closing decades of the 19th century), 
a ‘Sikh identity’. purged of the great diversity 
in Sikh tradition had begun to be formed.” 
This was brought to a head in 1931, when 
the cen.sus authorities insisted upon stati¬ 
stical tabulation based upon separate 
religious identities and a clear distinction 
was made between the Hindus and Guru 
Nanak followers.” This strengthened the 
existing perception that there were steady 
inroads into the strength of the Sindh 
. Hindus and that Hinduism was in danger 
' of being encroached upon from different 
sides. 

It is in the perceived threatened position 
of Sindh Hindus, who never had very strong 
brahmanical religious influence,” being far 


away form the centres of brahmanical 
orthodoxy, that the emphasis of this sect (as 
shown later), on certain identifiable aspects 
of Hinduism and ‘Hindu’ identity specially 
for its female followers, has to be located. 
Moreover, women were considered more 
vulnerable to outside influences. In Sindh 
they were the greatest followers of the pir 
cult, which catered to their emotional and 
physical requirements stretching from 
quarrels in the family to curing ill-health and 
barrenness. The folk-tales of Sindh are replete 
with amorous Hindu women who were 
enamoured of the Muslim saints and wanted 
to run away with them.” 

In fact, not only in following the pir cult 
but also in their sartorial habits, there was 
nothing to distinguish between a Muslim 
and a Hindu woman of upper caste and class. 
The Sindh Hindu women in the 1930$ were 
given to wearing very loose payjamas with 
a short blouse on top and had their faces 
veiled.” This regional variation was shared 
by Muslim and Hindu elites. 

One of the first visible changes towards 
‘Hinduism* that the founder of the sect 
introduced was a dress-code for the sect's 
female followers which could effectively 
establish their Hindu identity as opposed to 
the one shared with Muslims. Lekhraj who 
was a regular visitor to Calcutta in connection 
with his jewellery business was aware of the 
changes that had taken place in the sartorial 
habits of the ‘bhadramahila’ (Bengali middle 
class gentle-woman). His close contact made 
him realise that sari and blouse worn by them 
was adistinguishing mark depicting 'national 
cultural identity’ which in fact was a 
predominantly Hindu one.” This sartorial 
change was introduced for ail the female 
followers of Om Mandali in preference to 
their traditional dress. Even the ‘ghunghat’ 
(veil) was not retained. 

Significantly, this was also the dress in 
which the Hindu goddesses were visualised. 
Raja Ravi Verma’s paintings and oleographs 
had played the most significant role in 
popularising this imagery. Even now no 
other dress except the sari and blouse can 
be worn by the Brahma Kumaris. A more 
recent innovation however seems to be the 
wearing of a long undergarment beneath the 
full sleeved blouse which covers the midriff, 
otherwi.se exposed to the view. In the 
oppress! veheat of summer, thisextra garment 
obviously becomes very uncomfortable. 
When I inquired about the possibilities of 
a convenient change of dress to a more 
comfortable and loose ‘salwar kameez' I 
elicited a shocked response from a Brahma 
Kumari. I was informed that it was the sari 
blouse, the dress worn by the goddesses, and 
not sal war kameez that they would be wearing 
in the coming satyug. 

For this dress c^e, the adoption of tlu 
colour white although clearly in emulation 


of the Jain ‘sadhvis' is not without 
significance. Adopted in preference to the 
acknowledged saffron of the renouiicer, the 
emphasis seem to be on celibacy, punty and 
control,” rather than on renunciation, a point 
which I shall elaborate later on. This choice 
was to arouse criticism as wearing of white 
remains traditionally associated with widows. 
However, as the Hindu widows in Sindh 
were generally known to wear red with black 
print.” this criticism assumes the form of 
a veiled attack on certain aspects of the sect 
which, although not articulated openly, were 
causing great offence. 

Criticism not withstanding, the change of 
dress not only established an outward 
visibility of ‘Hindu women’, it also gave 
their collective pre.scncc in the city of 
Hyderabad a visual impact far greater than 
their numbers. 

Ill 

Sindh Society: 

The Caste/Class Structnre.s 

The number of Hindu women or indeed 
that of the Hindus in Sindh wa.s not very 
significant as they formed a very small 
portion of the total Sindh population. In 
Hyderabad, however, where the sect was 
founded, Hindus were more concentrated, 
constituting nearly 30 per cent. Among these 
Hindus also it, was the lohana caste cluster 
constituting 47.12 per cent, which provided 
the social base of this sect.*’ 

The dcri vation ot lohana caste is somewhat 
obscure. The colonial administration 
classified them under the trading caste of the 
banias. They themselves traced their origin 
from the kshatriya lineage. Whatever their 
grouping in the traditional caste hierarchy, 
they were professionally primarily a business 
community." 

Among the lohanas, the two major groups 
were those of amil and bhaihand. It was irom 
the latter, the larger group, that this sect's 
followers were primarily drawn, thus making 
this sect both class and caste based. The 
amils were the hereditary caste group ot 
government servants who through their 
ability had established themselves as 
indispen.sable class of administrators to the 
Muslim rulers and had gradually entered all 
stale departments as clerks and officers." 
Bhaiband community was the leading 
community of lohana traders who rtisc from 
the position of hawkers of various gtards. 
I'he earliest trading articles they dealt in 
were the Sindh arts and crafts like calico 
prints, embroidery, specially in silk and gold 
threads, inlaid work in silver and gold, 
lacquer-ware, glazed pottery, etc. for which 
Hyderabad was rich. Since these artefacts 
were also known as ‘Sindh Works', thir 
subgroup of lohanas also came be knowr 
IS ‘Sindh Workis’. 
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I 

In the colonial period, the Sindh Workis 
' carried their wares to the European habitation 
centres and were known to make heavy sale 
and enormous profil.”Thcirtrading network 
outside India which were expanding rapidly 
during this time, ensured them huge profits. 
It is this network which gave rise to the 
popular saying that a Sindhi is found 
anywhere in the world, even in the remotest 
comer. “ 

Lohanas however did not remain confined 
to trading alone. I'hey invested heavily in 
moneylending and landownership.'’ As a 
caste group they formed a sizeable number 
of landowners among the Hindus of Sindh 
who unitedly conlnbuted 40 per cent of 
Sindh’s land revenue.’*They werealso major 
conirtbulors to Sindh's export trade in 
fuodgrairis. This export trade formed a much 
larger proportion ol total agricultural output 
in Sindh than of most other parts of India. 
With the result that when the world market 
collapsed in 1930s. they were much harder 
hit, specially as the public irngation system 
was opened in Smdh only in 1932. Tlie 
enormous fall in prices in the wake of 
depression created a slump in the market 
affecting all trading activities. '* The recovery 
of Sindh was slow and the market slump 
took a lot longer to lift in this region. 
Consequently, in the late I91()s, the earlier 
growing prosperity of this otherwise 
upwardly mobile group ol lohanas was still 
constricted and hazardous.’'' This fact 
substantially added to the socio-political 
crisis they were facing in Sindh. 

In .such aensis, women became the primary 
focus of interest and attention, as the 
maintenance ol status and rank remained 
associated with them. Symbolic of this crisis 
was the abduction ot Hindu women (and 
. children) for the purposes of forcible 
conversion Irom late 1920s onwards.'*" This 
reinforced the extreme vulnerability felt by 
the lohanas. Tiieir declining position made 
them conscious not to slide into a lower rank, 
which seemed inevitable in relation to their 
females, specially in case of their marriage 
into a lower status group in this prolonged 
crisis period. Safeguarding of females, their 
virtue and chastity, therefore, not merely 
created a great anxiety among lohanas, it 
also assumed an urgency at this time as they 
became a crucial index of signifying the 
distinction between upper and lower class 
lohanas. 

Structurally, lohana's .social system 
divided them into vanous sections and made 
them extremely status conscious. Like 
certain other high status and aspiring groups, 
specially in north and north-ea.st India, 
lohanas followed hypergamy which came 
closest to the kindexi.siingamongthe paiidars 
of rural Gujarat, .is described by David 
Pocock.'" Hypergamous classification in the 
caste, severely affects the marriage relations. 


For example, amil lohanas who formed a 
hypergamous subdivision of the caste, would 
take brides from but would not give brides 
to other lohanas. The result was that while 
amil parents were in position to stipulate for 
a substantial dowry with the bndc selected 
for their .sons, they found the bestowal of 
their daughters increasingly difficult and 
expensive.^* Expectedly, therefore, when a 
bhaiband wanted his daughter to make an 
hypergamous alliance by marrying into an 
amil family, he had to pay very substantial 
dowry. 

Moreover Sindh was further traditionally 
divided into three parts.*’ The cultural 
differences among the people of these regions 
in habits, manners, cu.slom, dress and even 
the dialect were variexl.Thesedislinct regions 
determined the limits within which marriages 
were normally contracted. This also meant 
that there was a classification and creation 
of various strata of places and people with 
who and it here marriage could not be 
contracted without losing one’s .status. 
Another such criterion established was in 
the urban and rural areas as well as between 
Hyderabad due to its hallowed position and 
elsewhere; Hyderabad) lohanas would nut 
contract marriage with outside lohanas, 
notwithstanding their status category. 
Hyderabad therefore possessed even town 
endogamy. 

Town life was perceived to be more 
comfortable and civilised, its inhabitants 
therefore did not like to marry theirdaughters 
m villages. A resolution of the panchayat 
of 52 villages passed in 1886 reveals the 
extent of limitation on selection of matches 
created by the dittcrence between village 
and town life: 

We the panchayat of this Pargana (social 
district Nawab Shah) have resolved that no 
peisun shall contract marriage with a person 
of the town of Halani, Bhilani, Kandiaro. 
Noshahro, Bhina, Tharushah. Dahhro. 
Ranipur. Gaubat, Khairpur, and Lukman, as 
the people of above town felt it contemptuous 
to give their daughters to the people of 
villages.'*' 

This was undoubtedly a move to repudiate 
inferiority associated with villages by 
withdrawing from an asymmetrical exchange 
which defined them as inferior, same as the 
lower lung of Rajputs of Kangra were 
attempting between 1930 and 1955.*' 

IV 

Marriage Pattenn: Class and Caste 

All these considerations and social 
restrictions not only made marriage difficult 
to arrange, they also had a direct bearing 
upon thedowry system which came to acquire 
elephantine proportions. Dowry was not 
merely a single transaction at the time of 
wedding, but embraced pre-marriage. 


marriage and post-marriage transactions. 
Many people paid cash equivalent to avoid 
payment in kind. The highest amount in 
money equivalent was considered to be 
Rs.20,000 in 1930s.** The rough estimates 
put it higher as “rates of different grooms, 
according to their profession and socio¬ 
economic status were fixed.*’ Moreover, the 
number of ornaments given in dowry 
indicated the status of different families. 

In fact, during the colonial period, lohanas 
(both amils and bhaibands) came to be 
classified according to ‘Pabrani’, which 
denoted a particular standard of dowry 
adopted by a particular family.** A specific 
amount was prescribed by each village for 
.single Pahrani and a family of the standard 
of three Pahrani paid by way of dowry thrice 
the amount paid for one Pahrani. The society 
was divided into classes of 3, 5 and 7 or 
double: 14 Pahrani; and each section 
generally contracted marriages with asection 
of its own standard. The practice of Pahrani 
not merely showed the institutionalisation 
of dowry but also an attempt to control it 
through imposing certain norms for dowry. 

This lohana classification was adopted by 
all its sub-castes, specially the priestly castes 
without exception as well as the artisan 
castes. The menace of dowry grew so much 
that various panchayats tried to curb and 
regulate it but to no avail. The Sind Act XXI 
of 1939 which tried to consolidate the 
panchayat decision and make it legally 
binding also failed miserably.*’ In fact, not 
merely, panchayats,but al.sodifferent reform 
movements (arya saniaj and Singh Sabha) 
which addressed this problem failed to curb 
this practice in Sindh, just as in other parts 
of India.’" 

Among the lower strata of lohanas, 
marriage by exchange was common. 
However, once a family adopted a torm of 
marnage by exchange, it was considered a 
family of low status and stamped with 
degradation which would take quite a fev/ 
generations to pass off. Other families among 
lower classes of lohana as well as other 
ca.stcs. who had no girls to give in exchange, 
generally resorted to marriage by purcha.sc 
even from non-Sindhi families.” 

The result of this whole system was that 
the wealthier .sections ultimately were unable 
to find hypergamous matches lor their 
daughters and showed a scarcity of‘dc.sirable’ 
groom but a bride surplus. The lower classes, 
on the other hand found it difficult to procure 
girls. They rc.sorted to marriage by exchange 
or purchase and showed growing scarcity of 
girls. Most folk-tales of Sindh depicted the 
low class/caste situation in which the 
marriageable girls were few and it was 
considered an achievement to win over a girl 
in marriage.” In terms of actual numbers 
also the female population among the Hindus 
of Hyderabad fell far below the total number 
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of male population: 89,078 females to 
1,09,606 males’’ 

Consequently, among lower class lohanas 
in many villages, males remained unmarried 
owing to wide prevalence of hypergamy and 
scarcity and purchase of women. Similarly, 
females from upper classes due to hypergamy 
and demands of dowry were finding it more 
and more difficult to marry at ail. They either 
married at a very advanced age or remained 
unmarried.” These two ‘trends’ which 
became glaringly noticeable among the 
lohanas during the colonial period, however, 
appeared to have been established much 
earlier during the 16th-17th centuries.” For 
when a caste was divided into sections of 
different status, the parents were obliged to 
marry their daughters into an equal and 
higher section. If they married her beneath 
themselves they were reduced to the status 
of the section in which theirdaughter married. 

The situation among the lohanas was 
aggravated by the number of females which 
overwhelmed that of males (unlike in the 
total Hindu population); out of a total 
population of 93,625 lohanas in Hyderabad, 
there were 46,171 males and 47,4.54 
females.” This fact al.so reinforced for 
females an unmarried status or at best a very 
late marnage. Although total number of 
such females cannot be estimated, the 
interviews revealed the existence of un¬ 
married daughters who were a constant 
source of worry to their parents.” 

The number of such single women was 
increased by the existence of widows in the 
family, whose number again cannot be 
ascertained. The lifestyle of Sindh Workis 
constantly travelling to different lands and 
exposure to all sorts of climates and diseases, 
not infrequently, proved fatal leaving widows 
of different ages. Widow remarriage as an 
institution did not exist among the twice 
bom castes of which lohanas were a part and 
very rare instances aroused caste indignation 
and a lowering of status. However, in lower 
castes, it was a common custom for the 
widow to many her deceased hu.sband's 
younger brother or even an elder brother.™ 

V 

Female Sexuality: 

Folklore, Myth and Control 

Unlike the lower caste groups, among the 
lobana bhaiband community, the lot of 
women left behind by their migrating male 
members for considerable periods of time 
in pursuit of trade and business, spoke for 
a very repressive system in which female 
movements were greatly restricted outside 
the home. Such male migration left their 
households either headed by old parents or 
just the old matriarch. Female hierarchy and 
a close control led to frequent domestic 
quanels among women themselves creating 


the stereotype of a Sindhi woman who 
quarrelled all the time. The innumerable 
stories of mother-in-law and daughter-in- 
law quarrels are also common, though not 
exclusive to this region. 

High caste and class seclusion of woman 
in conjunction with migrating males of a 
joint family placed a more pronounced 
emphasis on female sexuality and the need 
to guard it. Women who had to be controlled 
sexually were not merely the wives but also 
daughters who.se virginity had to be guarded 
The latter assumed an urgency in view of 
their advancing ages and late marriages or 
no marriages at ail. Significantly, the 
betrothal of girls was at 6 or 7 years of age 
and marriage at 12 or at theon set of puberty.'” 
Therefore, once a girl crossed puberty, she 
was already considered in an advanced age 
group. The following of the sect among the 
mid-teen unmarried girls, as given above, 
is therefore very significant. 

It is to be noted that the question of 
sexuality of high caste/class females assumed 
an entirely different form among the lower 
classes and castes; which may explain why 
the sect's popularity remained limited to the 
upper classes only. This was despite the fact 
that these groups shared with the lohana 
caste group a high degree of male migration 
outside Sindh m connection with trade and 
business activities. In fact, the ever growing 
business of the lohanas had meant 
employment ot managers, clerks and even 
ordinary .servants from among the Sindh 
Hindus of lower castes and classes, who 
were recruited from all over Sindh. Talking 
about them. R Huges Thomas wrote in 1855; 
... it is not unusual for a husband to return 
back after a lung sojourn m foreign lnnd.s 
and find his wife with a small family of her 
own. The offended party, however, seldom 
allows these incidents to interfere with the 
domestic tie." 

Instances of this kind also existed in 
colonial Haryana, among the peasant and 
lower castes, where the essential productive 
and reproductive role of women had assured 
them a liberal sexual climate.'" But among 
the upper caste and class lohanas of Sindh, 
where women’s productive functions were 
not important, the universally important 
reproductive functions had to remain licit 
and of siKially recognised father. 

In Sindh therefore lohana women’s non- 
involvement in any productive process 
(except home) put a great deal of pressure 
upon her reproductive functions. The social 
pattern of three years absentee husband who 
came bark for six months only, meant that 
women must be able to perform her re¬ 
productive role within this period: she must 
conceive during this time or a barren three 
years period would follow. Moreover, the 
fact that this conception must be of a son 
became an overriding concern in the society 


as girls in this socio-economic milieu wen 
a burdensome presence in more thstt one 
way. 

Thc.se pres.surcs and demands upon a 
woman’s reproductive functions, only 
increased the suspicions regarding her 
sexuality The insecurities of migrant males 
had rcinfotccd a familiar stereotype of a 
sexually starved woman nut to satiate herself 
at the first opp^.irtuiiity. Iliis inherent fear 
of female sexuality, not exclusive to Sindh, 
was nevertheless enhanced manifold in the 
social milieu of absentee husband/male in 
colonial Sindh. 

This sexually promiscuous woman who 
could not he controlled was also reflected 
in the mythical folklore surrounding the 
iwpular cult of pirs. For example the myth 
surrounding l.al Shahbaz Qalandar, the 
foicmost pir, worshipped by Sindh Hindus 
reflected and strengthened this belief greatly. 

Lai Shahbaz Qalandar was in fact the first 
important sufi saint in Sindh to he 
worshipped. Along with Jhoolcy Lai, he was 
the most revered pir for the Hindus of Sindh. 
Known as Mast Qalandar he was boni pir 
Usman Shah in Marwand in Afghanistan in 
1143 .md laicr on came and settled dtiwn 
in Sehwan in Sindh. Tlic Hindus of Sindh 
regarded him as the incarnation ol Bharthari, 
the saintly brother of king Vikramaditya 
who IS believed to have worshipped Lord 
Siva , 

Thestory of Kaja Bharathan is widespread 
in the whole ol northern India and forms a 
part ol the .stories included in Simhasan 
Battisi and Baital Pachisi. which recount 
stones of Raja Vikramaditya of Ujjain.“ 
This story forms a part of the general theme 
of stories dealing with ‘triya charitra' 
(women’s wiles) and goes back both to the 
folklore as well as the Indian narrative 
literature. 

There arc two popular versions of the 
story, both of which show deceit and 
treacheiy of the wile. In one version. Raja 
Bharthari gives the fruit of immortality to 
his wile Pingala. The wile gives it to her 
lover. The lover givc.s it to a prostitute of 
whom he was enamoured. Hie prostitute 
hoping for a big reward gives it to the king. 
Rhaithan then renounces the world and 
becomes a ‘sadhu’ (mendicant) leaving his 
kingdom to his brother Vihramaditya.**’ 

The more popular version of the two shows 
Bharthari to he away and in his absence his 
brother Vikramaditya ob.serves his sistcr-in- 
law (Bharthaii’s wile) in the embrace ol 
another man Tlie wife in sel f-dcfence accu.ses 
Vikramaditya of sexually assaulting her. 
Bhanhari expels him. Later through a strange 
set of circumstances Bharthari di.scovcrs her 
infidelity. He calls back Vikramaditya who 
forgives his elder bruthei’s wile Bharthari 
however renounces his kingdom and 
becomes a sadhu.*'* 
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organised.** Existence of this power stnicture 
has blurred the distinction between the 
‘worldly’ and the ‘spiritual family’ even 
more. A recreation of this power hierachy 
has meant a greater surveillance and control 
over younger female adherents, not 
necessarily in matters of spiritual growth, 
but essentially in sexual ones, as celibacy 
remains a pre-requisite to spiritual growth. 

VII 

Use of Hindu Imagery: 

Resultant Tension 

In the colonial period, the attempt to 
sublimate female sexuality proved proble¬ 
matic. The sect in a bid to resolve this sexual 
tension carried it inside, only to be condem¬ 
ned and prosecuted for it later on. 'This 
contradiction between the need and attempt 
to control female sexuality has to be under¬ 
stood in the socio-cultural traditions it drew 
upon, with its diversity of conflicting symbols 
and meanings. These could be interpreted 
in a variety of ways and therefore contested. 

The sect used the Hindu mythological 
symbolism and imagery in a most revealing 
way which highlights the contradictions of 
this society in dealing with matters sexual. 
Tlie sect cmphasi.sed Hinduism by adopting 
the Hindu triad of Brahma, Vishnu and Siva, 
however with a significant difference. There 
was an amalgam of the three gods into the 
person of the founder. Brahma was identified 
with lyekhraj to the extent that he was called 
‘Brahma Baba'. Like Brahma, who in Hindu 
mythology created the world, so did Lekhraj. 
His followers called Brahma Kumaris and 
Brahma Kumars were reborn through the 
knowledge he enunciated. Vishnu in 
Lekhraj's vision had already announced 
himself as identical with Lekhraj. Moreover, 
as mentioned earlier, it was Lekhraj who was 
to be reborn as Vishnu in the satyug. Finally, 
the visual manifestation of the founder was 
an illuminated Siva-'lingam’.” 

Approach to these theological symbolism 
was through ‘bhakti’ or devotion. A throw 
back to the medieval period, bhakti stressed 
the emotional and personal worship of 
Knshna to achieve complete union with the 
divinity, through unconditional surrender, 
which was sexually symbolic. Brahma 
Kumaris, in keeping with the ‘raslila’ 
tradition of bhakti, engaged in ecstatic dances 
and songs. Based upon voluntary self-denial 
and renunciation of one’s sexuality, it elicited 
a kind of cathartic bhakti exemplified by 
loud .singing and dancing in which Brahma 
Kumaris were but ‘gopikas' in the bhakti 
tradition of northern India, who established 
an idealised relationship with the divine 
other by an orgasmic shaking of the body. 
In this raslila it was Vishnu in his Krishna 
avtar (incarnation) who was the focal point 
of devotion. Yet in the Brahma Kuman sect. 


it <fas Lekhny who personified Krishna.** 
Even in popular memory. It was Lekhraj 
who performed raslila with himself as 
Krishna and the Brahma Kumaris as 
gopikas.*^ Significantly, Lekhiq), in keeping 
with the other male bhakts did not constitute 
his body as a feminine (wie,** but retained 
a masculine one. He was clearly not acting 
from the position of a devotee but had got 
elevmed to personify the god himself. 

This identification was to create enormous 
problems for the sect. In its symbolic 
celebration of non-maritai sexual relation¬ 
ship, the two roles of the father and lover 
got assimilated into one. Symbolictdly, the 
object of bhakti was attainment of union with 
the deity/lover. Yet with Brahma Kumaris 
this place was appropriated by the pita 
(father). The father transgressed and became 
the lover. This at once took on a strong 
Freudian overtone as the female bhaktins 
were assimilated into the sect symbolically 
with a figure representing both her father 
as well as her lover. This was a clear trans¬ 
gressive notion of the sexual avoidance 
and acceptance role patterns and rela¬ 
tionships. The explicit centrality of these two 
roles as one did not translate into benign and 
protective presence but rather of a menacing 
sexuality of essentially humankind. 

So what was for the sect, a way to 
Hinduisation of the ‘masti’ of the pir Mast 
Qalandai** by drawing on bhakti tradition 
and an attempt at channelising sexual energy 
from the physical to the symbolic level 
(through raslila), became in the lay eyes, an 
overt display of sexuality and therefore a 
very potent reason for its opposition. 
Moreover, the upper class north Indian 
society, despite a strong tradition of bhakti, 
had remained suspicious of ecstatic dances 
and singing which in their minds remained 
associated with degenerate practice and 
with low castes.'* Understandably, therefore 
the raslila invited a lot of public flak and 
censure. Consequently this aspect of bhakti 
had to be given up by the Brahma Kumaris. 
And once thp sect shifted to other parts of 
post-independent India, the raslilas were no 
longer heardof. The Brahma Kumaris (except 
the Dadis) now firmly deny that raslilas 
ever took place or were an intrinsic pait of 
their bhakti observance in the coloni^ past. 

Apart from the raslila, iconographically, 
the yogic concentration point of the sect was 
the lingam, sh<'wing a sexual symbol of their 
birth that was not only the progenitor of the 
daughters but also the ultimate unifier. These 
two were mutually interacting images which 
portrayed the ambivalence of the sect, unable 
to successfully project asolution to thecontrol 
of female sexuality. 

In the hierarchy of the three gods; Brahma, 
Vishnu and Siva, it was Siva who was placed 
at the apex, specially as Siva was the most 
important deity among the Hindus of Sindh. 


Aldmugh, Siva is certainly the divine arche¬ 
type of die sexual renouncer, the ascetic 
among the gods, he also imbibes in himself 
the two extremes: ascetism and eroticism.*' 
This focus again created a kind of amop- 
horous understmiding of the core revm^ 
dei^, thus opening the sect to vuied impli¬ 
cations specially those concerned with 
sexuality. 

In fact, the sexual motif of the sect along 
with its central doctrine of celibacy emerges 
particularly strong. Located as it was in the 
socio-mythical contextin which women were 
accepted as sexually promiscuous, the 
exercise of self-control under the authority 
of a ‘three-in-one’ father became highly 
suspect. The ambiguity of the sect contributed 
largely towards this perception which was 
greatly strengthened by freely circulating 
rumours centring upon licentious living 
inside the ‘ashram’.**These rumours signify 
the perception of the sect registered at the 
popular consciousness, which may or may 
not have a relationship with the reality of 
its existence, ideology and belief system.** 
Nevertheless, the image of the sect which 
percolated down contributed substantially 
to the opposition of the sect which mounted 
even as its membership arose. 

vin 

Growing Opposition: 

Contradictions in the Sect 

Underlying the percei ved sexual overtones 
of the sect, which provided the major thrust 
of opposition against it, were other socio- 
religious contradictions. For instance a 
restraint of sexuality could be valorised only 
in a morally acceptable structure. In order 
to create this structure the sect attempted to 
reconcile two separate and somewhat 
contradictory worlds; world of the house¬ 
holder and that of the renouncer. The 
heterodox tradition of ascetics which the 
founder had adopted for his sect, posited the 
householder as opposed to the renouncer. In 
these ascetic sects the renunciation was 
essentially a negative state constituting an 
anti-structure to life-in-the world.** The 
renouncer, renounced both his productive 
and reproductive activities, which led him 
to be truly independent of the familial/social 
ties and structure and separate him from his 
opposite, the householder. 

The Brahma Kumari .sect, while adopting 
the former did not entirely negate the latter. 
As a ‘true family’ outside the family, it did 
not reproduce the totality of a monastic order 
and thus assumed a threatening rather than 
a non-threatening presence. For instance, 
although the followers renounced their 
natural families, sexuality, reproductive and 
productive roles for the ‘true family’ of 
Brahma Kumaris, they retained an inexplic¬ 
able attachment to their material assets 


Economic and Politicai Weekly August 24-31, 1996 



available as jewellery or property or other 
forms of wealth which they possessed as 
•stridhan*. According to the Hindu law 
operating in Sindh (Bombay Presidency), 
Stridhan was an absolute estate and as an 
absolute owner, a woman could dispose it 
of as she liked.'* The instances of women 
having gone over to the mandli with all their 
jewellery,’* showed a materialist contra¬ 
diction in the otherwise spiritually ordained 
ascetic sect. Significantly, the high class 
Hindu women of Sindh, both married and 
unmarried, were as a rule kept loaded with 
jewellery.’" This had not only acted as a 
status symbol, but in the case of married 
ones, as a compensatory gesture of the 
migratory husband. 

There were also widows who having joined 
the mandli were demanding a division of 
property to claim their share.'* In colonial 
Sindh, a widow who succeeded to her 
deceased husband's estate (in the absence 
of a son, a son’s son, a son’s son’s son), had 
the right to claim a partition of the joint 
family properly. However legally she was 
barred Irom making over this property, 
known as the widows estate, which was 
essentially a limited estate, over to the sect. 
Alienation of property specifically for 
religious purposes was specially allowed 
only in relation to the performance of essential 
and obligatory ceremonies of the deceased 
owner or to conduct his spiritual welfare. 
There could be no alienation of property for 
a widow’s sole spiritual benefit or as a gift 
to her guru.”' But she could, certainly make 
over the income of her estate to the .sect: she 
had full legal right on it. 

This self-assertion of some females in 
financial matters created a great deal of 
tension and strife for their family members, 
specially as the sect placed the female 
followers outside the controlling hand of the 
family. Con.scquently, Lekhraj was ap¬ 
proached by the affected families to remedy 
matters relating to assets and property, but 
he rcfu.scd to intervene in what, he declared, 
was an entirely private matter.'”’ It was seen 
as the failure of the sect to honour the ethical 
codcof ascetics. Opposition gathered strength 
as the financial demands were put down to 
the influence of the mandli itself, which was 
to be the benefactor. 

These financial contributions to the sect 
were dircly needed as the housing, clothing, 
feeding of the growing number of followers 
of the sect demanded more and more money. 
Lekhraj, although a rich man, had stopped 
his lucrative business in jewellery to devote 
him.self full time to the sect. There was also 
no other source of income. The sustenance 
Came from thccontnbution.softhe followers’ 
families. The rich bhaiband community was 
well known to set aside a certain percentage 
of their business profits for purposes of 
charity The donations through ‘gupt daan' 


(secret charity) are openly acknowledged by 
the Brahma Kumari even now. A large 
number of rich Sindh families are known to 
contribute considerable amount of money to 
the sect, in keeping with the tradition of 
giving daan, maintained conspicuously by 
the trading/commercial and business 
communities of India.'®* 

I was however, informed that the real 
source of the sect’s financial asset comes 
from the contribution of the lay members 
which merely amounts to 10 paisc to one 
rupee per month. Collectively this is claimed 
to run into lakhs of rupees. According to 
Lawrence Babb, financial contribution also 
comes from the Brahma Kumaris who Join 
the sect along with the ‘equivalent of their 
dowries’."" This dowry can be assumed to 
be a financial contribution which a natal 
family can afford to make rather than the 
market demands of dowry satisfied by the 
bride-givers. Although some financial 
contribution from the followers or her family 
arc expected and accepted, it is not clear 
whether those families who make over their 
girls to the sect in their childhood also make 
some financial contribution, or any con¬ 
tribution, if at all. This aspect involves 
unravelling the internal structure of the sect 
specially from an insiders point of view, 
which I was unable to penetrate. This view 
may very well remain elusive given the high 
secrecy of the sect on matters relating to its 
structural existence. 

Although, no satisfactory answers to the 
ostensible wealth of the sect may he found, 
what is obvious is that a lot of it went into 
providing a very comfortable living to its 
inmates."*^ In the spiritually ordained 
supposedly a-social world, these inmates 
were not exactly living an austere life.style. 
To the joyous life of singing and dancing 
was added the attractions of a sumptuous 
cuisine which had become the talk of 
Hyderabad."" Intercstingly, these sumptuous 
meals, which arc retained still, have become 
an asset which attracts rather than repels the 
potential followers and their families 
specially among the lower middle class the 
major rccniiling constituency of the sect 
now. 

In the late 1930s however, the opposition 
to the sect kept on mounting. Most violent 
reaction came from the side of the husbands 
whose young wives had been given 
permission in their absence to join the mandli, 
or attend it.s ‘satsang’ as lay followers. A 
great deal of noise was made that under the 
influence of the sect and its doctrine of 
celibacy, tho.se wives were refusing to have 
.sexual intercourse widi the husbands. Clearly, 
the concept of celibacy was welcome for the 
unmarried and widows but not for the 
married, whose sexuality needed to be 
controlled and withheld but not from the 
legitimate consumers. In the stubborn cases 


this resulted in women being turned out of 
the house by their husbands and/or the 
husbands eventually remarrying One 
husband was also known to have instituted 
a law suit for the re.stitution of conjugal 
rights. The official biography lends to 
valorise .such ca.scs where women refused 
to go back to their husbands."* This was 
clearly done as an laie to the sect itself, as 
the account remains ambiguous on the 
fate of such women. The refusal of women, 
whatever their number, certainly indicated 
an active agency stipulated among them. 
From pliant consenters, who came into the 
sect through the permission ol their male 
guardians, the .sclf-a.s.sertiun and self-control 
surfaced at least among some ol its members. 

Ca.scs relating to the widows and unmanned 
females are far more clear and unequivocal. 
There was no such vociferous opposition 
from the families of the widows or unmarried 
females which was ofticially recorded. A 
few voices raised in relation to the latter 
were declared to be due to the prc5.surc 
cxcrci.scd by the opponents of the sect. .Some 
of the minor girls as a result, were recalled 
by their families, but later sent back."" Other 
families refused to oblige or get pressurised. 
They were consequently threatened with 
social boycott, but without any succc.ss. 

The community pressure however kept 
on building up."* The opposition ultimately 
galvanised in an anti-Om mandli committee. 
This was followed by a direct controntation 
between the mandli and anti mandli fol¬ 
lowers. Picketing of the mandli followers 
was affected; the building housing the 
organisation was put to tire; media was 
roped in to denounce the mandli activities; 
local newspapers like the Sintlli Ohxerver 
wrote critically against the mandli and its 
founder. 

When the situation got out of control, 
Lekhraj decided to shift the inundh head¬ 
quarters from Hyderabad to Karachi, where 
he purchased five bungiows to house his 
followcis. The opposition to the sect con¬ 
tinued in Karachi but in an apt arently abated 
form, as neither was the concentration ol 
Hindus nor their articulation as strong as in 
Hyderabad. Moreover, the whole is.siic 'vas 
overtaken by events which were throwing 
up socio-political convulsions. In fact, not 
much is known of the sect after its shiltagc 
to Karachi except that the low keyed mandli 
kept on expanding slowly, although Karachi 
itself was left untouched It was Hyderabad 
which remained its recruitment ba.se as 
Lekhraj adopted the practice of sending his 
mo.st committed and tnis'cd Brahma Kumaris 
back to their home town and even to their 
own families to make fresh recruits. Even 
structurally therefore, the break ol the sect 
has never been complete with the lay world 
The sect remained in Karachi even after the 
partition. It was only in 1950 that they came 
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to India to make its hcadquaners in Mourn 

Abu, Rajasthan. 

IX 

Contemporary Concerns: 

A Continuing Relevance 

Mount Abu showed an entirely different 
soil and society. In fact, there was no 
replicating of the .Sindh society anywhere 
in India. The Sindh diaspora had removed 
the major constituency of the Brahma Kumari 
sect. Tins realisation compelled a change in 
emphasis of the sect’s preaching and stand. 
The three years that the sect had remained 
in Sindh after the partition hud introduced 
a new dimension in the sect. This sect, self- 
confessedly born in opposition to the effects 
of westernisation, Islam and Christianity, 
which had 'corrupted Hindu way of life’,"” 
came to incorporate the ‘Paigamhar’ in the 
fold of divine beings."" Religious differences 
and guards were being obliterated. Once the 
sect was in India, yet greater accommodation 
became visible with the inclusion of Christ 
within the fold of the sect. So much so that 
designation of each year, earmarked for 
celebration represents different religions. 
For example, 1994 was designated as the 
year of ‘the angel' or the ‘farishta’.'" 

Moreimportantly, thuoft-repcated phrase, 
'samay ki mang’ came to possess different 
connotations; the Brahma Kumari sect star¬ 
ted to be projected as an answer to the prob¬ 
lem of a run away population and that of 
ensuring the much needed peace in the world 
through sexual self-restraint and concept of 
brotherhood. This new orientation of the 
sect neatly dovetailed with the national and 
international concerns. The projection of 
world peace in the aftermath of second world 
war holocaust, the traumatic partition of 
India and the on.sct of the cold war situation, 
was self-evident. The {Mpulation control 
similarly was a dire need. Indeed, it was on 
the national agenda of an independent India. 
A population which ate up resources and 
outstripped any national growth rate was 
seen as dcstablilising Indian society and 
polity. Anxiety about population explosion, 
specially in thethird world consuming earth's 
limited resources and creating a world crisis, 
.soon a.ssumcd an inicmational dimension. 
In such a situation, the Brahma Kumari .sect 
not merely projected this concern but also 
a stiategy of population control through a 
control of female sexuality ; a strategy which 
echoed the onus put on women in .all the 
national and international population control 
programmes and planning. 'This shiftage of 
emphasis has proved highly beneficial to the 
spread of this sect and its internationalisation 
which began in 1971."’ Currently it is 
reported to have more than 300 centres 
abroad in Hong Kong, Japan, the UK, 
Germany, Australia. Canada, the US. Brazil, 


West Indies and mote recently in Russia as\ 
well. It also boasts of 1,500 branches in 
India. Details of this shiftage and consequent 
expansion are outside the scope of this paper. 
Yet it may be mentioned that the substitution 
of world peace as the chief goal of the sect 
has introduced a contradiction in the Brahma 
Kumari’s essential philosophical premise of 
imminent destruction of the world as a 
prelude to the heralding of the satyug, for 
which the Brahma Kumaris have been 
preparing themselves since 1937. 

Contradiction notwithstanding, the 
concept of celibacy, as the core doctrine has 
remained an intrinsic part of the sect. It has 
even acquired a new acceptability in view 
of the growing problems of population and 
AIDS. In relation to the control of female 
sexuality also it has remained relevant. This 
continued relevance necessitates a comment 
on the contemporary ex istence of the Brahma 
Kumari sect, which has undergone a 
spectacular growth rate in post-independent 
India. The real expansion of this sect is 
among its lay followers calculated to be 
anything from 3 to 5 lakhs though far less 
among the still small number of l,0(X) to 
1,300 surrendered Kumaris, This following 
is drawn from all the segments of urban 
middle class. Cleat ly the sect has broken 
away from its limited high class and caste 
complexion of the colonial past while 
retaining its urban base but without opening 
out to the lower castes.'" 

It is difficult to pinpoint the motives which 
are prompting such heterogeneous sections 
in joining the sect or forming its lay following. 
Their motives arc admittedly complex and 
throw up different aspects of control of 
sexuality which were also visible in the 
colonial period. To sum up, the core doctrine 
of celibacy, for instance, assumes a different 
meaning: (a) for single woman, where it 
institutes a control outside the natal family 
which cither acts as a repression or offers 
a space which allows them to honourably 
stay chaste and single, permanently or 
temporarily; (b) for young married women, 
where the denial of sexuality can cause 
tension with the husband; (c) for older women 
or widows who have fulfilled their repro¬ 
ductive roles, where celibacy may index 
growing spirituality, where society approval 
isgainedand (mure recently), where husband 
.seek similar goals of sexual self-control and 
sublimation. 

In the contemporary period, these com¬ 
plexities not merely remain, they also deepen. 

I propose to show this by taking up certain 
ca.se studies which throw up intricacies of 
i.s$ues involved and their hidden and not so 
hidden dimensions even more sharply to the 
forefront. 

The first case is that of the wife of a police 
station officer, Sardar Singh, in Delhi, who 
I came across more than two decades ago. 


She and her minor daughter wete avid lay 
followers of tire Brahma Kumari sect. She 
was most enthusiastic about reaching out to 
the other mothers of daughters as potential 
followers. It was in contact with her that I 
first realised that the sect emphasised the 
no-sex but not necessarily the no-mairiage 
concept. My recent field work also confirmed 
the current attempt of the Brahma Kumari 
to project the sect merely in its anti-sex and 
not in an anti-marriage image. This anti¬ 
marriage thrast is blunted apparently in 
deference to theexisting widespread criticism 
of the sect on this ground. She also repeatedly 
negated the anti-marriage stand of the sect. 
Perhaps to appease any such fears. Her own 
daughter was somewhat handicapped, having 
been affected by polio in her chil^ood. This 
daughtereventually went on tomarry, though 
a little late by her family and community 
standards, having been provided with a huge 
dowry. 

Clearly, till the daughter married, her 
sexuality was safeguarded and contained 
through the sect. It was ideologically 
controlled in the days when middle classes 
arc finding it difficult to talk about sex to 
their children; when the age of marriage is' 
going up; when the problems of dowry are 
increasing and the difficulties of getting a 
suitable boy arc enormous, if perchance the 
daughter had not married, her single status 
as a potential or full Brahma Kumari, as in 
the case of a rich industrialist family of 
Sindhis in Bombay,"' would have been 
understood and accepted by society. Here 
is a sect which assures females a space, 
temporary or permanent, as the case might 
be. llie ultimate goal of marri age may remain 
tantalisingly intact, yet suspended, till such 
time as ‘passing of the marriageable age' or 
rejection of it by the female concerned, as 
I shall show in other cases. In a way the sect 
also provides a useful way of socialising of 
young girls specially towards their marriage, 
in making them pliant, obedient and non- 
demanding, both in sexual as well as in non- 
.sexual matters. 

In this early socialisation, mothers play 
a crucial role. SigniBcantly, mother and 
daughter/daughters are an important combi¬ 
nation among the lay followers of the sect. 

I saw a lot of young children mostly girls 
with their mothers or as part of a family unit, 
including the father, attending the Brahma 
Kumari centre’s activities in Delhi. The boys, 
if any, are either toddlers, or just above that 
age. On being questioned about the where¬ 
abouts of their sons, the general answer was 
that they were out playing. 

Yet, one of the more troublesome and 
fluid category of the Brahma Kumari lay 
followers is and has been that of young 
married women. At one level, she is 
undoubtedly supported by her husband, as 
seen in the mother-daughter combine or the 
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whote tamily uecoirong i«y memocrs ui ure 
sect. But so far as her vow of celibacy is 
conwmed, it may still be contested by the 
husband, as in the colonial past. A recent 
occurrence in Agra narrated to me in the 
Brahma Kumari camp held at Mount Abu 
showed one such case, where a lay fem^e 
follower prompted by a Brahma Kumari, 
attempted to tie a ‘rakhi* on her husband. 
The husband reacted violently and had the 
inmates of the Brahma Kumari centre beaten 
up. This led to the withdrawal of the woman 
in question from the sect itself. Clearly, 
unless the husbands are a party to the vow 
of celibacy or acquiesce to it willingly in 
relation to the wife, the sect is known to sow 
discord in the family life on matters of sexual 
rights. In very rare cases the women arc able 
to assert themselves and that too at the cost 
of constant strife or even the break up of 
marital life. 

In most other cases, either the vow of 
celibacy is not ob.served, as I discovered in 
my informal conversation with the younger 
visitors to the camp or it remains a bone of 
contention leading to a state of permanent 
strife, as in the case of a rich businessman 
in Calcutta (name withheld on request)."’ 
This busine.s.sman's wife became a lay 
member of the sect soon after the birth of 
her four children, three girls and a buy. She 
also .started to take her daughters to the 
Brahma Kumari centre. This lay membership 
of the sect remained a constant bone of 
contention between the husband and wile 
and the wife and the mother-in-law, till the 
husband's death recently. The daughters 
grown up now, who were resisting marriage 
even earlier, have (irmly refused to marry 
after their father’s death. So far however, 
none of the females have opted for the 
surrendered status in the sect. Significantly, 
the boy has remained outside the influence 
of the sect. 

Another interesting case involving 
rejection of marriage is that of Usha, a middle 
class girl and an anaestheti.st by profession 
who accompanied us to the camp held at 
Mount Abu in June 1993. She join^ the sect 
out of her own volition and preference for 
staying single/celibate and carrying out her 
chosen career. Only in passing did she 
mention the ‘ashanti’ at her home-front. It 
was not clear whether this ashanti was 
between her parents or Usha introduced it 
by disclosing her intention to join the sect. 
It could very well be on both counts. In her 
case alsol it was her mother who was a lay 
follower and Usha used to accompany her 
as a child to the Brahma Kumari centre in 
north Delhi. 

After attaining her majority, when the 
pressure for marriage mounted, Usha made 
her intentions clear about formally joining 
the Brahma Kumari sect. It still took her a 
number of years after she was through with 


1161 incoicai degree that her parents con¬ 
sented. The social sanctity which the sect 
provided to the single woman came handy 
for Usha to withstand the pressure to marry. 
The option exercised by hw was thus greatly 
facilitated by the Brahma Kumari sect and 
itscentral doctrineof celibacy. It is significant 
that opposition to Usha's move came not 
only from her father but also from her mother 
who was a lay member of the sect and 
committed to celibacy herself. 

Usha's case may not be in isolation. There 
are a number of young females and indeed 
males who feel genuine anxiety and fear 
regarding the physical aspect of marriage or 
even their own sexuality, give the continued 
premium on virginity in the case of females 
and on experience and ‘mardangi' (mas¬ 
culinity) in that of males. It is well known 
fact that sexuality and marriage can be 
traumatic for many."* The sect offers such 
cases a 'safe haven’ where such demands 
will not be made on them. 

Y et, as opposed to self-control of sexuality, 
there is always the ‘patriarchal control’ 
exercised over female sexuality, outside the 
institution of marriage. Indeed, as opposed 
to Usha’s case who willingly opted to join 
the sect and exercise sexual self-control, 
there is the case of Indira (assumed name) 
in Kaiyani, disinct Nadia, in West Bengal 
whose sexuality came to be controlled and 
repressed in the sect. This case was com¬ 
municated to me by Sarbani Chaudhary, a 
teacher of English in the Kaiyani University. 
Sarbani was a witness to the tragic episode 
which stretched from 1987 to 1992. 

Indira belonged to a low middle class 
family. Her father was a clerk in the railways 
and her mother was a nurse in the government 
hospital. A sensitive and hard-working girl, 
she was eager to study further after passing 
her ‘Madhyamik’ (class ten) in 1987-88. At 
this stage however she disclo.sed her distinct 
uncase and even resentment about her father’s 
desire to piacc her in the Brahma Kumari 
.sect as, what she termed, a ‘devdasi’.'" Yet 
her feelings about the sect were ambivalent. 
Once attached to it, she came to lake pride 
in her ability to abide by its rales and 
regulations including its c.irly morning 
prayers and congregational activities. .Simul¬ 
taneously she remained interested in the 
opposite sex. television, films, etc, like any 
other young girl of her age. In 1988-89, she 
entered the Kaiyani University to graduate. 
By this time she was fully into the sect. She 
followed its strict regimented life with all 
its social taboos."* She even totik pride in 
pointing out that she was ditTercnt from 
others; and how this fact evoked the 
respect of her peers. InSarbani'swords: ‘This 
seemed to be an inverted kind of reaction 
to her repressed desire to be normal’, as at 
the same time ‘she showed herself acutely 
uncomfortable with her sexual, emotional 


and psychological desires'. By now, however, 
her earlier confidence to handle her university 
courses had been severely eroded and .she 
shifted from one course to the other. By the 
end of 1990, she had stalled to show severe 
psychological disorder. During such several 
stress periods she would throw off her clothes. 
She even took to assaulting her younger 
brother who she had always resented as being 
given more importance and attention in the 
family. Her mother wanted her to be under 
psychiatric care but was prcventnl by her 
father who had full faith in the sect to cure 
her. In fact, the mother held her father 
responsible for her daughtcr’.s nervous 
breakdown. 

By this time a Brahma Kumari centre had 
been established in the hou.se itself. There 
was also a visible accretion to the tamily 
fortune made by the sect. The earlier single 
storey structure without even the cement 
work was turned into a double storey 
cemented whitewashed building by the 
Brahma Kumari sect. The new structure had 
Brahma Kumari symbols all over the place. 
The family moved to the first floor to two 
small room accommodation. With several 
women hou.sed in the lower portion. Ihe sect 
members became more visible than the family 
itself (except the father). 

By now Indira had started to wear the 
white dress of the Brahma Kumaris. At this 
time she showed a deep hatred of her 
mother and fnordinate idealisation of her 
father. The mother also .seemed resigned to 
the fact that she would not be allowed to 
do anything for her daughter. Yet, un¬ 
expectedly in July 1992, Indira was married 
off perhaps to effect a popularly believed 
cure to her continued menial .slate of ill 
health. In this respect it was also a belated 
recognition (hat control of sexuality was 
actually a repression causing grievous harm 
to the victim."’' This decision however 
culminated into tragedy. By October 1992 
she had committed suicide. 

Usha and Indira’s eases are diametrically 
opposed to each other. The agency assumed 
by one to remain in the sect was assumed 
by the other to negate it. The initial consent 
however reluctant, given to the dictates of 
the father was replaced by severe internal 
resistance and revolt. In other words the 
sexual self-restraint for one was sexual- 
repression for the other and when lifted it 
had disastrous consequences. 

It is without doubt that .similar such cases 
of both willing and unwilling following can 
be traced to the Brahma Kumari sect. What 
perhaps emerges significant is the motivation 
of the patriarchal family operating behind 
taking such decisions with regard to placing 
their females in the Brahma Kumari sect. 
These may range from personal benefit to 
escaping the responsibility of providing for 
their daughter in a situation of economic 
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scurcity. What emerges even more important 
is the impact of such a decision on females, 
specially minor, who arc unable to even 
know the full import of such a decision made 
on their behalf. In certain Ciises a willing 
conformity to the sect takes place in other 
resistance and revolt are inevitable. In this 
connection. I cite yet another case which 
throws up these aspects of motivation, 
repression and revolt, even mine shaiply. 
The following case is of Lata Mittal, as 
recorded by Manushi. in 198S: 

Lata IS one of six hiotheis and five sisters 
When she was about thirteen, hci mother 
sent her and her younger sister away to 
Brahma Kumari ashiam in Calcutta. Her 
father’s protests were not heeded. 
Latasaysthat she wascxploiled in the ashram 
and made to do manual work like washing 
utensils, cleaning, iioning and cooking for 
2.5 people. She was not educated so she 
could not paiiicipuie in the daily drscourscs. 
She was not allowed to study although she 
was keen to do so Not even a newspaper 
was allowed on the premises so she bad no 
access to the outside world. 

Atier five years, l.ata returned home but 
her mothci t.ild her that she had been 
sacrificed to god and must stay at the ashram. 
After another live years ihcie, she could not 
hoar It any longei so she finally left the 
ashram.'-" 

Lata came back alter spending ten years 
tn (he ashram hut her mothei never reconciled 
to her and wa.s not even willing to give her 
food from the family kitchen. Lata had to 
struggle hard to find a clerical job in the post 
and telegraph department and be on her own. 
By this lime her father and two of her brothers 
had died. Lata’s other sisters were married 
off and had been persuaded It) sign a 
relinquishment deed of the property in favour 
of their brothers. Encouraged by her sisters 
Lata moved court to claim her share of 
ancestral properly consisting of four shops 
and a house which had been appropriated 
by her biolhers who icfused to give her any 
share in this. Following Lata's example, her 
younger sister akso wanted to leave the ashram 
anti claim hei share in the ptopcrly. 'fins was 
in 19K5; nothing is known of the ca.se now 
us Manushi has not followed it up. Lata has 
remained outside the sect, hut she has firmly 
rejected mainagc for herself. 

Lata Mittal’s case highlights one signt- 
licaiii way out of many adopted by the 
painai dial families to siibvcitwomcn'scqual 
right of inheritance.'’’ Indeed it may he .seen 
as a mi>-)t .successful resolution of different 
problems: of conserving tt.s inheritance in 
male hetrs; of escaping from bearing the 
expenses of marriage or even maintenance; 
of handling sexuality of daughteis and finally 
an honoumblc way of dealing with females 
which had the lime acclaimed societal 
a|)probalion. As a ’sacrifice logod' it perhaps 
oarncti them religious merit as well. 


This case also highlights that the 
surrendering of girls in their childhood to the 
sect, initiated in the colonial period, has 
retained its popularity even now. Babb's 
investigation similarly shows the current 
surrendered kumaris to have been attached 
tuthescct fromthcirchildhood.‘“ According 
to him. they become fully surrendered in 
their teens with the permission of their 
families. They are drawn heavily from among 
the lower middle class which has its own 
compulsions to opt for the .sect. This .sur¬ 
rendering of girls in their childhood, shows 
a collusion between families and a religious 
institution in organising a space where 
legal notions that a candidate has to be major 
to make a decision are being subverted. Even 
among the lay followers the early 
acclimatisation of girls in their childhood 
may not unoften act as a prelude to their 
possible surrendered status. 

Apart from the lay followers and the 
surrendered ones, there is yet another 
category of lay-plus-surrendered kumaris. 
In creation of this, the Brahma Kumari 
concept of the ‘true family’ located between 
the polarities of the householder and the 
rcnuncialor, which had aroused severely 
negative and even violent reactions in the 
colonial past, has become a positive as.sct. 
This concept has allowed people like Usha 
to carry on their profession outside the sect, 
while still being members of the ‘true family’, 
intercepted with frequent and regularly 
scheduled visits to the hcadquaiters at Mount 
Abu. Such lollowcrs arc not given to 
preaching, which remains reserved for the 
whole timers. 

Professionals like her have also been given 
a greater freedom in terms of dress. They 
arc required to wear the Brahma Kuman 
dress only when they came to its headquarters. 
In all other situations they may dress in a 
sari aiid blouse (without the undergarment) 
in white or in white associated colours. This 
of course has been possible only under 
modern situation where education of women 
and urban employment, not available in 
colonial Sindh, has become a reality. The 
acceptance and even encouragement of this 
reality has certainly added to the .sect’s 
following. This category has been very useful 
and in fact popular even among the sect’s 
male followers who invariably maintain and 
are encouraged to maintain the outside 
employment, without taking full residence 
in the ashram.'" 

The cmpiiasis on increasing the sect's 
following in (Hist-colonial India has been a 
remarkable one. In fact, Brahma Kumari 
sect IS a highly propagating sect.'" The 
structural link-ups which it allowed its 
inmates to maintain with their families, as 
given above, shows a distinct method of 
propagation adopted even tn its initial years. 
Now this propagation is evidenced even more 


fbfcefulty in ttte huge yearly cai^ organised 
the sect, once every year in the month 
of June at Mount Abu. lliis is attended by 
fourto ft vehundred potential followers from 
all over India. These invitees are offered a 
free holiday in Mount Abu for 3 to 4 days; 
which includes boarding, lodging, sight¬ 
seeing, medical care if needed, along with 
the orientation discourses of the ^t. The 
amenities offered are according to the status 
and class uf the potential follower. These 
camps are organised on certain principles. 
Different categories of people arc clubbed 
together for a particular camp. Fur example, 
when I went to such a camp, the categories 
consisted of professionals, teachers and 
businessmen (along with their spouses). The 
medium used for discourses is a mixture of 
Hindi and English, except when the older 
‘dadis’ arc involved who by and large use 
Hindustani. 

In the categories of people, the emphasis 
on Intel Icctuals/teachers is specially marked 
because currently the sect has a great need 
of them. I not only fell it personally, but also 
my retired academic friend who accompanied 
me. Many times, this anxiety and need to 
recruit has not been at all subtle as witnessed 
in the case of Anjani Mehta of Baroda.'" 
Anjani Mehta, an ahout-to-rctirc principal 
of a local college, still unmarried, with her 
soft but highly articulate ways, wa.s 
’repeatedly tempted’ by the sect with offers 
to visit Germany free of cost, as a member 
of the Brahma Kumari delegation. This 
offer was rejected by her. Yet it under¬ 
scores the sect’s great need of educated 
articulate fol lowers wjio perhaps can be co¬ 
opted temporarily in the sect, if noi 
permanently. 

This need and desire of the sect to expand 
is al.so connected with the .sect’s response 
to the deep changes in the post-colonial 
industrialised India, which have revolu¬ 
tionised cciiain social spheres and placed 
new emphasis on population control through 
easy availability of birth control and family 
planning. These social changes, which 
noticeably surfaced in the late 1960s and 
early 1970s (coinciding with the expansion 
of this sect), .stretching from greater female 
mobility, education and employment, urba¬ 
nisation, consumerism and modern day 
living. dc.scrvc a closer scrutiny and entirely 
separate treatment, than is [xissibie heie, 
since many of them have an inherently 
ambivalent character.'" Yet it can be said 
that these increasing pressures have genera¬ 
ted anxieties in relation to females and 
female sexuality in a variety of new ways. 
The Brahma Kumari sect offers tn such a 
situation a socially acceptable resolution 
of this crisis and identity. So far as women 
are concerned, religion continues to pro¬ 
vide a legitimate space, time honoured and 
tested. 
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Notes 

(An earlier version of Ihis paper was lead at a 
workdiop on ‘Re-examining the Indian Family*, 
held tt Calcutta, July 7-9. I99S. A great deal of 
discussion which followed has been incorporated 
in this paper. I am grateful to the participants who 
generously supplied me with a lot of new 
information in the form of case studies, all of 
which has enriched this paper. I am also most 
grateful to Uma Chakravotti and Poiricia Uberoi 
whose comments on various aspects have helped 
me to etch out my arguments more sharply and 
focus on certain aspects which may have remained 
marginal.] 
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os impetus for Bharthari's enlightenment 
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from the wiles of women’ to renunciation 
as a value in householders’ lives. .See Ann 
Grodzins Gold, A Carnival of Parting: The 
Tales of King Bharthari and King Gopi 
Chand as Sung and Told by Madhu Natisar 
Nath of Ghaliyali, Rajasthan, Munshiratn 
Manohorlal Publishers, New Delhi, 1993. 

66 Chander, Ek Adhbut, p 82. 

67 Personal observation. Mount Abu, June 5- 

7.1993, where sumaykimangwas frequently 
voiced in the lectures delivered at a Brahma 
Kumori camp. 

68 For details of Arya Samaj in relation to 
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Happened to the Vedic Dosi: Orientalism, 
Nationalism and a Script for the Past’ in 
Kumkum Sangon and Sudesh Vaid (eds). 
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of the Arya Samaj in this region was the 
legitimacy that it provided to the custom of 
widow remarriage in its levitate form. For 
details sec Chowdhry, The Veiled Women. 
pp lOO-IOI. 

70 See Babb, Redemptive Encounters, pp 102, 
139-155. Also for a succinct version see his 
article, ’Indigenous Feminism in a Modem 
Hindu Sect’ in Rehana Ghadially (ed). 
Women in Indian Sm:ieiy, Sage Publications, 
New Delhi, 1988, pp. 270-87. 
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‘The Tradition of Female Gurus', Manushi, 
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Vol), pp 2-8. 

75 Observed through interviews and personal 


participation at the Brahma Kumori comp. 
Mount Abu. June 5-7, I99S. 

76 The possessed women are honoured os 
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Seekathleen M Eitidl. ‘Fireand Wakefulness: 
The Devi Jograta in Contemporary Puigabi 
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60 

77 For an analytical discussion of difference 
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goddess’, see Lynn E Gatwood, Devi and 
the Spouse Goddess: Women, Sexuality and 
Marriage in India, Manohar Publications, 
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78 Chander, Ek Adbhut, p 31. 
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Worship in Nepal, Madhab Lai Maharjan, 
Kathmandu, 1975. 
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Buddhism see Uma Chakravarty, ‘The Rise 
of Buddhism as Experienced by Women’, 
Manushi. No 8, 1981, pp 6-10. 
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of the dndis and the food meant for their 
consumption. This food, although never 
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85 The Brahma Kumoris firmly deny that yogic 
symbol of concentration is the erotic phallic 
symbol of ,Siva. They assert that this egg 
shaped emblem was the halo surrounding 
Siva’s presence in the supreme abode. 
Personal observation. Mount Abu, June 5- 
7, 1993. Also see Babb, Redemptive 
Encounter, p 281. 

86 Dadi Nirm^ Shanti, daughter of Lekhraj 
(now stationed in Calcutta as the head of the 
Brahma Kumari foundation) recounted how 
when she wa.\ 20 years old, she dreamt of 
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superimposed by that of Lord Krishna. 
Personal interview Dadi Nirmai Shanti. In 
fact Lekhraj’s identification with Krishna in 
his own mind was also pronounced. This 
identification was projected by him 
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followers in toto. Personal interview, K R 
Malkani. 

87 Information given by Omi Manebandu on 
the basis of her long acquaintance with 
Sindhis and their knowledge about the 
Brahma Kumari sect. Baba’s personal frolic 
as Krishna and Brahma Kumoris as gopis is 
also given in the official biography. Sec 
Chander. £* Adbhut, pp 47-48. 

88 Male devotees have traditionally identified 
with Rodha or one of her peers in the worship 
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89 ^pircidtofMastQaludersliDwed masti, 
it, no physical inhibition in its display of 
emotions, in its religious fervour and 
celebration. 

90 FOr the dual form of medieval Uuikti, the 
Parakiya : erotic, followed by unorthodox 
lower class Hindus and the Svakiya ; anti- 
erotic, embraced by higher caste Hindus see 
Gatwood, Devi, pp 69-71. 

91 O’Flaherty shows how in the puranic 
mythology Siva's character swung widely 
between extreme eroticism and asceticism. 
See Wendy D O’Flaheity. Asceiicim and 
Emticism in the Mylhalitgy tif Siva, Oxford 

■ University Press, London. 

92 The rumours ranged from depicting the sect 
as a kind of ‘Devdosi’ cult to charges of 
incest and sexual exploitation of the Brahma 
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Brohnu Kumars, necessitating abortions.etc 
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See Chander. Ek Adbliut, p 119. 
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hypnotism, Dadi Manohar Indira mentioned 
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Kumans of meditating with their eyes open 
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Personal interview, Dadi Manohar Indira. 
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Brahma Kumaris. 
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Gandhi's image in 1921-22, at variance with 
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animpoitant work by Shahid Amin, 'Gandhi 
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UP, 1921 -22' in Ranjit Guha (ed). Subaltern 
Studies III: Writings an South Asian History 
and Society, Oxford University Press, Delhi, 
1984, pp 1-61. Also see his recent work. 
Event, Metaphor, Memory: Chauri Chaura, 
1922-1992, Oxford University Press, 1995. 

94 Pot the hetenxiox tradition of asceticism in 


early Buddhism and details of difference 
between a renouncer and a householder see 
Uma Chakravaity, ‘Renouncer and House¬ 
holder in Early Buddhism', Social Analysis, 
No 13, May 1983. pp 70-83. 

95 Stridhan, according to all schools of Hindu 
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her married life. See S T Desai. Mula 
Principles o) Hindu Lave. 13th edition, 
NMTripathi, Bombay. 1966, pp 160-69. 

96 Personal interview. Dadi Manohar Indira. 

97 Ibid, also with Dadi Nirmal Shanti and 
K R Malkani. 

98 Chander, Ek Ailhhut, p 79. 
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revetted back to the male reversioners of Iwr 
husband after her death. Therefore she could 
not even alienate her property except for 
legal necessity, as defined by law. For 
details sec Mula Princqiles of Hindu Imw, 
pp 201-04. 

100 (3handcr, Ek Adhhul, p 79. 

101 In a 1904 partnership deed for trade purposes 
between Sindhis of Bhaiband community 
and Punjabi Hindus, it was effected in writing 
that out of a profit of 16 annas and 3 pies, 
3 pies were to be set aside for purpo.ses of 
charity. Evidence quoted by Claude 
Markovit/.. Teen Muni, 17.895. 

102 Information given by Kavita Punjabi, 
Calcutta, July 8, 1995. 

103 Babb, Redemptive Encounters, p 1.31 

104 Thu official biography celebrates the kind 
of joyous life led by the ashraniitcs, extending 
from frequent picnics to the use of technology 
inside the ashram in the fonn of gramophone 
which played (xipular film songs like 'so ju 
raj kumari so ja' late in the evening belorc 
they went off to sleep. Dilfcrenl songs were 
played in the morning to wake them up for 
early prayers. .See Chander, Ek Adbhui. pp 
121, 180-87. These songs have now been 
replaced by specially composed 'bhajans', 
sung by popular play-back singers. In fact, 
the use of technology by the sect is 
pronounced; it can be witnessed in the use 
of special light, music and other atmospheric 
effects around the life-size image of takhraj, 
to produce on out-worldly effect conducive 
to transporting the devotee to a dilTerent 
world. 

105 Personal interview, R K Malkani 

106 Chander, Ek Adbhui. pp 73-74, 114. 

107 Ibid, pp 127 .30. 

108 The following account of the opposition to 
the sect has been taken from ibid, pp 76-131). 

109 Ibid, p 10 

110 Ibid, pp 165-66. 

111 Penoiial interview with Brahma Kumari 
Rajkuman, Mount Abu, June 6-7, 1993. 

112 For the ever growing impact of the sect 
abroad, specially in UK and the United 
Nations, see Mitchner, Guru. 

113 Currently, the sect is attempting to fan out 
into the rural areas but the success of this 


attempt, though claimed, remains unsubstan¬ 
tiated, 

114 In thts case, narrated to me by the noted 
writer, Quarrtulain Hyder, tlic two sksteis 
(now quite aged) of a well known tycoon 
in Bombay (name withheld) were encouraged 
by the family members to become followers 
of the sect, quite early in their lile Facing 
the problem of hypergamy, they have 
remained in the fold of Brahma Ktiiiian sect. 

115 Coiiimuiiicntcd hy Kajkumari (Chopra, 
Calcutta, July 8, 1995. 

116 A whole lot of personal letters seeking advice 
on such mutters may lie found in popular 
magazines for women These letters ore 
mostly from young urban men .'itid women, 
for women the overnight change in .in 
arranged marriage troin us consumiiiatiun to 
child birth can he painful, fearful and violent; 
for men on llie other hand even rumiing away 
from home on llic eve of tlieir marriage 
(joining ilie company of sadhus or etilcring 
an ashram) are also not unknown. 1 uiii 
grateful to Patricia Uberoi for this 
information. 

117 The U.SC of dcvdasi by Indira is interesting, 
as liere she is clearly referring to the popular 
percejilion of the Brahma Kuman sect as one 
given to .sexuul-exploiialion (like that of the 
Dcvdasi,), ml her than inamtiiiningtlie sexual- 
sanctity of females, as claimed hy the sect. 

118 Tlicsc taboos were in relation to the lay 
world' to shun all physical touch with any 
one; not to cat or accept loud, cooked or 
uncooked from outsiders except fruits and 
milk; not to accept any money tor une.self 
from outsiders orspend any money on oneself. 
Observed at the camp held at Mount Ahu; 
also see Chander, Ek Adhhut. pp 141-42. 

119 It may also indicate the inuhility for the 
Brahma Kumari institution to take full and 
final lesponsihilily tor an individual like 
Indira The sect in laci scored by allowing 
lier to go hack to a woildly life, nitlier ihau 
agree lo fuinisli psychiatnc treatment which 
may reflect on its own laili.ngs. 

120 Manttsht. .Scptemboi-October 1985, pp 37- 
)8; .sec interview recorded by Anindila 
Banerjec 

121 For olhci ways of subverting female 
inhcrituncc. popularly adopted, sec 
Chowdhiiry, The Veiled Women, pp 299- 
.373 

122 Babb, Redemptive Encounters, pp 130-31 

12.3 Personal interview with Rajesli, Mount Abu. 
June?, 1993 Rujc.sh runs private yoga classes 
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of hisexcelicnl physique with pride, specially 
in rclaiion to his coiitcmporaries who 
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124 John Mitchner shows himself a little weary 
of the Hrahnia Kuinun's 'converting' 
activities in the while Ouistiaii world and 
issues a warning to the Christians that the 
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.See his Guru, pp 108-115 

125 Case inforinalioii given by Necia Desai, a 
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Indian Association ol Women’s Studies, 
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Meanings of Agriculture 

Essays in South Asian History and 

Economics 

Peter Robb (editor) 

The essays in this volume question 
estabbshed interptetaoons.The attention to 
perL'epuuns \Mthin this book overcomes the 
tendeney in much earlier writing to 
stereiitype agriculture and to neglect or 
nusmterpret details of agricultural processes 
and contexts.Togedier.the eleven essays and 
a, critical introduction constitute a powerful 
new prospectus for agranan studies. This 
book will be of significance to liistorians, 
econonusts and pobey-makers. 


The Magic Mountains 

Hill Stations and the British Raj 
Dane Kennedy 

The hill stations of colonial India 
functioned as sanctuaries for the British 
ruling race, forming enclaves of British 
culture 111 the mountains of the 
subcontinent. Anglican church spites, 
quaint Tudor-stylecottages,andVictonan 
flower gardens lovingly evoked a distant 
homeland, giving hill stations like Simla 
a distinct British identity in the nudst of 
a foreign environment. 


India's Economic 
Reforms 1991-2001 

Vijay Joshi / I.M.D. Little 

In 1991, India embarked on major 
economic reforms that have the 
potential to transform its future 
economic development. This book, 
written by two distinguished analysts 
of the Indian economy is a 
comprehensive evaluation of these 
reforms. It analyses the progress made 
in the last five years, considers the 
likelihood of its continuance and 
suggests an agenda for the future. 



Swiss TNCs in India 

Public Interest Research Group 

This study analyses the macro-level 
nature and pattern of Swiss invest¬ 
ments in India during the post- 
liberalisation period (1991-95), as well 
as the operations of four major Swiss 
Transnational Companies (TNCs) in 
India - Asea Brown Boveri, C'iba 
(icigy, Nc.stlc and Sando/. Using in¬ 
formation based on wide ranging first 
hand interviews, a variety of printed 
material and olTicial documents, this 
study uses the Swiss case to demon¬ 
strate many loopholes in the argu¬ 
ment that Iransnatinnals are the pana¬ 
cea for most of the ills of India. 
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Foreign Credit and Third World 
Development 

Cheryl Payer 

In this book, Cheryl Payer, chal¬ 
lenges our understanding of the ori¬ 
gins of the debt crisis. She takes the 
arguments oforthodox economists and 
shows how their policy prescription 
led debtor countries to the most seri¬ 
ous depression of the century. It is a 
devastating critique of the assump¬ 
tion that poor countries are natural 
importers ofcapital. Payer argues that 
this myth merely served to support the 
export ambitions and Cold War strat¬ 
egies of the US. She believes that the 
South must break with development 
strategics that rely on foreign capital. 


Globalisiltion and 
Third World Trade 
Unions 

The Challenge of Rapid 
Economic Change 

Edited h)' Hcnk Thomas 

This study is the outcome oCa series of 
original investigations into the deep 
crisis in which the organise^ labour 
movement in the South finds itself as 
a result of changes in the global 
economy. The regional overviews and 
illustrative country case studies from 
Asia. Latin America and Africa show 
how trade unions currently face a va¬ 
riety of dilTicult challenges. 
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Eomfmik libmdisaticm and Kmiki’s Industrial Sec^ 

An Assessment of Investment Opportunities 

Sunil Man! 

Kerala is one of the least industrially developed states of the union. There are essentially three main constraints or factors 
that act against the ability of the state to attract investments, namely, the psychologicalfear created by militant trade unions, 
the shortage of land and of electric power. Alive to removing these constraints the government is implementing a number of 
infrastructural projects essentially to remove the latter two constraints. The response of private sector industry to these 
initiatives has been moderately satirfactory but the state still attracts only a minute fraction of the total investments in the 
country as a whole. 


THE purpose of this paper is to map out the 
investment possibilities in the manufactur¬ 
ing sector of Kerala state consequent to the 
economic reform which is generally inter¬ 
preted as pro active to investment oppor¬ 
tunities. The paper first maps out the salient 
features of the new industrial policy statement 
of government of India announced in July 
1991 and then attempts an analysis of the 
growth performance of the industrial sector 
in the post-reform period. This is then 
followed by a detailed analysis of the Kerala 
situation. 

India's industrial sector ha.s been governed 
by an archaic policy regime which placed 
much emphasis on regulating both entry and 
exit ot linns into an industry through essen¬ 
tially the licensing policy. Studies have 
shown that this left a large discretionary role 
for the government. The new statement on 
industrial policy announced in July 1991 
sought to remove these imperfections through 
essentially the following changes: 

(i) removal of industrial licensing from all 
but a few indu.strics (which account for only 
about IS per cent of value added in manu¬ 
facturing): 

(ii) reduction in the number of industries 
reserved for the public sector to six; 

(iii) elimination of separate permission 
for investment and expansion under the 
MRTP Act; 

(iv) automatic approval of foreign invest¬ 
ment; 

(v) liberalisation of policies for drugs and 
pharmaceutical industries; 

(vi) revision of the national mineral policy 
and amendment of the Mines and Mineral 
Development Act to open the sector to private 
and foreign investment; and 

(vii) extension of RBI-based automatic 
approval policy for foreign investment to 
mining, subject to a limit of SO per cent on 
foreign equity. 

Prima facie these changes appear to be far- 
reaching and a major departure from the 
past. But a detailed analysis has shown that 
they are not so radical as made out to be 
[Mani 1995]. In the following I evaluate the 
effect of these policies on various aspects 
of the industrial sector. I begin by analysing 


the growth performance of the industrial 
sector. 

Analy.sis of Growth Performance 

It is now well documented that towards 
(he end of the Third Five-Year Plan the 
industrial sectorenteredaphaseof stagnation 
that lasted until the late 1970s (sec Figure 
I). The actual rate of growth has been much 
below the targeted rate, especially during the 
Eighth Plan period: the period (1991-92 
through 1994-95) corresponds to the post¬ 
reform phase. This shows that there has been 
a significant deceleration in the overall rate 
of growth of the industrial sector during this 
period. But if one examines the annual 
growth rates during the period (Table I) 
there has been a definite upturn since 
1993-94. While the recovery in 1993-94 has 
been very largely contributed by the basic 
industries (66 per cent), the improved per¬ 
formance in 1994-95 is by the capital goods 
sector (55 per cent) (see Figure 2). 

Some commentators have been quick to 
attribute this improvement in growth rates 
to the liberalisation of industrial policies 
[UNIDO 1995]. According to this study, 
growth has been accompanied by a change 
in the pattern ot industries. For example, 
food processing is emerging as an important 
industry attracting investments. In the 
absence of .sectorwisc value added beyond 
1991-92, one cannot draw firm conclusions 
about the structural changes taking place in 
the industrial sector. However if one analyses 
the sectoral distribution of industrial entre¬ 
preneurs memoranda (lEMs) filed by 
investors after July 1991, which reflect the 
intentions with respect to investment, one 
can glean some ideas about the investment 
preferences of entrepreneurs before and 
after liberalisation. A comparison of such 
intentions during the throe years before the 
onset of economic reforms (i c, 1988-1990), 
shows that investment intentions rose 
from 3,009 during that period to 16,598 in 
the post-reform period. Food processing 
and vegetable oil including vanaspati indus¬ 
tries emerged as major new attractions after 
the reforms with investment intentions 


numbering 1,170 compared with less than 
200 in the pre-reform three-year period 
[UNIDO 1995], 

So if food processing industry is one of 
the important products of liberalisation then 
one could argue that the increase in industrial 
output since 1993-94 has very little to do 
with the new policies as these have been 
largely contributed by either the basic goods 
or capital goods industry which does not 
seem to have received substantial fresh 
investments during the post-liberalisation 
period. In fact we argue that the higher rate 
of growth is largely contributed by significant 
improvements in capacity utilisation of 
existing enterprises. According to a survey 
conducted by the Confederation of Indian 
industries, over 70 per cent of the respondents 
to its survey had an average capacity 
utilisation of more than 80 per cent in the 
post-liberalisation period. 


Table I: Sectoral Crowtn Treniis in 
Production, 1981-1996 

( Prn'fMa^e per ytur) 


Period 

Industry 

Manu- 

faciuring 

Mining 

Electri* 

city 

1981-90 

8.0 

7.9 

7.0 

92 

1990-91 

8.2 

8.9 

4.5 

7.8 

1991-92 

0.6 

-0.8 

0.6 

8.5 

1992-93 

2.3 

2.2 

0.6 

5.0 

1993-94 

5.6 

5.5 

3.4 

7.4 

1994-9.1 

8.4 

8.8 

6.3 

8.5 

1995-96 





(April- 





September 

12.0 

12.0 

12.5 

10.9 


Sources; (I) Reserve Bank of India (I994-9S), 
p 137. 

(2) Govemmem of India (I99S-96), 
p II.S. 


Table 2: ELecTRicny Tarw in Kerala, 1994 

(Ks/Kw) 


Items 

Low 

High 

Tension 

Tension 

Fixed charges 
per month 
(based on 

15.0 

85.0 

connected load) 

EiKigy consumption charges 

0.93 

0.76 
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It is against this brief background that 
we analyse investment possibilities in 
the state of Kerala. The note is organised 
as follows. It is structured into three 
sections. In section I, I present some 
distinctive features of Kerala state from the 
point of manufacturing investment. In 
the second section, I give a list of indus¬ 
tries together with some relevant details 
and in the third and last section I present 
the official list drawn up by the state 
government. 


Kerala is one of the least industrialised 
states in tl“; country. There are many well 
known reasons why this is so. If one were 
to quickly summarise these constraints there 
areal least three, namely (a)the psychological 
fear created by militant trade unions; (b) the 
high cost of land acquisition: and (c) the 
worsening power situation. I discuss each 
ofthese three constraints seriatimand explore 
whether there has been aradical improvement 


in any ot tnese in me post-tioeraitsation 
period. This is followed by a discussion of 
the intended and actual investment proposals 
that the state has attracted during the post¬ 
reform period. 

One of the most important rea.sons why 
the state has not been u haven for industrial 
development is the feeling that labour in 
Kerala is highly unionised. Very often the 
unions have adopted a rather militant posture 
while settling industrial disputc.s. While the 
number of mandays lost due to strikes and 
lockouts has come down, the perceived 
recalcitrant nature of the labour has created 
a sort ot psychological fear among the 
prospective entrepreneurs forcing them to 
shy away from the state. To arrive at a 
realistic picture I conducted a survey of a 
select number of industrialists stratifi^ into 
three groups. In the first group I had a small 
sample of prominent industrialists from 
outside Kerala but who have sub.stantial 
industrial interests within the state. The 
second group consisted of a sample of well 
known industrialisu of Kerala ongin who 
have established industrial ventures in the 
neighbouring states of Karnataka and Tamil 
Nadu. The third group had a few industrialists 
primarily from outside the state who wanted 
to invest in the state but finally chose to go 
elsewhere due to various reasons. All the three 
' were asked to rank the various constraining 
factors in e.stablishing industrial ventures 
and all of them were unanimous that it is 
the fear of the militant nature of the trade 
unions combined with the rather high wage 
rates of casual and head-load workers that 
is the mam reason. Despite the best efforts 
by several state agencies and specially the 
Kerala State Industrial Development 
Corporation (KSIDC) to dispel this notion, 
it seems to have got well entrenched in the 
minds of the entrepreneurs. During the last 
four years the number of mandays lost due 
to strikes and lockouts has actually incrca.sed 
(Hguic 3). Given this sort of a fluctuating trend 
it is rather difficult to conclude that the state 
of industrial peace in the state has actually 
improved since the onset of the reforms. 

The second constraint is with reference to 
the non-availability of large tracts af land 
at affordable prices. Given the high density 
of population and the high opportunity cost 
of land, availability of large tracts of land 
at affordable prices compared to neighbour¬ 
ing slates is still another inhibiting factor. In 
fact I have been told by a prominent indus- 
trialtst (who belongs to the first category 
above) that processing of the high quality 
clays found in parts of the state is made 
unviabic by the sheer cost of land. 

The third constraint is the shortage of 
power. Kerala used to pride itself as one of 
the few states in the country that had surplus 
power. But it is no longer the case. The state 
is in the grip of a severe power shortage. 
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Figure 3: Number of Mamorys Lost due to Strikes and Locicours, I991-92TO 1994-9S 
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Azhutha Diversion Maduppetty 
Currently the state has 11 hydroelectric 


Kuttiadi Tailrace Kuttiyadi Extension 


stations with a total installed capacity of 
1,503 MW. To this one should add the share 
from the central power grid which is around 
450 MW. By 1997-98 the KSEB expects to 
add another 356 MW. 'fhe Kayamkulatn 
thermal project of 400 MW is expected to 
be commissioned (by the NTPC) before year 
2000. The total capacity addition in public 
sector, tlierefore. is 756 MW. It is estimated 
(by the KSEB) that the demand-supply gap 
at peak demand will touch 2.463 MW by 
year 2001-2002. To case this constraint the 
KSEB and KSIDC have initiated steps to 
welcome private participation in generation 
by independent power producers (IPPs). So 
far I ui^erstand that nine power purchase 
agreements for4,3CK) MW have been signed 
by the KSEB. But fears have been expressed 
as to how much of these will actually fructify 
into real propositions in the near future. So 


in the light of this, I would expect the power 
constraint to be very much in place for the 
next four years at least. It should of course 
be mentioned that Kerala has one of the 
lowest power tariffs in the country (see 
Table 2). But with the IPPs coming into 
stream one need not expect these low tariffs 
to continue in the future and the tariffs in 
the state may not be too different from rest 
of the country. Also it is expected that there 
will be a steep upward revision in the power 
tariffs by the KSEB immediately after the 
elections in May 1996. though its actual 
impact will be felt only on those new 
industrial units which come into stream after 
December 1996. This is further explained 
when we discuss the initiatives of the state 
government with re.spect to promotion of 
new investments into the state.. 

Some experts have been attributing the 
present power crisis in the state to Hawed 


planning by the successive governments.' 
According to this opinion, the power distri¬ 
bution system in the state needs hydel units 
to maintain the peak load and thermal units 
to supply the base load. Mo.st of the 
hydroelectric projects in the state have been 
designed as peak-load stations, and had their 
limitations when used to raise the base-load. 
So the only remedy to the situation is to have 
thermal base-load stations which can work 
day and night throughout the year. A second 
Haw in the planning has been the delay in 
commissioning a number of small hydel 
projects. Most of these projects have suffered 
massive time and cost overruns: the cost 
overruns range from SO per cent of the 
original project cost to as high as 800 per 
cent. According to Morris (19%) the delays 
and cost overruns arise primarily because of 
the practice of spreading thin the state's 
resources to accommodate more projects 
than it can bear (see Figure 4). 

A third factor in the flaw in planning arose 
due to the presssure exerted by the 
environmental lobby. According to Morris 
(1996), 'Tn 1989-90 the Kerala government 
identifled the total exploitable hydro potential 
of the state to he 5.120 MW including, the 
existing schemes of 1,476.5 MW. As much 
as 1.025 MW of the potential having the 
lowest costs (representing 21 per cent of the 
generation potential) had to be dropped due 
to the prcssuri^of the environmental lobby". 
On the contrary the environmental lobby is 
blaming successive governments for being 
lackadaisical over power planning. 

Of the three, the only constraint that is 
getting remedied, at least to some extent is 
the power constraint. This depends very 
much on the ability of the new IPP projects 
to come on stream within the stipulated time 
period. It isclaimed that trade unions belong¬ 
ing to various political affiliations are adopt¬ 
ing a more pragmatic approach to settling 
industrial disputes and so the state is expoi- 
encing, relatively speaking, better industrial 
peace. I do not have any independent sources 
of data to verify this claim. Regarding the 
land constraint the KSIDC has been develop¬ 
ing the concept of industrial parks. I will 
elaborate upon this concept subsequently. 

In order to hasten the process of 
industrialisation, the state government has 
been putting into effect a senes of policies 
and institutional changes/improvements. 

State GovERNMEN-r iNm.MivEs 

Almost all the states in the country have 
been vying with one another to moke their 
respective states attractive for industrial 
investments. Not to be left behind, Kerala 
too has effected a number of policy and 
institutional changes. Following are some of 
the important incentives and institutional set 
ups announced by the government for fresh 
investments in the state. In order to put this 
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HI a coinpurative penpective I also provide 
a gist of the inigor incentives announced by 
the neighbounng states of Tamil Nadu and 
Kanwiaka (see Table 3) The table shows 
that Kerala has indeed offered a better range 
of incentives than its immediate neighbours 
This policy of piomoong pnvate investments, 
both foreign and domestic, by offering a 
range of essentially flscal incentives is decried 
as It IS tantamount to transferring resources 
from the atizens of that stale to the investor 
fSrimvasan 1995] To offset poor infra¬ 
structure facilities the state has invested in 
various types of industnai parks which will 
have high quality industrial and social infra¬ 
structure including captive power plants (see 
Table 4) Through these vanous projects the 
state government has been consciously 
attempting to overcome the constraints with 
respect to land, water, etc 

The response of pnvate industry to these 
changes has been somewhat lukewarm, 
when we compare the picture with respect 
to other sutes This can be gauged from the 
intentions for industnai investments as 
revealed through industnai entrepreneurs 
memorandum (IBM) and letters of intent 
(LOI) nied (see Table S) 

The table clearly shows that the state has 
been able to attract less than I per cent of 
the mvestmem intentions in the country 
Much of the investment proposals have gone 
toalready developed states like Maharashtra, 
Gujarat and Tamil Nadu This shows that 
merely giving incentives is not a sufficient 
condition for attracting investments as all 
the states have been able to give some 
incentivesorother Instead investments seem 
to be attracted towards those states which 
have a well-developed infrastructure In the 
light of this It may be possible tor Kerala 
to attract larger investments in the near future 
given the massive investments in infra 
Blructural projects being implemented by 
KINFRA 

The data presented above are only inten 
tions to invest in the state and not actual 
investments The trends in actual investments 
since 1991-92 are presented in Table 6 The 
table shows that there has been a tremendous 
increase in industnai investment in the state 
since 1991-92 In iact about 47 per cent 
(taking into account only the pnvate sector 
investments) of the investment intentions 
have actually tructifled into commercial 
propositions It sounds like a good achieve¬ 
ment as one out of every Rs 2 crore wonh 
of proposed investments have actually bden 
implemented within a short pcnod How 
ever I do not have comparable data tor the 
country as a whole or for the neighbounng 
states' to analyse the record of the state in 
a comparative fashion The two sectors that 
contnbuted to this increase are the small 
scale sector and the central public sector 
The share ol pnvate sector in cumulative 


Kerala 


Tamil Nadu 


Tax and duly concessions include Capital investment 

no taxes for new units for fint sutaidy at vanous 

seven years, sales uu benefits to rates m the range of 

medium and large scale secton S per cent to 20 per 

(for the first 7 years) subject to cent depending on the 

a ceding of 100 per cent of fixed location, size and type 

capital investment or defeimem of of industnes and sub 

Sales Tax for the first 10 years ject to a maximum 

(subject to 100 per cent of FCI) value of Rs 100 lakh 

captive power exempted from for mega projects and 

electncity duty Rs 20 lakh for others 


An inciease in investment subsidy to IS 
per cent subject to a ceiling of Rs I 5 
million (Rs 2 million) for non thrust 
industries (thrust industnes) 

50 per cent of the cost of market 
and feasibility studies for medium 
and large scale industnes will be 
shared by KSIDC 

Green Channel Scheme providing 
entrepreneurs all required clearances 
from a single widow to be introduced 


An authonty for infrastructure 
development with statutory 
powers namely the Kerala 
Industnai Infrastructurr 
Development (KINFRA) established 

A software technology pork has 
already been established 


Power tanff concessions 
at the rates of 40 per 
cent. 30 per cent and 
20 per cent respec 
lively dunng the first 
three years 


Soles tax waiver/deferrals 
for up to 15 years depend 
ing on the location size 
and type of industnes 
including mega projects 


A chemical terminal at Cochin for 
bulk impons and marketing of 
chemicals like Ethylene LPG 
CBFS P Xylene Propylene and 
Styrene 

A petroleum refinery with on 
installed capacity of 10 million tpa 
leading to die establishment of 
downstream industnes is (donned 
A Rs 50 crore central processing 
complex established by KSIDC 
and Tirupur Exporters Association 
(TEA) with state of the art techno 
logy and imported equipment for 
processing 20 lonnes of fabne per 
day The TEA Knit lAdustnol com 
plex will have 50 knitting 
spinning and garment making units 

Steps have been initiated by KSIDC to 
establish a Rs 400 crore textile unit at 
Chandrapurom in Palghai distnct 

Sttunes (I) Government of India (199S %) ppll6 17 
(2) Own Sources 


Karnataka 

Expediboua clearance 
of mega projects by a 
high level committee 


A stale level single 
^ency for cleaimg 
projects 


An information techno 
logy park with the asso 
ciation of Singaporean 
investors and Tatas set up 

An airport of mtetna 
tional standards coming 
up in Bangalore 


The Industrial Policy of 
1995 being reviewed to 
make it more attractive 
for entrepreneurs 


Table 4 iNFRAsraiifniaE Proiects Beimo Developed 

Techno industnai park at Calicut, 

Integrated industnai township at Puduvype 
Industnai Pork at Irapuram 
International Apparel Pork Tnvondrum 

Integrated Infrastructure Development Centre for Small Industnes Mrnamkulam Trivandrum, 
Export Promotion Industnai Pork at Kakkaiud, Einakulam 

Integrated Industnai Township, Polghat and I Kin which is ajoint venture public limited non-banking 
finance company betsveen ICICI and KINFRA 

Mae Most, if not all, of these projects are implemented by KINFRA 
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invetimeiKs is u ra»ii •» »• k"* ~~"“ 
Industrywisc dsti ffli sctusl Jnvcstnicnt nc 
not avulable. While Kerala’s record of 
attracting industrial investments compar^ 
to other states may not be impressive, its 
record since 1991 compared to itsown record 
inthepre-1991 period Is certainly impressive. 
In fact 1 would expect the investment picture 
to improve in the light of considerable efforts 
made by the state with respect to reducing 
land and power constraints. 

PoTENtiAL Investment Opportunities - 
UnoffioalView 

On the basis of the discussions that I have 
been having with a number of experts a list 
of potential investment areas are drawn up. 
Due consideration is given to whether the 
state possess any comparative advantage in 
these industries. Second, these are all small, 
and medium type investments in the sense 
that they do not involve investments in plant 
and machinery exceeding Rs 10 million 
($0.28 million). Third, they require more 
skilled labour. Finally these are all products 
which can be marketed quite easily either 
in the domestic market it-self or exported .so 
that an elaborate distribution network is not 
necessary. 1 have thus a list of three areas 
where it will be worthwhile to invest. I 
discuss each of them in some detail below: 

(1) Electronics and Computer Software: 
India IS slowly emerging as an important 
player in the region in terms of output of 
electronic products and computer software. 
Given the comparative advantage of the 
state in terms of availability of skilled 
professionals who could be employed at say 
two-thirds the salaries of comparable pro¬ 
fessionals at a place like Bangalore, Kerala 
offers immense possibilities for these indus¬ 
tries. Realising the potential the state gover¬ 
nment has set up a software technology 
parkin Tnvandrum in 1991 and it started 
commercial operations in September 1994. 
Established in an area of about 180 acres, 
the park offers several incentives for small, 
medium and large enterprises operating in 
the area of electronics and computer software. 
The park has at present 11 units in operation 
(a detailed list of these is given at the end of 
this study) and it can support up to about 100 
units. The average turnover of a unit is about 
Rs 10 million. The main incentives offered 
by the park are mapped out in Table?. 

The*rechnopark is certainly a convenient 
place and I suggest medical electronics and 
computer .software as two of the industries 
that are eminently suitable for being located 
in the park. Given the fact that Trivandrum 
itself has a number of important hospitals 
both in the state and private sector, the exact 
nature of products can be assessed without 
much difficulty. The park has a list of con¬ 
sultants for conducting feasibility studies. 
For most industrialists the first choice for 


Stale 

Total 

Proposals 

(lEMs-i-LOIs) 

Percentage lEMs 
Share Filed 

Proposed 
invesunent 
(Rs Crore) 

Number 
of LOIs 
Issued 

Proposed 
Investment 
(Rs in Oore) 

Maharashtra 

3244 

20.70 

2967(21.22) 

52347(19.5) 

277(16.4) 

4013(9.2) 

Gujarat 

2425 

15.47 

2154(15.4) 

51483(19.2) 

271(16) 

10696(24) 

Tamil Nadu 

1424 

9.09 

1188(8.50) 

16433 (6.2) 

236(13.9) 

4180(10) 

Karnataka 

Kerala 

600 

3,83 

514(3.7) 

9813 (3.7) 

86(5.08) 

3077(7) 

1 

154 

0.98 

124 (.9) 

3143(1.17) 

30(1.8) 

1270(3) 

2 

263 

099 

222(1) 

50.33(1.11) 

41(1.9) 

1364(2) 

1 

15647 

100 

13980(100) 

268619(100) 

1694(100) 

44021 

2 

na 


2481(100) 

452182(100) 

na 

(100) 


Notes: * Figures in parenthesis indicate percentage share of each state in the touil for India as a 
whole. 

1 Refers to the period. August 1991-December 1994. 

2 Refers to Ihe period, August 1991-October 1995. 


. Table 6. Actiiai. Investments in Kerala's Industrial Settor. 1991 -92 to 1995-% 

(Ks in Crore) 


Sector 

1991-92 

1992-93 

1993-94 

1994-95 

1995 % 

Total 

Large and medium 

63.30 

274.24 

148 

182 

.300 

%8' 

Small scale 

131.06 

147.02 

166.28 

192.18 

250 

886.50 

Technopark 

- 

_ 

- 

126 

200 

326 

CEEPZ 

- 

- 

- 

100 

100 

200 

Central public sector 

147 

278 

288 

310 

500 

1523 

Total 

.341.36 

699.26 

602.28 

910 18 

13.50 

3903.50 


(194.36) 

(421.26) 

(314.28) 

(600.18) 

(850) 

2380.50) 


Note: Figures in brackets indicate touil private sector investment. 
Source: K,SIDC. 


Table 7: Incentives on Offtr at Technoparr at Trivandrum 
Fiscal Infrastructural 


Outright grant of !5 per cent of fixed capital 
investment subject to a ceiling of Rs 2 million 
per project 

Exemption from sales tax for the first seven 
years. 

New units to be established before the end of 
1996 will be exempted from electricity duly 
and they will be charged power tanff at pre 
1991 rates for the first five years of their opera- 
lioits 

Grant of 50 per cent of the cost of project fea.si- 
biliiy studies for medium-and large-scale indus¬ 
tries. 

Price preference to Kerala-based manufacturing 
units for purchase by government 


Continuous power with a 110 KV dedicated sub¬ 
station providing quality power 

2(XX) square feet of built-up, self contained 
modules on rent/lung lease* 

Developed land of one five-acres on long lease. 


Own telecom network and telephone connection 
on demand 

Satellite earth station at the paik enables high¬ 
speed international data communication. 

Calibration testing and standardisauon lab to 
ensure high quality. 

Centralised training infrastruclurc to provide 
dedicated training. 


Note: *lnitial down payment for a 25 year lea.se. Rs 1.900,000 per module: annual lease charge: 
Rs 5,000 per n^ule for 25 years' and tern'inol payment for conversion of freehold; Rs 190,000 
payable after 25 years. 

Source. Technopark. 


Table 8: CasT Advantaoe - Trivandrum vs Bangalore 


Items of Cost 

Tnvandrum 

Bangalore 

Salary for a fresh engineering 
graduate (per month) 

Rs 4.000RS 6,000 

Rs 7,500-Rs 10,000 

Residential rental per month 

Rs 2,000-Rs 6,000 

Rs 6,000-Rs 12,000 

Commercial rental per month 

Rs 3,000-Rs 7,000 

Rs B,000-Rs 20,000 

Power Tariff (in paise per kwh) 

98.89 

199.05 


Source: Technopark 
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FlouitE S: Utiusation of RuiinwoOD m India. 1992-93 
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Figure 7- Trejios in the Prices of Rubberwixid Logs at Perumbavoor (Rs/Cu Ft) 



locating any electronics-based industrial unit 
is Bangalore given its already existing repu¬ 
tation as the so-called electronics capiul city 
oflndia However, Bangalore’s potential in this 
area is becoming saturated. On a number ot 
indicatorsofcostTrivandrumnowcompares 
very favourably with Bangalore as a prime 
location for setting up electronics industries 
rfable 8). The data presented above shows 
very clearly the advantages of choosing 
Trivandrum and the Technopark as an ideal 
place of location for electronics firms. 

(2) Rubberwood-based industries: Though 
Kerala is the largest natural rubber producing 
state in the country, there exists very little 
scope for starting rubber-based industries in 
the state. Instead immense possibilities exist 
in the state. India is emerging as a major 
rubberwood producer with a production ot 
about 1 million cubic metre annually. At 
the moment approximately 45 per cent is 
used for low value added products like the 
packing case industry. 12 per cent in the core 
veneer industry. Rubber wood processing 
industry (treated and sea.soned) consumes 
less than 3 per cent of total pnxiuction (see 
Figure 5). Recent technological break¬ 
throughs in chemically treating the wood 
has enhanced its usage as a timber foi 
manufacturing value added products .such 
as (1) mouldings: (2) furniture and compo¬ 
nents; (3) doors and windows; (4) textile 
shutters, (5) utility items, brush handles, 
houseware, etc. (6) flush doors. Estimates 
of the availability of rubberwood undci 
different scenarios are available and these 
are presented in Figure 6. 

The estimated production ot sawn timbei 
under Sccnanu I, in which area under natural 
rubber is assumed to grow constantly at 5 
per cent is about 0.315 million cubic metre 
in 1993 and it is expected to grow to 0.442 
million cubic metre by the year 2000 
Scenario 11 is a more con.servati ve one which 
assumes a declining trend in the growth ol 
rubber plantations the estimated production 
of sawn timber is 0.352 million cubic mctrci 
by the year 2(X)0. The important point tc 
note is that irrespective of the scenarios there 
will be adequate availability of raw material 
Much of the machinery and chemicals usee 
in the treatment of the wixid is also available 
from domestic .sources. The only constraini 
is the rising prices of logs [see Figure 7] 

There has been a sharp increase in Iht 
prices in 1995. But even at this high prict 
it is still much cheaper than say teak wood 
Moreover, given the current ecological con¬ 
siderations rubber wood is very acceptabk 
especially in western markets. So there i; 
an excellent domestic and intemationa 
demand for rubber wood based value-addec 
products like furniture doors and windows 
etc. There are at present 45 units in the 
country engaged in the manufacture oi 
various processed items. In the light of th« 
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Table 9; Investment OwWTuwnES in Kerala - OmaAi. View 


Main Industry Group 

Specific Product Groups 

Seafood and Marine Products 

Individually Quick Frozen (IQF) Marine Products; 

Freeze Dried Marine Products; 

ShrimpfCrab Extracts; 

Shrimp/Fish Feeds; 

Shrimp Feed Ingredients; and StLshi Shrimp 

Textiles and Garments 

Cotton Yam 

Cotton Fabrics; and Garments including Knitted Garments 

Light Engineering 

Cutlery and .Scissors; 

Industrial Link Chains; 

Pressure Die Casting: 

Automobile Coil Springs; 

Etched and Formed Aluminium Foils; 

Precision Diameter Tubes; 

Gear Boxes : 

Air-Screw Coinpiessois and High Vacuum Pumps; 

Machine Tool Accessories; 

Pollution Control Equipment; 

Double-wall Tubes; and Bicycles 

Drugs and Phannaa‘ulicals 

Chloiopheniiaminc; 

Fumzolklunc. 

Betanietharone; and 

Dexamethazone 

Spices und Spioc ExIiacUi 

Pnx.'es.sed/Sterilised Spices; 

Oleoresins; 

Spice Extracts; 

Cuny Powders; 

Natural Colours and Flavours. 

FJIecln.nics and Coinpuler .Software 

Computers and Computer Paipherals; 

Industnal and Process Control Equipment: 

Automotive Elecironics; and ASIC design, etc. 

Minerals 

Titanium 

Bone Chinaware: 

Sanilarywaie; 

Glazed Wall and Floor Tiles; 

HT Insulators; 

.Sliect Gla.vs, Gloss Shells and Tubes; 

Fibre Glass; 

Zeolite, and 

Cutting and Polishing of Granites 

Petnx;hemicals 

Xylene Exliuclion and Pure Terephathalic Acid (PTA); 
I’olychloroprene; 

Pihalic Anhydride; 

Adipic Acid: 

Nylon Tyre Cord, 

Iso-Bulye Benzene; and Nilro-Coiiipounds of Benzene 

Food ProccsMng 

Meat Processing; 

• 

Chocolates; 

High Fructose Syrup from Cassava. 

Rcady-lu-eol Snack Foods. 

Pineapple and Mango Producis: 

Canne^recze-dried Fruits; and vegetables 

Biotechnology 

Tissue Culture 

Bio-pesticides; 

Bii>-fenilisers; 

Vaccines; 

Embryo Transfer; 

Biochemicals: 

Blood Producis; 

Fish Fatty Acids; 

Medical Diagnostics; and Enzymes 

Tourism 

- 

Kuhber (^cessing 

Tyres and lubes. 

Conveyor Belts; 

Foam rubber producis; 


Fibre-foom products; 

Latex-dipped products; 

CoiKloms; and Speciality Hoses. 

Herbal Products 

Range of medicinal products; 

Herbal Cosmetics and toiletries. 
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above, 1 recommended that it should be 
possible to set up units in the new Export 
Promotion Industrial Park at Cochin or at 
the Wise Park at Palghat. There is now an 
active organisation known as the Indian 
Rubberwood Taskforce based at Kottayam. 

(3) Tourism-reUutd Services: Kerala is 
endowed with unique natural beauty and so 
there has been a spurt in tourist arrivals in 
the state during the last few years (see 
Figure K). However Kerala’s share of foreign 
tourist increased rather slowly from about 
5 per cent in 1990 to about 6.70 per cent 
in 1994. There has also been a spurt in 
domestic tourist arrivals. Estimates of 
earnings from touri.sm snows a four-fold 
increase during the penod 1990-94. 

'Phe lower rate of growth of foreign tourist 
arrivals in Kerala is partly attributable to the 
lack of a vailabil ity of adequate infrastructural 
facilities including budget hotels, etc. In fact 
this is going to be felt more acutely in the 
next three or four years as consequent to the 
fairly good marketing of the state as a tourist 
destination the arrivals of especially foreign 
tourists are bound to increase. The new and 
direct charter flights to Trivandrum and the 
increased flights of this variety once the 
airports at Cochin and Calicut are upgnuled 
arc good indications of the shape of things 
to come. 

At present there is a multiplicity of 
organisations in the state charged with the 
development of tourism. While at the state 
level there is the department of tourism, the 
Kerala Stale Tourism Development 
Corporation and to some extent the forest 
department, at the district level there are the 
di.strict tourism promotion councils all of 
them usually working at cross purposes. The 
net result is a spreading thin of the resources 
across a large area. Some positive 
developments have taken place in 
infrastructural development with the 
formation of a new company, the Tourism 
Resort Kerala (TRKL), a .subsidiary of 
KTDC. Along with the Taj group, the new 
company has been able to mobilise resources 
for three new hotel projects at Cochin, 
V arkala and Kumarakom. But all these hotels 
are meant for the so-called top-end tou.ists. 

According to the policy on tourism 
announced in July 1995, the state government 
is offering a spate of incentives for tourism- 
related services. Absenor of affordable and 
decent hotels in some of the important tourist 
centres is still a major handicap. The tourist 
centres that I have in mind are Thekkady, 
Allcppcy, Kodungalloor, Athirapaliy, etc. 
Along with the hotels ouecould also consider 
ayurvedic treatment centres. No doubt this 
will go well with not only the foreign tourists 
but also tourists from northern India. So a 
kind of nature tourism routed in the rich 
heritage of Kerala is what I am envisaging. 
This product will necessitate some profes- 
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sional marketing within India and abroad. 
But with the existence of a number of 
professional advertisement and marketing 
agencies this may not be a problem at all. 

PoTCKmAL Investment Opportunities - 

OmOALVlEW 

In contrast to our modest list of investment 
opportunities, the state government has 
drawn up a large list. I am not in agreement 
with all the options presented. Nevertheless, 
from the point of view of increasing the 
range of options available to the potential 
investors, I merely reproduce, without com¬ 
ments, the ofTicial list of investment oppor¬ 
tunities in the state (see Table 9). The list 
is quite exhaustive though I am rather 
sceptical about the feasibility of most of 
them. Suffice it to say that two of the three 
industries which I have selected finds a place 
in the official list as well. 

Kerala has not been considered a favourite 
spot for industrial investments for a very 
long time. Initially, this has been to a large 
extent because of the poor record of the .state 
with respect to labour disputes. Of late two 
more constraints, namely, land and power 
shortage have been add^ to this list. The 
state government through its various pro¬ 
motional agencies is putting into effect a 
number of infrastructure projects. Though 
the response from private sector industry to 
these initiatives is certainly good when 
considered historically, it is only a small 
response compared to that in some of the 
neighbouring states. Our analysis shows that 
the state holds some potential for smalll and 
medium type projects which can be estab¬ 
lished in one of the industrial parks under 
construction. Much depends on the ability 
of the state to provide good quality electricity 
in an unintemipted fashion. 


Notes 

(This paper is largely based on a study that I did 
for P^ration of Kerala Association of North 
America. I thank K N Raj and T N Krishnan for 
encouraging me to work on this study. Thanks 
are also due to various officials of the state 
government and in particular to Paul Antony, 
Karmachandran. K G Satheesh Kumar and 
S Balnknshnan. However none of them is to be 
implicated for any errors that remain.] 

I This view has been expressed by the noted 
energy expert R V G Menon in his recent key¬ 
note address to the seminar on the Power Crisis 
in the Slate and the Solutions organised by the 


Institution of Engineers on March 17,1996 at 
Trivandrum. Excerpts from this address arc 
reported in The Hindu, March 18, 1996, p 3. 

2 Suffice it to say that in a relative fashion the 
actual investments into Kerala will only be a 
small fraction of what some of her neighbours 
have been able to attract. For instance, the car 
project alone, from Ford MotorCompony whicli 
Tamil Nadu has attracted, has an investiiuini 
potential of Rs 1,500 crore. 
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Analysis of Drug Prices, 1980 to 1995 

Wishvas Rane 

Since the drug policy of1986, many changes have been introduced liberalising the environment for drug manufacturing 
and marketing. These changes have apparently come about as a response to the drug industry's plea that controls 
in India were too stringent and that without controls prices would stabilise and not rise. Yet, a categorywise analysis 
of prices of drugs over a period of 15 years shows that there is a general rising trend in prices, especially of essential 
and life-saving drugs. 


IT is difficult to work out an ideal drug price 
index, because of the many variations in 
diseases and their treatments. It is also 
difficult because of different prices of 
different brands of the same medicine. But 
there is need to find out the real rise (or fall) 
in drug prices. 

The drug industry oltcn claimed that drug 
prices have not increased when the prices 
of other consumables have risen. This claim 
is normally accepted by the government 
which then pats its own back for the success 
of its Drug Price Control Orders (DPCOs) 
to contain drug prices. The Consumer Price 
Index for urban industrial workers increased 
by 27.1 per cent during 1980 to 1995(April). 
This rapid rise was due to the unprecedented 
rise in food pnees during this period. It 
would therefore be apt to compare drug 
prices with those of an industrial consumer 
good like clothing and footwear. The price 
index lor this group has increased by 170 
per cent during this period. 

When we consider drag prices, we should 
ccitainly consider the (lathi Committee 
comments on drug prices. It says “In 
appreciation of the lact that ill-health has 
major socio-economic implications, the 
cflinmitlec feels that in a welfare state, 
availability of prophylactics and curative, 
should receive the highest priority on par 
with food and shelter. Production and 
distribution of drugs should, therefore, 
constitute an important social responsibility 
of the state. The committee is of the opinion 
that trade aspects ofihis vital industry should 
be divorced from the ordinary accepted 
principles of trade for profit”. 

The Drag Policy (DP) of 1978 and the 
DPCO1979, were based, albeit partially, on 
recommendations of the Hathi Committee. 
For the first time. comprehensive price control 
was introduced in the drag indu.stry (though 
some price control measures had been it. 
force since 1970). In the aftennath of the 
1978 DP, the organised Indian private .sector 
created a solid base for itself in the drag 
industry. Having done so, it joined the MNCs 
in the campaign for reversal of the 1978 DP. 

.By the early 1980s, the indastry, led by 
MNCs, started making belligerent noi.scs for 
reversal of the 1978 DP and for decreased 
controls. The industry argued that drug 
production was becoming unprofitable and 


even proceeded to deliberately reduce 
production of essential drugs. 

An RBI analysis of the working of FERA 
and other companies reveals that the progress 
of the industry in the 1980s has been quite 
impressive. The increa.se in turnover in 
relation to the investment in fixed assets, has 
been more than proportionate to the 
additional capital outlay on modernisation 
and expansion, and dividends on enlarged 
capital could be paid liberally out of profits. 
A large portion of profits after tax was also 
retained in the business. The industry had 
not had any difficulty in finding the requisite 
resources fur modernisation (Kothan ’.r Year 
Book. J987. p A 181). 

This shows that the industry was making 
more than sufficient profits and there was 
no reason for asking for higher prices. 

From these reports it may be concluded 
that the drug industry as a whole, both I ndian 
and MNCs performed well in f ^nancial terms, 
and the campaign of the industry about less 
profitability due to DPCOs was misleading. 
In March 1985. the central government 
dclicenscd 94 bulk drugs making the policy 
of reservation of drug licences almost 
infnictuous. The 1986 policy, in one sweep, 
reduced the span of price control from 347 
bulk drugs to 166 drugs. It decreased the 
number of categories under price contiol to 
two and increased the mark-ups on the.se to 
75 and 100 per cent. 

In September 1994, came modifications 
to DP 1986. when different maximum 
allowable post-manufacturing expenses 
(M APE) were done away with and a uniform 
M APE of 100 percent in all cases introduced 
for all drags under price control. The number 
of price controlled drugs was brought down 
from 142 to 73 and greater profitability (up 
to 4 per cent) allowed for bulk drug 
manufacturing. By offering such a liberal 
drug policy, the government has conveniently 
forgotten that even developed market 
economies treat the drug industry di ffcrcntly 
from the consumer goods industry. Price 
and production controls are enforced in all 
developed countries. 

In order to prove that the drug prices have 
increased substantially, an attempt is made 
here to compare the pi ices of drugs in June 
1980 to those in Api il 1995, using data from 
MIMS India. Vol 1, No 1 (June 1980) and 
MIMS India. Vol 15, No 4 (April 1995). 


Drug prices of all the products and packs, 
showing rise or reduction in prices have been 
considered and the prices of a single unit of 
such products are totalled. Some778 product 
packs have been compared. This is roughly 
55 per cent of all the products of June 1990 
as listed in MIMS. For want of space only 
product packs showing a rise of over 100 
per cent have been listed with respective per 
cent price rise. There were 118 product packs 
showing a price rise of less than SO per cent, 
145 showing a price rise between 50 to 100 
per cent and 50 showing a decline in prices. 

From Table 1 we find that there has been 
an overall price ri.se of 196.58 per cent, 
which means that the drug prices have nearly 
trebled during 1980 to 1995. The maximum 
rise of 336 per cent is seen in drugs meant 
for treatment of cancer. The radical cure for 
gout is allopurinol and (he price of Zyloric 
has gone down by 79 per cent. All these anti- 
cancer products are imported and the govern¬ 
ment should make an effort to sec that these 
emergency essential drags are imported and 
marketed at reasonable cost to consumers. 

This IS followed by anti-allergic drugs 
showing a 259 per cent rise. The cheapest 
chlorpheniramine maleate is just not 
available, though over 20 brands use it in 
their combinations. The price of the popular 
brand Avil (costing total Rs 2.92 for I tablet 
thnee a day for seven days) has marginally 
increased, but the drug has been rapidly 
replaced by costlier brands such as astemisole 
(Astclong I week treatment Rs 35.80), 
Icrfenadine (Histerf - Rs 45.95), loratadine 
(Lorfast - Rs 27.65), clemastine (Tavist - 
Rs 61.10), and cetrizinc (Tlirtin - Rs 17.15). 

Drugs acting on the respiratory system 
have registered a rise of 258.45 per cent and 
the maximum rise is shown by cough 
mixtures. Drugs acting on the alimentary 
system show a rise of 243 per cent, and 
strangely enough, inessentials tike enzymes 
(334 per cent), anti-diarrhocals (476 per 
cent) and laxatives (300 per cent) rise is 
seen. This is followed by other inessential 
nutritional products which show a 236 per 
cent rise. Food products show a rise of 654 
per cent, followed by minerals with 265 per 
cent, anti-obesity drugs with 193 per cent, 
vitamins with 186 per cent and tonics with 
185 per cent rise. Hormones, most of which 
are needed by women, show a rise of 221 
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per cent. Iliyroid treatment is taken for a 
long time and these products have gone up 
by S32 per cent; gonadol hormones'by 409 
per cent. Among the drugs for the inu.sculo- 
skeietal system, inessentials likcrubefacicnts 
(balms) and muscle relaxants have gone up 
by 280 per cent. 

Only antibiotics have shown a very modest 
rise of 64 per cent, but few of these antibiotics 
arc very widely used today. The prices of 
chloramphenicol products (Chloromycetin, 
Paraxin. etc) have gone up, but even this 
antibiotic has been replaced by ciprofloxacin 
and others. The newer antibiotics are 
introduced with higher prices and these are 
extensively and vigorously promoted. 

Prom Table 2 we find that the maximum 
rise of 476 per cent is shown by anti- 
diarrhoeals, wherein a substantial rise of 768 
per cent is seen for Salazopyrine which is 
probably the only available remedy for 
ulcerative colitis. This is closely followed 
by Thalazole (574 per cent) and WaJamycin 


(296 per cent). Now most of the ahti- 
diarrhoeals have been banned and thus 
Streptomagna and Thalazole have been 
withdrawn. Hepatobiliary drugs follow with 
a total rise of 3SS per cent. Hepasulfol 
containing trithioparamethoxyphelylpropene 
(a passing reference is made to it in 
Martindale, as a drug increasing saliva and 
bile and not included in British National 
Farmulae) shows a rise of 602 per cent, 
closely followed by Festal (an enzyme 
preparation containing bile salt) by 400 per 
cent. Festal is now being sold with a changed 
composition - the bile salt has been dropped 
and the product named Fc$tal-N with the 
same price. Enzymes show a rise of 330 per 
cent. Panzynurm, an enzyme combination 
containing bile and stomach extract, has 
registered a rise of 1112 per cent. Bilamide 
is a brand of nicotinamide and indicated for 
anorexia, flatulence, dyspepsia and 
constipation, shows a rise of SS2 per cent. 
This is then followed by Bestozyme (416 

Table I. Price Rise - Systemwise 


pa cenO. Merdeenzyme (354 per cent), 
Molzyme (372 per cent), Unioizyme (397 
per cent) and many others. Then comes the 
laxative group with a total rise of 300 per 
cent. This is topped by I-so-gel with 593 per 
cent, Dulcolax with 451 per cent i’ts 
suppository with 446 per cent, Pursenid - 
IN by 351 per cent, Cremafin by 311 per 
cent and others. In the antacids most of the 
liquid preparations show increased prices 
and the maximum rise is shown by Disogei. 
Among gastro intestinal sedatives, Dimol 
and Epidosin have shown the maximum rise. 
In this group the inessential drug 
combinations for hepato-biliary problems 
and enzymes show a big rise. The prices of 
commonly needed laxatives have risen by 
four times. Within a year (March 1995 to 
March 1996) prices have further increased 
for Aludrox and Gelucil MPS antacids, 
Buscopan and Serebantinc anti-spasmodics, 
Dulcolax suppository and l-so-Gel laxatives, 
Salazopyrine anti-diarrhoeal, Sorbiline and 


Pharmacological _ Price _ Per Cent 

Index 1980 199S Rise 


Antacids 

94.51 

174.37 

84..50 

GI Antispasmodics 

67.98 

130..32 

91.70 

Laxatives 

38.86 

155.40 

299.90 

Colon and rectum 

9.99 

17.15 

71.67 

Anti-diarrhocals 

55.80 

.121.28 

475.77 

Hepato-Billioiy 

26.88 

122.37 

.355.25 

Enzymes 

95.72 

415.30 

3.33.87 

Total alimentary system 



242.8 

Cardiac disordm 

86.05 

188 62 

119.20 

Anti-onginals 

74.78 

204.62 

173.63 

Peripheral vasodilators 

72.35 

127.62 

76.30 

Anti-hypertensives 

78.68 

177.23 

125.25 

Anti-migraine 

12.86 

20 19 

57.00 

Anti-coagulants 

. 5.15 

80.25 

1458 25 

Haemostatics 

34.07 

94.35 

176.93 

Toul Cadiovoscular system 



145.34 

Analgesics 

67.70 

137.98 

103.81 

Hypnotics 

24.58 

90.58 

268 51 

Sedatives, tranquilliser 

63.72 

193.66 

203.92 

Anti-depressants 

14.59 

46.42 

218.16 

Anti-emetics 

121.19 

198.34 

63.66 

Ami-convulsants 

99.24 

397.60 

300.64 

Rigidity conttollers 

79.23 

344,.50 

334.81 

Total Cenual Nervous System 



199.64 

Anti-inflammatory-NSAID 

26.32 

43.79 

66.38 

Muscle relaxants 

33.42 

127.29 

280.88 

Rubefacienis-Balms 

15.26 

59.23 

288.07 

Total musculo skeletal system 



207.07 

Gonadal Homiones 

151.99 

77^96 

408.56 

Oral contraceptives 

4 88 

14.40 

195.08 

Corticosteroids 

235.,50 

441.97 

97.67 

Hypoglyccmics 

73 99 

182.63 

148.63 

Thymid and Antithyroid 

26.85 

169.64 

.531.81 

Total Hormones 



220.67 

Diuretics 

66 21 

80.47 

71.54 

Urinary anti-infectives 

71.33 

193.41 

171.15 

Vaginal and urethral 

55.10 

166.60 

202.36 

Uterus 

23.31 

48.85 

109.57 

Spetmicidals 

6 29 

33.47 

432.11 

Total genito-urinary system 



13.5.24 

Respiratory stimulants 

17.50 

32.87 

87.83 

Broncho-spasm relaxants 

76.02 

229.71 

202.17 

Expectorants 

172.90 

692.41 

300.47 

Total respiratory system 



258.45 

Antibiotics 

707.74 

1419.11 

100.51 


Pharmacological _ Price _ Per Cent 

Index 1980 I99S Rise 


Sulphonamides 

143.11 


4.08 

Anti-tuberculours 

340.12 

341.33 

0.36 

Antileprotics 

184.50 

180 00 

reduced 

Antifungals 

20.94 

84.33 

302.72 

Antiainoebics 

37.42 

63.90 

70.76 

Antimalarials 

5.71 

16.68 

192,12 

Antihelmintic 

29.07 

38.59 

32,75 

Vaccines 

45.35 

I93.lt 

325.82 

Total infection and infestation 



64.21 

Tonics 

76.48 

214.61 

180.61 

Iron preparations 

134.17 

345.64 

157.61 

Minerals and vitamins 

234.05 

854.33 

265 02 

Vitamins 

521.11 

1490.08 

185.94 

Antiobesiiy 

14,35 

42.05 

193.03 

PcHxl products 

82.42 

621.74 

654.36 

Total nutrition 



235.83 

Nose 

45.80 

145.24 

217.12 

Throat, mouth 

9.75 

17.08 

75.18 

Ear 

47.09 

87.29 

85.37 

Total ear, nose, throat 



143 19 

Anti-infective 

71.11 

147..57 

107.52 

Anti-inflammatory 

11.04 

24.86 

125.18 

Glaucoma 

29.58 

97.56 

229.82 

Mydriatics and cycloplegics 

12.00 

14.47 

20.58 

Diagnostic and miscellaneous 

38..54 

I2I..30 

214.74 

Total ophthalmic 



150.05 

Antiallergic 



258.58 

Total allergic manifestation 


196.50 

258.58 

Soothing and protective 

II 32 

85.90 

658.83 

Keratolytic and cleansers 

26.49 

109.27 

312.50 

Topical NSAID, antipruritic 

4.08 

1.3.91 

240.93 

Antifungal antiinfective 

46.07 

115.45 

150.60 

Antiinfectives 

67.83 

168.72 

148.74 

Topical steroid 

32.44 

79.49 

129.62 

Miscellaneous 

92.76 

256.06 

176.37 

Total Skin 



194.96 

Carcinochem therapeutic 

738.37 

3756.76 

408.79 

Imnwno suppressants 

271.67 

878.60 

223.41 

Anti-gout 

57.88 

12.04 

reduced 

Poisoning 

29.20 

131.79 

.351.34 

Total metabolism 



335.61 

Grand Total 




All Systems 




775 formulations 



196.58 
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' Tabu 2: Aluantaky SvmsM 


Product 

Pack 

Prices PerOm 
T95 o iwJ Rise 
RsPs Rs Ps 

Antacids 





Alucinol 

8T 

0.96 

1.98 

108.42 

Aludrox 

350 ml 

7.35 

17.08 

132.38 

Disogel 

175 ml 

5.40 

18.55 

243.52 

Celusil 

170 ml 

6.10 

13.29 

117.87 

Mucaine 

175 ml 

9.06 

18.77 

100.55 

Polycrol fort 

175 ml 

5.64 

13.04 

131.21 

Solacid 

12 T 

1.33 

2.72 

104.51 

Rise less than 

50(9) 




Rise 51 ID 100 




per cent (8) 





Gaslnt-intestinal sedatives 



Buscopan 

10 T 

3.42 

8.47 

147.66 


I ml 

1.44 

3.41 

136.81 

Colimex 

10 ml 

2.66 

10.00 

275.94 

Dimol 

10 T 

1.16 

5.00 

331.03 

Epidosin 

20T 

4.16 

19.06 

358.17 

Pro-bonthine 

lOT 

3.90 

9.35 

139.74 

Seie-banthine 

8T 

4.65 

12.21 

162.58 

Spasnio- 





proxyvon 

6C 

4 55 

9.-56 

110.11 

Reduced(1) 


4.64 

3..54 


Ixss than SO 





per cent(3) 





50 too per cent (1) 




Laxatives 





Agarol 

170 ml 

8.74 

33.36 

281.69 

Ollubril 

30 C 

9.06 

22.00 

142.83 

Cremafin 

210 ml 

5.62 

23.10 

311.01 

Oulcolax- 





suppository 

lOT 

1.18 

6.50 

450.85 

to mgxS 

4.50 

24..5.5 

445 55 

EvBvuol 

75 C. 

6.21 

24 43 

293.40 

l-So-Gel 

52 G 

2.25 

15.60 

.59.1 32 

Purscnid-IN 

lOT 

1.30 

5.86 

3.50.77 

Drugs acting an colon and rectum 


less than ItX) 





per cent (2) 





Anii-diarrhoeal 




Solazopynn 0.5g 50 T 

29.39 255.00 

767.64 

.Streptomaana 

10 T 

3.17 

8 72 

175.08 

Thai azole 

10 T 

1.32 

8.90 

.574 24 

Walainycin 

30 ml 

4 29 

17.00 

296 27 

Less than 50 





per cent 

(3) 




.50- too Per cent (20 




Hepato-biliary 




Festal 

lOT 

5.00 

25.00 

400 00 

Hcpasulfol 

60 T 

8.43 

59.20 

602.25 

Sorbiline 

too ml 

7.14 

19..55 

173 81 

.Stiniuliv 

100 ml 

6.31 

18.62 

195 09 

Enzyme 





Bestozyme 

30 T 

4 62 

23.85 

416.23 


100 ml 

5.68 

12.61 

122.01 

Bilamide 

30 T 

10.92 

71 17 

.551.74 

Digiplex 

100 ml 

6.35 

21.69 

241.57 

Dispeptal 

lOT 

4.50 

18.73 

316 22 

Upizyme 

210 ml 

7.38 

26.00 

2.52.30 

Mcrckenzyme 

lOT 

10.54 

47.85 

353.98 

Molzyme 

30T 

6.14 

29.00 

372.31 

Normozyme 

25 T 

4 52 

9.33 

106.42 

Panzynorm 

25 T 

7.24 

87.721111.60 

Uniemzyme 

25 T 

4.53 

22.50 

396.69 

Vitazyme 

no ml 

4.60 

14.79 

221..52 

Rise less than 





SO per cent (1) 




Rise 50-l(X) per cent (2) 



Total-olimentory 




system 

390.44 1336.19 242.23 


Stimuliv for hepato-biliary systems and 
Bestozyme, Digiplex. Dtspeptal enzymes. 

Table 3 shows comparative prices ofdrugs 
used for heart diseases. The total rise is 13S 
per cent, but most of these drugs are nut 
widely used and recently introduced newer 
drugs for higher prices are being promoted. 
In this group the maximum rise is shown 
by the anti-coagulants that are needed by 
cardiac patients for a life time. Acitrom, the 
only available product, shows price rise of 
2359 per cent for a 4 mg tablet and 1417 
per cent for a I mg tablet. In the following 


TaB1.E X. CARDiriVASCUI.AR Sy.stem 


Product 

Pack 

Price Per Cent 



1980 

1995 

Rise 



Rs Ps Rs Ps 


Cardiac disorders 




Rctablo forte 

I2T 

4.14 

11.22 

171.01 

(2ardioxm 

20 T 

1.83 

3.93 

114 75 

Ciplar 10 mg 

10 T 

2.00 

4.31 

115 50 

20 mg 

10 T 

4.10 

10 56 

I.57..56 

Inderal 10 mg 

lOT 

1.73 

4.91 

18.3.82 

40 mg 

10 T 

4.08 

11.80 

189 22 

80 mg 

10 T 

8.00 

15 83 

222.87 

Lanoxin 

10 T 

091 

2.02 

121.98 

Paed elixir 

30 ml 

2.69 

18.27 

.579 18 

Injection 

2 ml 

1.64 

5.31 

223 78 

Mephentine 

20 T 

6.02 

25.50 

323 .50 


1 ml 

1.81 

5.30 

192.82 

Natcardine 

20 T 

10 63 

37.32 

251.08 

Rise les.s than 50 per cent (1) 



Rise 50-100 per cent (1) 




Reduced (2) 





Antianginal and vasodiUitores 



Angised 

lOOT 

5.08 

32.90 

.547 64 

lldamen 

2ml 

1 41 

3.18 

125 53 

Neocar 

l(X)T 28.55 

99.55 

248.69 

Peritrale SA 

lOT 

2.87 

8.20 

185.71 

Rise less than 50 per cent (3) 



Rise .50-100 per cent (3) 




Reduced (1) 





Peripheral vasodilators 




Arlidin 

25 T 

6.11 

31.50 

4I5..5.5 

Nicinal 

10 T 

2 07 

7.04 

240.10 

Reduced(i) 


3.46 

2 16 


Rise less than 50 per cent (1) 



Rise .50-100 





per cent (2) 


60.71 

86.92 


Antihvpertrnsives 




Brinerdine 

lOT 

8.34 

32.09 

284.77 

Dopagyt 

10 T 

6.48 

15.29 

1.35.96 

Emdopa 

10 T 

6 15 

30.49 

395.77 

Meldopa 

10 T 

6.37 

24.14 

278.96 

Reduced (3) 


12.26 

8.84 


Rise less than 50 per cent (3) 



Rise .50-100 





per cent (3) 
Migraine 


39.08 

60.38 


Rise less than .50 per cent (1) 



Rise 50-100 





per cent (2) 
Anti-cogulants 


12.86 

20.19 


Acitrom 1 mg 

10 T 

1.45 

22.(X) 1417.24 

4 mg 

10 T 

1.83 

45.002359.02 

UniwarTin 

Haemostatics 

25 T 

1.87 

13.25 

608.56 

Gyna CVP 

25 T 

9.22 

23.43 

154.12 

Picmarin 

20 mg 24.85 

70.92 

185..39 

Total 

368.94 886.88 

140 39 


year prices have been reduced - (I mg x 10 
tab @ Rs 18.15 aind 4 mg x 10 tab @ R$ 
40.60). But even if we compare the reduced 
prices to the prevailing prices in 1980, we 
find the rise is 1152 per cent for a 1 mg tablet 
and21 l9percentfor4mgtablet.Uniwarfln 
shows a modest rise of608 per cent. Among 
the drugs for cardiac disorders. Lanoxin- 
paediatric shows a rise of 579 per cent, 
closely followed by Natcardine - 251 per 
cent, and 323 per cent for Mephcntin 
injcctible. Among anti-anginal drugs. 
Angised shows a rise of 548 per cent and 
Neocar 249 per cent. In the peripheral 
vasodilators, Arlidin shows a rise of 415 per 
cent and Nicinal 240 per cent. The role of 
these vasodilators for cardiac conditions is 
doubtful. Amongthe anti-hypertensives, the 
prices of methyldopa (Emdopa - 136 per 
cent, Meldopa - 396 per cent) have gone up. 
Among haemostatics, Gynac CVP has a very 
limited role to stop ble^ing, but it shows 
a rise of 154 per cent. Premarine is useful 
in uterine bleeding (dysfunctional) and prices 
have gone up by 185 per cent. The prices 
of Pcrsantin. Du vadilaii, Ismelin and Nepresol 
have reduced. Ciplar, Inderal, anti- 
hypertensives, Adeiphae essidex. Emdopa 
have further increased over prices during 
1995-96, whereas inderal 10 mg, Lanoxin 
injcctible. Angised, Acitrom have shown a 
decrease in prices. The price of Lanoxin 
tablets has increa.sed during 1995 to 1<>96 
to Rs 4.16 registering a rise of 357 per cent. 
The highly priced new entrants likeConversyl 
(10 tabs @ Rs 220.60), Inocor (20 ml 
@ Rs 933.00), Norpace (100 mg x 10 tabs 
@ Rs 37.74), Ravedon (10 tab <s> 98.93) 
have shown varying rises during 1995-96. 

Table 4 gives the comparative prices of 
the drugs acting on central nervous system, 
i c, pain-killers, fever-reducers, hypnotics, 
sedatives, anti-depressants, anti-nauseants, 
anti-convulsants, etc. In this group the total 
prices have trebled. The maximum rise of 
335 per cent is shown for drugs used in 
Parkinsoism, closely followed by a 301 per 
cent rise for anti-convulsants used for 
epilepsy. 269 per cent for hypnotics, and so 
on. Among analgesics, the maximum nse of 
182 per cent is shown by Micropyrin, a 
brand of aspirin. Veganin another aspirin 
combination shows a rise of 178 per cent. 
Injection Fortwin and Sosegon show a rise 
of 174 and 163 per cent, respectively. Calpol 
and Crocin. the popular brands of 
paracetamol show a rise of over 100 per cent. 
In this group, Calpol tablets, Cofamol syrup, 
Crocin syrup, Fortwin injection. Micropyrin, 
Novalgin injeaion, and pyrigesic have shown 
a further rise during 1995-96. Hypnotics 
show an overall rise of269 percent. Tricloiyl 
shows a maximum nse of 502 per cent and 
it further increases to R$,3ft (from Rs 33 in 
1995), during 1995-96. Gardenal, the drug 
of choice in epilepsy, has not been available 
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through retail chemists (and the drug 
controller cannot do anything about its non¬ 
availability) and has shown a rise of 177 per 
cent. Among sedatives and tranquillisers, 
the prices of brands of diazepam (Calmod 
824 per cent, Calmposc 471 per cent and 
Valium 582 percent) increased, but dropped 
marginally during 1995-96. Larpose is a 
brand of lorazepam which is a short act¬ 
ing benzodiazepam that has shown a rise 
of 344 per cent. Librium is a brand of 
chloidiazepoxide which is a benzodiazepam 
with general properties similar to diazepam, 
has shown a rise of 408 per cent. Majeptil 
is a brand of thioproperazine which is similar 
to chlor(Homazine (a very cheap drug) but 
is highly priced with a ri.se of 1070 per cent. 
This group shows a total rise of204 per cent, 
whereas the anti-depressants show a rise of 
218 per cent. Anti-eme'ics totally show a 
modest rise of 64 per cent, but popular 
brands like Stemctil (708 per cent) and Siquil 
injectible (414 per cent) are on the higher 
side. Anti-convulsants are mainly used by 
epileptics, for whom phenobarbitone is a 
gtxx! cheap drug, but is not made available 
by retail chemists and instead co.stlicr newer 
drugs are used which have registered a big 
rise, viz, Epsolin>S90 per cent, Eptoin-402 
per cent, Garoin-311 per cent and Mysoline 
552 per cent, with a total rise of 301 percent. 

The total rise in the rigidity and tremor 
control drugs is nearly 335 per cent, nearly 
416 times. These drugs are used by patients 
of Parkinsonism and these have to be u.sed 
fora long time. Kemadrine has increased by 
505 per cent and Pacitane by 611 per cent. 
Table 5 gives a comparative sales rise of 
drugs acting on musculo-skelctal disorders. 
In this group the non-steroidal anti¬ 
inflammatory drugs (NSAIDs) have shown 
a minimum rise of 46 per cent because most 
of these NSAIDs are not widely u.sed and 
these are replaced by newer and costlier 
drugs. Muscle relaxants have shown an 
appteciablcriseof28l percent which means 
that the prices have multiplied nearly four 
times. Carisoma shows a rise of S12 per cent 
and it has further increased the price during 
1995-96. Carisoma contains cari.soprodol 
and British National Formulary (No 29, 
March 95, page 402) says “The clinical 
efficacy of carisoprudol as muscle relaxant 
is not well e.slablishcd although it has been 
included in compound analgesic preparations 
(Carisoma compound)”. Epidosin is an anti- 
spasmodic and is useful in visceral spasms 
and it shows a rise of427 percent. Carisoma 
compound, an analgesic combination, has 
increased by 299 per cent, Parafon (a brand 
of chlorzoxazone) a rise of 283 per cent, 
Robinax (a brand methocarbamox, the 
efficacy of which is not established) tablet 
and injntible by 245 per cent. Rubefacients 
are topical analgesics that principally act by 
causing irritation. These as a total have 


TAau 4; Cemiial Nnvois SvsnM 


Product 

Pack 

Prices 

'iW mi 

RsPs RsPs 

Percent 

Rise 

Analgesics 

Calpol 

lOT 

1.45 

3.10 

113.79 

Cofamol 

60 ml 

4.83 

11.75 

143.27 

Corbutyl 

6T 

2.14 

5.62 

162.62 

Crouin syrup 

60 ml 

4.22 

8.50 

101.42 

Fortwin 

1 ml 

2.45 

6.72 

174.29 

Mazelol 200 mg 

lOT 

8.06 

17.96 

122.83 

Micropyrin 

lOT 

0.78 

2.20 

182.05 

Novalgin 

lOT 

2.28 

5.33 

133.87 

2 ml 

1 33 

2.99 

124.81 

Pyrigesic 

lOT 

1.45 

2.97 

104.83 

60 ml 

3.35 

8.51 

154.03 

Sosegon 

1 ml 

2.67 

7.03 

163.30 

Ultragin 

2 ml 

1.42 

2.97 

109.15 

Veganin 

4T 

0.90 

2..50 

177.78 


Rise less than SO per cent (I) 


Rise 50-100 per cent (9) 
Hypnotics 


Gardenal 30 mg 500 T 

11.12 

30.82 

177.16 

Hypnulex 5 mg 

lOT 

2.32 

7.31 

215.09 

Luminal 30 mg 

2.5.T 

1.13 

3 03 

168.14 

Nitravet 5 mg 

lOT 

2.50 

7 30 

192.00 

Sedyn 

12T 

2.03 

9.12 

349.26 

Trichloryl 

50 ml 

5 48 

33.00 

502.19 

Sedatives and tranquillisers 



Anateasol 

lOT 

2.07 

7.00 

238.16 


1 ml 

4.35 

29.00 

566.67 

Calmod 

lOT 

0.72 

6.65 

823 61 

Caimpose 5 mg 

lOT 

1.40 

8.00 

471.43 


60 ml 

5.13 

16.90 

229.43 


2 ml 

1.34 

7,(X) 

422.39 

Larpose 1 mg 

lOT 

1..35 

6.00 

344.44 

Librium 10 mg 

lOT 

I..30 

6.60 

407.69 

Majeplit 5 mg 

10 T 

1.73 

20.24 

1069.94 

Plocidox 2 

lOT 

1.26 

4.23 

235,71 

5 

lOT 

2.08 

6.90 

231.72 

10 

10 T 

3.64 

10.69 

193.68 

Serenase 0 25 

lOT 

2.50 

5.00 

200,00 

Serepax 

103 

1.46 

5.90 

304.11 

Valium 2 mg 

10 T 

0,80 

1 23 

428.75 

5 mg 

10 T 

1.05 

7.15 

581.90 


Rise less than .50 per cent O) 
Rise .50-100 per cent (I) 
Anlideprtssunls 


Doxeiar 25 mg 

10 T 

6.00 

23.90 

298 33 

Surmontil It) mg 

10 T 

2.14 

5.52 

1.57.94 

25 mg 

10 T 

4.25 

11.10 

161.18 

Tancmiep 

10 T 

2 20 

5.90 

168.18 

Antiemetic 





Avomine 

4T 

0.74 

2.74 

270.27 

Diligon 

4T 

0.88 

3.10 

252.27 

Dromominc 

lOT 

4.86 

10.45 

115.02 

Moxcrun 

60 ml 

5.00 

13.04 

160.80 

siquil 10 mg 

iOt 

1.96 

7.95 

305.61 

3 mg 

1 ml 

0.84 

4.93 

413.54 

Stemetil 5 mg 

lOT 

0.88 

7.08 

704.55 

25 mg 

IOT 

1.40 

11.31 

707.85 

ini 

1 ml 

0.70 

4 30 

514.29 

Rise less than .50 per cent (6) 



Rise .50-100 per cent (5) 




Anticonvulsants 





Dilantin 

HOT 

11.73 

44.41 

278.60 

Epsolin 

lOOT 

6.42 

44.29 

589.88 

Eptoin 

loot 

7.37 

37.00 

402.04 

Garoin 

IOt 

1.36 

5.59 

311,02 

Mazelol 200 mg 

IOT 

8.06 

17.96 

122.83 

Mysoline 

lOOT 

31.12203,00 

.552.31 


Rise less than 50 per cent (1) 

Rise 50-100 Per cent (2) 

Rigidity and tremor controller Kemadrine 
2..5ing lOOT 11.78 71.10 .503.57 

.5.0ing lOOT 22.38 13I..50 487.58 

Uvopa 50T 44 03 I 34..50 205.47 

Pacitane lOT 1.04 7.40 611.54 


i Taaul: MotcuoSKEkErALDnoaiMtt 


Product 

Pack 

Prices 1 

ferCent 



1980 

1995 

Rise 



RsPs RsPs 

NSAIDS 





Idicin 

IOT 

2.24 

4.70 

109-82 

Suganril 

IOT 

2..52 

6.39 

153.57 

ZoTondin lOOmg iOT 

3.24 

8-38 

158.64 

Reduced (2) 


7.83 

6.08 


Rise 50-100 





per cent (4) 


10.49 

18.24 


Muscle relaxants 




Carisoma 

IOT 

40.6 

24.85 

512.07 

Carisoma 





compound 

IOT 

4.00 

15.95 

298.75 

Epidosin 

1 ml 

1.00 

5.27 

427.00 

Parafon 

20 T 

9.94 

38.10 

283.30 

Robinax 

10 ml 

3.45 

11.55 

243.78 


8T 

5.20 

18.04 

246.92 

Robinaxol 

IOT 

5 77 

13.53 

134.49 

Rubefacients 





Algipan 

40g 

5.06 

25.50 

403.95 

M^icreme 

30 g 

4.92 

17.47 

255.08 

Relaxyl 

30 g 

5.28 

16.25 

207,77 

Total 


75.00 2.30..30 

207.07 

Table 6; Hormone 

Product 

Pack Prices 

Per Cent 



1980 1995 

Rise 

Gonadal Hormones 




Aquaviron 

1ml 

1.48 

14.75 

896 62 

Ouphasion 

IOT 

19.80 113.20 

471 72 

Gestonin 

20T 

13,01 

53.80 

313.53 

Lynoral 0.01 

2(n 

1 05 

18.70 

1680.95 

0.05 

20T 

1.94 

23.60 

1116.49 

Mixogen 

20T 

3.55 

27.60 

677.46 


1ml 

9 23 

31 .30 

239.11 

Oigalulin 

lOOT 

23.87 220 00 

821 66 

Orgamelril 

IOT 

5.53 

26 30 

375.59 

Primolut N 

IOT 

6.66 

32.00 

340.48 

Proluton Depot 2.50ing 

7.60 

.32..36 

325.79 

.500mg 

14.00 

56.55 

.30.3 93 

Sustanon 100 

Iml 

9.23 

30.00 

225.03 

250 

Iml 

20.07 

56 50 

181.51 

Testanon 25 

tml 

1.45 

10.40 

602.70 

50 

Iml 

6.54 

18.70 

181.63 

Rise less than 50 per cent (1) 



Oral Contraceptive 




Lyndiol 

22T 

4.88 

14.40 

207.69 

Corticosteroids 





Oacabolin 

Iml 

7.37 

.32..50 

.340.98 

Kenocort lOmg 

Iml 

8.90 

18.19 

104,38 

Walacurt 

IOT 

1.86 

4.15 

123.12 

Wysoion 5mg 

IOT 

2.15 

4.94 

129 77 

Gonadotrophin 





FSH 

amp 

77.10 163.(X) 

111.41 

Gonadotrophin 





LH 1000x3 

16.01 

51.00 

218.55 

Rise less than .50 per cent (7) 



Rise 50-100 per cent (5) 



Reduced (3) 





Hypoglycemics 





Chlorformin 

IOT 

1.40 

2.90 

107.14 

Copamidc 

IOT 

1..33 

4.00 

200 75 

DBI 

25T 

5.44 

14.95 

174.82 

Daonil 

IOT 

1.71 

.3.54 

107.02 

Diabinesc 100 

IOT 

1.06 

4.79 

351.89 

250 

IOT 

1.59 

7.60 

377.99 

Euglucon 

IOT 

1.72 

3,.54 

105.81 

Insulin Soluble 

lOmI 

II 10 

33.50 

201.80 

Lcnte 

lOml 

12.00 

.31,.50 

162.50 

NPH 

lOmI 

11.64 

.31.50 

170.62 

Restinon 0.5 

IOT 

1.13 

6..50 

475.22 

Rise 50-100 per cent (3) 



Thyroid and antithynnd drugs 



Ellroxin 

lOOT 

2.74 

20,40 

644.53 

NeoMercazolc lOOT 

15.97 

73.24 

358.61 

Protoid 

50T 

8.14 

76.00 

8.33.66 

Total 




221..33 
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Tasle 7: Obnito Uwnarv 


Product 

Pack 

Prices 

1980 I99S 

Percent 

Rice 

Product 

Pack 

Prices 

1980 I99S 

Percent 

Rice 

AntibuHics 





Local and systemic drugs 





Achromycin 

4C 

2.32 

4.82 

107.76 

Betadine 

lOOmI 

15.00 

24.60 

130.67 






Dicnoestrol 

SOg 

5.25 

64.80 

11.34.29 

Diuretics 





Hamycin 

lOmI 

2.34 

14.65 

526.07 

Hyihalton 

lOT 

3.74 

26.04 

596.26 

Triple sulpha 

30g 

4.99 

24.75 

395.99 

L^ix 

2 ml 

0.86 

2.02 

133.72 

Rise less than 





Reduced (3) 


46.68 

30.19 


SO per cent (4) 





Rise less than SO per cent (2) 


14.93 

22.22 


Rise SO-100 per cent (I) 





Rise SO- too per cent (3) 





Drugs acting on Uterus 





Urinary wui-iitfeclives 





Ingagen M 

Iml 

1.34 

6.13 

3.57.46 

Gnmoneg 

lOT 

14.49 

46.80 

222.98 


lOT 

5.16 

21.29 

312.60 

Mandelamine 





Pitocin 

tamp 

1.05 

3.40 

223 81 

O.Sg 

30T 

8.12 

26.04 

220.69 

Rise less than 





I.Og 

1ST 

7.82 

26 06 

233.25 

SO per cent (1) 





Pyridium 

ItJT 

2.74 

I4.S0 

429.20 

Rise 50-100 per cent (1) 





Winlomylon 

8T 

14.92 

44.00 

194.91 

Spermicidal 





Rise less than SO per cent (1) 





Delfen c applicator 


6.29 

33.47 

432.11 

Rise SO-100 per cent (3) 





Total 




131.64 


Tabij: 8: Infection 


Product 

Pack 

Prices 

1980 1995 

Per Cent 
Rice 

Product 

Pack 

Prices 

1980 1995 

Per Cent 
Rice 

Antibiotics 





Rise less than .50 per cent (9) 





Achromycin 

4C 

2 32 

4.82 

107.76 

Rise 50-100 per cent (1) 





Althrucin 250mg 

lOT 

14.91 

36.01 

141..52 

Reduced(9) 





Chewable 

lOT 

6.48 

15..52 

1.39.51 

Antituhercuhmrs 





Bacipen 

lOOT 

95.70 

256.00 

167.50 

Ainbistryn-S 0.75 

vial 

1.03 

5.74 

457.28 

Bistrepen 

vial 

1.12 

8.98 

701.79 

1.00 

vial 

1.18 

7.10 

501.69 


5 dose 

4.90 

24.44 

398 78 

Erhazide 400 

lOT 

1.78 

3.90 

110.10 

Broacil 

4C 

4 62 

9.85 

11.120 

INA-PAS 

lOOT . 

13.77 

38.50 

179.59 

Compicillin 2.50 

IOC 

12.50 

26.25 

110.00 

granules 

lOOg 

13.51 

38..50 

184.97 

500 

IOC 

22.41 

49 60 

121.33 

Isonex 100 

lOOT 

4.50 

11.87 

163.78 


60ml 

8.54 

20.27 

1.37.35 

300 

.30T 

3.41 

9.75 

185.92 

Cephaxin 2SOmg 

4C 

9.30 

19.60 

110.25 

Slrepto-erbozidc 

vial 

22.46 

5.96 

142.28 

500mg 

4C 

17.50 

37.00 

II 1.4.3 

Reduced (3) 


244.28 

147.48 


Chloromycetin 

I2C 

4.23 

24.00 

467 .38 

Rise less than SO per cent (4) 






60inl 

4.71 

27.25 

467.94 

Rise 50-100 per cent (4) 





Dicrystacin s 

1 dose 

1.21 

4.67 

285.95 

Antilepratics 





Eltocin 

60ml 

10.80 

•21.98 

I07..36 

Hansipran 100 

lOOT 

I84..50 

180.00 

reduced 

Eryihrocin 





Antifungals 





lOOing 

lOT 

4.65 

1.3.48 

189.89 

Hamycin 

lOmI 

2.34 

14.65 

526.07 

250ing 

lOT 

10.69 

.33.10 

209 64 

Mycostatin 

I2T 

14.29 

63.13 

341.78 

Klox 

24g 

6.90 

14.36 

108.12 

Rise 50-100 per cent (1) 





Paraxin 2.50mg 

IOC 

3.50 

11.67 

2.33.4.3 

Antiiimoehirs 



• 


SOOmg 

6C 

4.21 

12.96 

207.84 

Dihydroemetin 





Pemdure LA 6 

vial 

2.17 

7.{X) 

222.58 


30mg Iml 1.27 

4.13 

225.20 

LA 12 

vial 

3.80 

11.82 

211.05 


60mg2ml 2.04 

6.01 

194.61 

LA 24 

vial 

6.70 

19.94 

197.61 

Enteroquinol 

20T 

1.84 

6.57 

257.07 

Penivoral 

6T 

1 41 

2.95 

109.22 

Monizole 600mg 

lOT 

7.15 

14.90 

108.99 

Penlids 200 

6T 

1.95 

5.27 

184 18 

Reduced(1) 


4.06 

3.75 


400 

6T 

3.51 

II 00 

213.39 

Rise less than SO per cent (3) 





800 

4T 

3.68 

13.40 

264.13 

Rise 50-100 per cent (2) 





Reclor 2SUmg 

6C 

2.56 

5.51 

115.23 

AntimaUiriah 





SOOmg 

6C 

3.83 

13.04 

240 77 

Nivoquin 

4T 

1.05 

3.24 

208.57 

Resteclin SCO 

4C 

3 72 

7.79 

109 41 


2ml 

0.73 

1.93 

164.38 

Subamycin 250 

I2C 

6.38 

14.03 

119.91 

Resochin 

lOT 

1.99 

8.10 

307.04 

• 500 

4C 

3.48 

7 42 

11.3.22 

Rise .50-100 per cent (1) 





Synthocillin 250 

4C 

5.00 

10.73 

114.60 

Antihelmintic 





Threocyclin 





Vermisol 

IT 

1.00 

2.27 

127.00 

SOmg 

lOmI 

3..59 

8.23 

129.25 

Rise less than SO per cent (5) 






6C 

3.99 

8.47 

111.28 

Rise 50-100 per cent (41 





Thromycin 

IOC 

11.80 

26.43 

123.98 

Vaccines 





Prices reduced (8) 


108.50 

76.22 


Anti-snake venom 

10ml 

18.35 

126.00 

586.65 

Rise less than SO per cent (7) 





Diphtheria Antitoxin 

5ml 

16.00 

34.88 

118.00 

Rise 50-100 per cent (23) 





Gas gangrene 





Sulphonatnides 





antitoxin 


11.00 

32.23 

193.00 

Madribon. 

lOT 

4.05 

11.95 

195.06 

Total 




66.49 


Economtc and Political Weekly August 24-31, 1996 


2335 










increased by 207 per cent. Algipan. a type 
of balm, has shown a rise of 404 per cent, 
whereas Medicreme a rise of 255 per cent 
and Relaxyl of 208 per cent. Most of these 
preparations contain mephenesin. absorption 
of which through skin is doubtful. Relaxyl 
has retained the same name and added the 
word gel (Relaxyl Cel) and contains 
dicotofenac diethylammonium. 

Table 6 gives hormone prices and shows 
a total rise of 214 per cent. In this group 
the drugs acting on the thyroid show a 
maximum rise of 532 per cent. Proloid is 
a thyroglobulin, a thyroid extract, shows a 


rise of 834 per cent, whereas the popular 
brand Eltroxin shows a rise of 545 per cent 
and has further increased the rates during 
1995-96. Neo-mercazole shows a rise of 359 
per cent and has further increased during 
1995-96. The gonodal hormones ha ve a total 
rise of 412 per cent. Lynoral O.OI mg 
estrogenic hormone claims a ri.se of 1681 
per cent (nearly 18 times) and Lynoral 0.05 
mg a rise of 1116 per cent. Aquaviron, a 
brand of male hormone shows a 897 per cent 
rise. Orgalutin is an estrogen-progesterone 
combination u.sed for dysfunctional uterine 
bleeding and it shows a rise of 822 per cent. 


Mtxogen, a combination of estrogen and 
testosteron indicated for menopausai 
syndrome, shows a rise of 677 per cent. 
Testanon, a brand of testesterone (male 
hormone) rose by 603 per cent. Duphaston, 
a brand of progesterone shows a rise of 472 
per cent. Duoluton was a combination of 
norgesterl 0.5 mg and ethinyl estradiol 0.05 
rag per tablet and in 1985 21 tablets cost 
Rs 4.75. In 1995, newer brand Duoluton- 
L replaced norgesterl with levonorgesterl 
0.25 mg and 21 tablets cost Rs 25.39, a rise 
of435 per cent. Of the 29 hormone products 
in 1980,17 products have been discontinued 


Table 9; Nittrition Products 


Product 

Pock 

Prices 

1980 1995 

Per Cent 
Rice 

Product 

Pack 

Price.s 

1980 1995 

Per Cent 
Rice 

Tonics 





Adexoline 

lOOOT 

34.33 

171.05 

308.35 

Bayer's tonic 

200ml 

6.38 

26.63 

317.40 

Aquasol A 

30C 

7.25 

35.50 

389,66 

Opiactin 

Il2ml 

5.20 

10.95 

no 58 


2ml 

1.57 

6.82 

334.39 

Kinetone 

200ml 

6.89 

28.00 

306.39 

Arachitol 3 lac 

Iml 

1 21 

4.12 

240.55 

Neogadine 

.300ml 

7.48 

27.87 

272.59 

6 lac 

Iml 

2.04 

6.10 

199.02 

Nutrifil 

40()ml 

10.08 

49.73 

393.35 

Arovit 

8T 

1.62 

8.00 

.393.83 

Periacrin 

lOT 

2..30 

4.77 

107.,39 


tml 

0.96 

3.00 

212..50 


114 ml 

7.02 

1.5.16 

115.95 


drops 7.5ml 3.59 

21.15 

489.14 

Rise less than SO per cent (1) 





Beplex 1 

lOmI 

3.24 

7.43 

129.32 

Rise 50-100 per cent (4) 





Berm lOOmg 

SOOT 

100.02 

350.(X) 

249.93 

Inm prepamlion 





Betonin 

200ml 

7.06 

17.98 

154.67 

Atiemidox 

14T 

4.25 

10.60 

149 41 

Bivinal fort C 

30C 

11 26 

25 14 

123.27 

(^psovit forte 

.30T 

9 63 

24.00 

149.22 

Cecon 500 

ISml 

1 86 

7 16 

284.95 

Dexorange 

280mi 

10.29 

47.30 

359.67 

Celin 500 

lOT 

1.96 

7.75 

295.41 

Hemalrine 

40T 

10.72 

40.00 

273.13 

too 

lOOOT 

39.42 

175.74 

.345.81 

Hepotoglobin 

.300ml 

11.14 

45.00 

303.95 

Citravite 

lOT 

2.73 

14.00 

412.82 

Iberol 

25T 

5.39 

14 37 

166.60 

Cobadex forte 

lOT 

4.26 

8.75 

104.69 


90ml 

3.68 

16.00 

302 01 

Evion 200 mg 

.30T 

16.87 

43.71 

131.64 

Jeciofer 

ISml 

2.70 

12.70 

485 35 

400mg 

30T 

28 81 

73.77 

156.06 

Livogen 

30T 

8.83 

18.21 

106 23 

Hexavit 

lOT 

0.92 

3.02 

228 26 

Rediplex 

lOT 

3.06 

7.99 

161.11 

Hovite 

ISml 

3 78 

9.61 

154 23 

Stderfol 

20T 

5.20 

11.77 

126.35 

Hycibex 

1 lOmI 

4.35 

14.19 

226.21 

Tonoferon 

450ml 

17.36 

41.94 

141.59 

Lactisyn 

6anip 

12.73 

30.90 

142.73 

Rise less than .50 per cent (4) 





Mittavin 

15T 

6.76 

13.54 

l(K) 30 

Rise SO-lOO per cent (2) 





Neuroplon 12 

10ml 

5.69 

11 SO 

102.11 

Minerals and Nulriliaruil 





Nutralin B 

40ml 

5.02 

11.60 

131.08 

Astyitun-3 

200ml 

34.09 

195.00 

472.02 


20C 

7.87 

20.92 

165 82 

Becodexamin 

.30T 

7.2.3 

23.65 

227.11 

Polyhion 

20T 

5.97 

1.5.74 

163.65 

Calcinol F 

120ml 

S.ll 

26.00 

408.84 


lOOmI 

6.02 

12.04 

1(K) 00 

Calcium 





Redoxon 200 

20T 

3.35 

8.05 

140.30 

Sandoz 

10 per cent 1.40 

1000 

614.29 

500 

lOT 

2.20 

7.75 

252.27 

vitC,D,B12 

.50T 

5.09 

10.51 

106.48 


SmI 

1.02 

3..50 

243.14 

Dextrolyie 

540ml 

7..56 

25.00 

230.69 

Stfvsscaps 

30C 

9.82 

26.48 

169.65 

Di-calci-plex 

Il2ml 

8.75 

19.71 

125.26 

Sukcee 

lOT 

1.79 

10.11 

464.80 

Electral 

80g 

4.18 

17.55 

319.86 

Vidaylin 

ISml 

3.27 

9.34 

185.63 

Pilibon 

.30T 

8.29 

25.95 

213.03 


90ml 

4.59 

10.90 

137,99 

Hermin 

200ml 

38.27 

204 00 

433.03 

Vimagna 

ISml 

3.21 

8.62 

168.54 

Kalzana 

125T 

8.76 

30.37 

246.69 

Visyneral 

lOOmI 

6.25 

12.64 

102.24 


lOOmI 

7.90 

17.62 

127.89 

Rise less than 50 per cent (6) 





Keylyte 

17Sml 

8.32 

18.70 

124 76 

Rise .50-100 per cent (13) 





Mecalvit 

200ml 

II.IS 

34.58 

210.13 

Atttiobesity 





Ossivite 

SOT 

6.15 

15.67 

154.80 

Fiabolin 

I5T 

7,92 

16.50 

108.33 

Ossopon 

30T 

7.83 

20.30 

159.26 

Ponderax 

lOT 

6.43 

25.55 

297..36 

Ostocalcium 

.50T 

5..37 

13.53 

151.96 

Anabatic 





Potkior 

210ml 

10.31 

26.10 

153.15 

Dumbolin 2.5g 

Iml 

6.45 

24.00 

272.09 

Prenatal 

SOT 

8.19 

17.05 

108.18 

Deca-durabolin 

lamp 

16.43 

44.50 

170.85 

Sharkoferol 

450g 

9.32 

.37.16 

298.71 

Orabolin 

20T 

10.76 

39.40 

266.17 

Supradyn 

20T 

9.29 

25.80 

177.72 

Fimd products 





Rise less than 





Protincx 

225g 

I4..50 

85.33 

488.48 

SO per cent (1) 





Protinulcs 

lOOg 

7.90 

29.75 

276.58 

Rise .50-100 per cent (3) 





Sanatogen 

250g 

45.00 

444.20 

887.11 

Vitamin 





Syu 

300g 

15.02 

62.46 

315.85 

Abdec drops 

iSmI 

3.41 

13.70 

301.76 

Total 




235.09 


2336 


Economic and f*oiiticid WeeMy August 24<31, ]99i 





TABLE lu: KESnuATUKT rKwui;is 


Product 

Pack 

Price Percent 



1980 

1995 

Rise 

Respiratory stimulants 




Rise less thiin 





too per cent (1) 

17.50 

32.87 


Bronchospasm relaxant 




Allupent 

Imi 

0.89 

4.12 

362.92 


lOOml 

6.77 

38.06 

462.19 


20T 

5.76 

24.60 

327.08 

Asmapax depot 

I2T 

2.60 

8.12 

212.31 

Asmotone 

tIOmI 

5.57 

18.17 

226.21 

Autohaler 200dosc 

27.95 

74.32 

165.90 

Marax 

20T 

5.1.3 

26.45 

415.59 

Sedonal 

tor 

1.11 

3.41 

207.21 

Tedral 

lOT 

1.76 

3.90 

121.59 

TednilSA 

lOT 

2.23 

9.75 

337.22 

Reduced (2) 


6.71 

4.54 


Rise less than 50 per cent (2) 



Rise 50-100 per cent (1) 




Expectorants 





Actifed 

lOT 

1.90 

8.15 

328.95 

Benadryl exp 

Il4ml 

5.23 

21.00 

301.53 

Cinoryl 

60ml 

3.83 

10.60 

176,76 


lOT 

2.12 

5.40 

154.72 

Clisttn 

tl5ml 

7.65 

28.45 

271.90 

Corex 

50mi 

4.08 

8.63 

112.56 

Cosavit 

lOT 

1.30 

3.19 

145.38 

Coscapin 

1 t5ml 

6.18 

18.00 

191.26 

Cosome 

I40ml 

6.71 

35.43 

428.02 

Dilosyn 

120ml 

5.71 

16.22 

184.06 

Dristan 

60ml 

4.38 

9.85 

124.89 


lOT 

1.70 

3.65 

114.71 

Exiplon 

50ml 

4.00 

11.58 

189.50 

Grifinctus 

lOOmI 

6.07 

17.60 

189.95 

Karval Inhaler 

I2C 

6.25 

16.20 

159.20 

Phensedyl 

12.5ml 

5.91 

14.92 

152.45 

Selvigon 

lOOT 

33.20 

250.00 

653.01 


lOml 

5.76 

34,14 

492.71 

Selvigon exp 

lOOmI 

6.36 

31.72 

398.74 

Sudafed 

Il5ml 

4.30 

12.71 

195.58 


lOT 

0.92 

4.87 

429.35 

Tixylix 

12.5ml 

5.16 

12.13 

135.08 

Triotnime 

100ml 

5.85 

26.67 

355.90 

Tristina 

llOmI 

3.94 

19.52 

395 43 

Tuxyne 

lOT 

1 59 

7.96 

400.63 

Zeet L'xp 

llOmI 

441 

19.58 

343 99 

Rise less than .50 per cent (1) 



Rise SO-ltX) per cent (4) 




Total 




258 45 

Table 11: 

Ear, Nose and Oropharynx 


Products 



Product 

Pack 

Price Per Cent 



1980 

1995 

Rise 

Local reactants im nose 




Efcorlin Nasal 

15ml 

3.51 

8.40 

139.32 

Endrine 

30ml 

5.47 

20.22 

269.65 

Emdrine mild 

30ml 

5.47 

18.93 

246.07 

Fenox 

15ml 

2.46 

14..50 

489.43 

Kemicetin 





Antiozona 

lOmi 

6.02 

22,00 

265.45 

Nasivin 

lOmI 

4.50 

16.00 

255.56 

Otrivin 

lOrol 

4.75 

15.65 

229.47 

Otrivin 





paediatric 

10ml 

4.19 

13.80 

229,36 

Rise less than 50 per cent (1) 



Rise .50-100 per cent (1) 



Oropharyngeal preparations 



Rise less than 





100 per cent (2) 

9.75 

17.08 


Auralpreparations 




Chloromycetin 

5ml 

2.05 

6.67 

225.37 

Dexona eye/ear 2.5ml 

3.30 

7.46 

126.06 

Neosporin-H 

5ml 

6.89 

14.81 

114.95 

Paraxin ear 

6ml 

2.83 

8.04 

184.10 

Waxolve 

10ml 

4.31 

13.50 

213.23 

Rise less than 





50 per cent (5) 

27.71 

36.81 


Total 




142.22 


wnereas tiie remaining 12 products have 
increased the prices ranging from 182 per 
cent to 1681 per cent. Most of these drugs 
are needed by women. Among oral 
contraceptives only Lyndiol has shown a 
rise of 208 per cent. Among corticosteroids 
three products have shown a decrease in 
prices with the maximum rise claimed by 
Docabolin. Hypoglyccmics, used for 

Table 12; Eye Products 

Product Pack Price Per Cent 

1980 1995 RLse 


Anti-irtflective preparaliim 
Albucid 


20 per cent 

14mi 

3.73 

7.60 

103.75 

30 per cent 

14ml 

3.83 

7.83 

104.44 

Chloromycetin 

applicap 

.50 

5.78 

17.60 

204.50 

cicarin 

lOmI 

4.25 

20.00 

370.59 

Kemicetin 

3k 

1.55 

4.95 

219.35 

Locula 

10 per cent 

lOmI 

2.22 

6.65 

199.55 

20 per cent 

10ml 

2.61 

7.60 

191.19 

.30 per cent 

lOmI 

2.84 

8 55 

201.06 

Paraxin 

softicaps 

50 

4,93 

17.60 

257.00 


5g 

1.76 

4.23 

140.34 

Proto Boric 

lOmt 

3.50 

7.00 

100.00 

Vanmycetin eye 

5ml 

2.29 

5.21 

127.51 

Reduced (2) 

Rise less ihim SO per cent (2) 

Rise 50-100 per cent (1) 

Anti-inflammatory andanttallergic preparations 

Chlorocort 

applicaps 

.50 

7 74 

17.40 

124.89 

Dexona eye/car 2..5ml 

3 30 

7.46 

126.06 

Glaucoma 

Biomiotic 

lOmI 

6.75 

18.80 

178.52 

Carpo-miotic 

0.5 per cent 

lOmI 

5,60 

12.72 

127.14 

4 per cent 

lOmI 

8.85 

23.85 

169.49 

Pilocar 

2 per cent 

.5ml 

381 

15.90 

317,32 

4 per cent 

SmI 

4.57 

26 29 

47.5.27 


Mydnatics and lycloplegtca 


Les.s than l(X) per cent (3) 

Diagnoslic and miscellanrous preparations 


Catalin 

29 79 

109.30 

266.90 

less than 




100 per cent rise (2) 

8.75 

12.00 


Total 



1.50.05 


Table 13: Druos eoh Au-ergic Disorder;. 


Product 

Pack 

Price 

1980 1995 

Per Cent 
Rise 

Antiallergic drugs 




Benadryl 25e 

25T 

2,34 

15.50 

562.39 


Il4ml 

4.81 

13.25 

175.47 

Calciluvin 

20T 

5.20 

17,72 

240 77 


lOOmI 

7.07 

17.48 

147.24 

Dilosyn 

lOT 

1.38 

5.82 

321.24 


I20ml 

5.04 

17.74 

251.98 

Foristal 

lOT 

1.00 

4.80 

380.00 

-lontabs 

lOT 

1,57 

7.50 

377.71 

Hcposulfol A A 

25T 

4.96 

30.72 

519,35 

Incidal 

lOT 

1.70 

5.50 

223.5.3 

Mebryl 

I2T 

3.15 

11 40 

261.90 

Phenergan 25ffiE lOT 

0.84 

1.93 

129.76 


125ml 

3.80 

9.37 

146.58 

Valtergan fort 

.50ml 

3.42 

23.04 

563.98 

Rise less than 100 per cent 



Total 




263.89 


treatment of diabetes have a total rise of 147 
per cem. Maximum rise is registered by 
Diabenese 100 mg-3S2 per cent and 25 mg 
- 378 percent, and475 per cent by Rastinon. 
Insulins have registen^ a rise of 170 per 
cent, but now the use is shifted to a costlier 
brand of purified human insulin. 

In the genito-urinary group of drugs 
diuretics have shown a decrease in total 
price by 3 per cent, whereas the drugs acting 
on the uterus by 23 per cent. Spermicidals 
have registered a rise of 432 per cent, local 
and systemic drugs by 221 per cent and 
urinary antiseptics by 171 per cent.. 

Table 7 gives the comparative price ri.se 
of drugs acting on the genito*urinary system. 
The total ri.se is only 97 per cent b^use 
diuretics have shown a decline of 3 per cent 
and drugs acting on the uterus, a decline of 
23 per cent. Deflen a chemical barrier for 
contraception shows a rise of 432 per cent, 
closely followed by local and systemic drugs 
by 221 per cent and urinary antiseptics by 
171 per cent. In the diurectics Hythalton 
shows a rise of 596 per cent and Lassix a 
rise of 134 per cent. In the urinary anti- 
infecti ves, Pyridium, a urinary tract analgesic 
shows a rise 01429 per cent. This has further 
shown a rise of 51 per cent, making a total 
ri.se of699 percent since 1980. Mandelamine 
shows a rise of 233 per cent. Gramoneg 223 
per cent and Wimomylon 195 per cent. 
Among local andisystemic drugs Dienestrol 
cream has taken a rise of 1,134 per cent, 
Hamycin by 526 per cent. Triple Sulpha 
cream by 396 per cent. Ingagen-M fa nse 
of 357 per cent) and Pitocin (a rise of 224 
percent) are drugs used during labour. Thus 
all the products in this group take a rise of 
132 per cent. 

Table 8 shows a total rise of 59 per cent 
in the ca.se of anti-infective drugs because 
there is a reduction in the prices of 
sulphonamides, anti-TB drugs, anti-leprotic 
drugs. In the sulphonamidcgroup the popular 
brands of .Septran and Bactrim tablets prices 
have reduced, but the suspension and syrup 
prices have marginally increased. 

Antibiotics show a nse of 106 per cent, 
wherein the maximum rise is shown for 
Bistrepen 1702 per cent). This is a 
combination of Streptomycin and penicillin 
and a demand is being made to ban this 
combination. Chloramphenicol brands have 
shown a rise as Chloromycetin 467 per cent, 
Paraxin 233 per cent and Rector 241 per 
cent. Erythroxycin a brand of erythromycin 
too mg shows a rise of 190 per cent, while 
250 mg shows a rise of 210 per cent. 
Gentamycin (Biogracin, Garamycin, 
Gcnticyn), Doxycycline (Duracycline, 
Lydox) show a decline in prices. Klox a 
brandof cloxacillin (injectable) has registered 
a price decrease and for capsules a price rise 
of 96 per cent and syrup by 108 per cent. 
Long acting penicillin Penidur LA 6 increased 
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by 223 per cent, LA12 by 211 per cent and 
LA24 by 198 per cent, ^ntids. a brand of 
oral penicillin has gone up by 264 per cent 
for 8 lac units. 213 per cent for 4 lac units 
and 184 per cent for 2 lac units. All others 
are in the range 100 to ISO per cent rise. 

Among anti-tubercular drugs there is a 
total reduction of 0.66 per cent and that of 
anti-leprolics of 2.44 per cent. The reduction 
in anti-tubercular drugs is due to drastic 
reduction in price of Tibrium (rifampicin). 
Ambistryn, the brand of streptomycin 
injection has gone up by 502 per cent for 
1 g vial and457 percent in0.7S gvial. Other 
drugs (&bazide 119 percent, Ina-Pas tablets 
180 per cent, granules 185 per cent, Isonex 
100 mg 164 per cent, and 300 mg 186 per 
cent) have shown price increses, but these 
drugs are hardly used now. In the anti- 


Tasce 14; Skin Products 


Product 

Pack 

Price Per Cent 
1980 1995 Rise 

StHilhing md protective 




Caladryl 

57ml 

2.64 

15.10 

471.97 

K-Y Jelly 

85g 

5.35 

52.78 

886.54 

Siloderm 

20g 

3.33 

18.02 

441 14 

Kertilolvlic and cleansers 



Cotaryl 

50g 

6.03 

24.90 

312 94 

Derobin 

2-5g 

3.46 

12.85 

271.39 

K 5 Hair tonic 

lOOnil 

15.00 

67,29 

348.60 

Keralin 

5g 

2.00 

4 23 

111.50 

Topical non-steroid and anii-pruritir 


Crotorax 

20g 

4.08 

13.91 

240.93 

Topical antifungal and antiinfective 


Ascabiol 

.50rol 

2.53 

9.30 

267.59 

Dermoquinol 





4 per cent 

2-5g 

2.32 

6.86 

195.69 

Einscab 

55rol 

4.99 

13.15 

171..54 

Multifungin 

30g 

4.92 

14.78 

200.41 


30ml 

5.02 

14.78 

18.5.88 

Mycostatin 

lOg 

3.99 

16.50 

31.3..53 

Piagmatar 

25g 

4.35 

12.00 

175.86 

Rise less than .50 per cent (1) 



Rise 50-100 per cent (2) 




Antiinfective 





Bciadinc 

lOg 

4.90 

11.00 

124.49 


lOOmI 

15.00 

34.60 

131.00 

Deltol 

SSmI 

2.40 

7.75 

222.92 

-cream 

25g 

2.44 

4.97 

103.69 

-obstetric 

.500g 

15.77 

40.84 

158 97 

Puracin 

28g 

4.60 

11.30 

145.65 

Iteol .3 

Il5ml 

3 21 

7 95 

147 66 

Nebosulf skin 

I5g 

4.23 

13.02 

207.80 

powder 

lOg 

3.37 

10.95 

224.93 

Neosporin 

lOg 

4 98 

10.81 

117.07 


-5g 

3.19 

6..50 

103.76 

Sofhunycin 

15g 

3,74 

9.03 

141.44 

Topical Steroid Preparation 



Uliralan 

5g 

7.62 

42.46 

457.22 

Rise less than .50 per cent (2) 



Rise 50-100 per cent (3) 




Miscellaneous 





Hifudoid 

I4g 

7.70 

32.00 

31.5.58 

Manaderm 

40T 

8.39 

22..50 

168.18 

Mascoroleh 

20T 

7.15 

23.02 

221.96 

Messe cream 

25g 

4.52 

47.20 

944 25 

Melonocyl 

40T 

16.57 

35.84 

116.29 

Poiaminol 

25g 

4.15 

11 20 

169.88 

Thrombophob 

•5g 

4.18 

14.40 

244.50 

Rise less than 50 per cent (2) 



Rise 50-l(K) per cent (3) 



Total 




297.06 


leprotics the priceof Hanseptan(Clofazimine 
100 mg) has marginally reduced (from 
Rs 184.50 to Rs 180.90), but has gone up 
to Rs 211.20 during 1995-96. Anti-fungals 
have shown a big rise of 259 per cent and 
Hamycin shows 526 per cent. Mycostatin 
342 per cent. In the anti-amoebics the price 
of Aristogyl (metronidazole 200 mg) has 
been reduced from Rs 4.06 to Rs 3.75 and 
has increased to Rs4.63 during 1995-96. The 
price of Dchydroemctin 30 mg injection 
increased by 225 per cent. 60 mg by 195 per 
cent; Enteioquinol has shown a price increase 
by 257 per cent and thus a total rise of 71 
per cent. Among anti-malarials Nivaquin 
tablets has shown a price increase by 209 
percent and injection by 164 percent. Prices 
of Resochin have gone up by 307 per cent 
and the total rise is 192 per cent. Among 
vaccines there is big rise in anti-snake venom 
by 587 percent. Diphtheria antitoxin by 118 
per cent and gas-gangrcnc antitoxin by 193 
per cent, taking the total rise to 326 per cent. 

Table 9 on nutrition .shows a total rise of 
225 per cent. Maximum ri.se of 659 per cent 
is seen in food products, minerals and 
nutritional additives with 229 per cent, 
anabolics by 221 per cent, drugs for obesity 
by 193 |)cr cent, vitamins by 184 per cent, 
iron preparations by 155 per cent and tonics 
by 148 per cent. Bayer’s tonic shows a rise 
of 317 per cent and further increased in 
1995-96 to a total rise of 508 per cent. 
Kinctonc by 306 per cent and Ncogadinc by 
273 per cnt. In the iron preparations 
Dexorange by 360 per cent and further rise 
during 1995-96 making a total rise of 427 
per cent. Hepatoglobin by 304 per cent and 
Iberol liquid by 302 per cent. In the minerals 


Table 15; Proivjcts for Metaboiic disorders 


Pieduct 

Pack 

Price Per Cent 
1980 1995 Rise 

Corcmochemotherapeutic 



Alkcran 2mg 

; 25T 

37 88 

192.70 

408.71 

5ing 

; 25T 

62.45 

337 89 

441.06 

HIcocin I5tng 


162.70 

953 68 

486.16 

Endoxan 

SOT 

44.68 

122.70 

174.62 

KXImg 

vial 

5.17 

II 77 

127 66 

200mg 

vial 

8.31 

18.70 

125.03 

.500mg 

vml 

18.32 

39 06 

II32I 

Leukeran 2ing l(X)T 

25..58 

518.12 1925 49 

5mg 1(X)T 

58.64 

566.76 

866 51 

Lcunase 

vial 

97.91 

225 00 

129 80 

Miioinyrin-C 2ing 

17.40 

54.38 

212.53 

Mustme 

vial 

16.20 

11260 

595.06 

Mylcran 2mg 

lOOT 

13.85 

260.12 

1778.12 

Puri-Ncthol 

25T 

22.79 

201 18 

782.76 

Reduced 11 ) 


69.50 

48.00 


Rise less than 50 per cent (2) 



linmunosuppresanls 




Imuran .50 mg 

; ItKIT 271.67 

878 60 

223.41 

Gout 





Reduced(1) 





Poisoning and metabolic dysfunction 


BAL 

2inl 

7.7.5 

38..50 

.396.77 

Gluiancurol 

lOOT 

12.01 

78,40 

552 79 

Rise 50-100 per cent (1) 



Total 




335.61 


and nutritional producu Calcium Sandoz 
injectable with a rise of 614 percent, followed 
by Hermin liquid by 433 per cent, Electral 
by 320 per cent, Calcinol-F by 409 per cent, 
Sharkoforol by 299 per cent. The total rise 
is 228 per cent. Vitamin products show a 
rise of 184 per cent, with vitamin A products 
like Aquasot tablet going up by 390 per cent, 
injectables by 334 per cent, Arovit tablet by 
394 per cent, injection by 212 per cent, and 
drops by 489 percent. Vitamin C prices have 
gone up - Cecon 500 drops by 285 per cent. 
Celin 500 mg tablet by 295 per cent, 100 
mg 346 per cent, Citravite tablets by 413 
per cent, Redoxon 500 mg tablet by 252 per 
cent, Sukcee tablets by 465 per cent and all 
other combination vitamin products by 100 
to 300 per cent. There were only two anti- 
obesity products, viz, Flabolin that has gone 
up by 108 per cent who.se prices have further 
risen by31 per cent in 199.5-96 and Ponderax 
by 297 per cent. Anabolics, though really 
not needed have shown a rise of220 per cent. 
Durabolin 25 mg has gone up by 272 per 
cent. Deca-Durabolin by 171 per cent and 
Orabolin by 266 percent. .Strangely enough 
food products have shown an overall total 
rise of 659 perceiii, wheicin Protinex shows 
a rise in price of 488 per cent - Protinule.s 
277 per cent, .Sanatogen 887 per cent and 
Syu 316 per cent. The prices ot all these 
products have further ri.scn during 1995-96. 

Table 10 gives the details of respiratory 
products, that show an overall ri.se of 202 
percent. Maiax, acombination ot ephednne, 
thcophylinc and a tranquiliscr shows a rise 
of 416 per cent, Allupcnt injcctiblc 363 per 
cent, the syrup by 462 per cent and tablets 
by 327 per cent, Tcdral S A by 337 per cent 
and others ranging from 122 to 212 per 
cent. Expectorants show a rise of 300 per 
cent (that is four times) Sclvigon tablets 
653 per cent, drops 493 per cent, Cosome 
428 per cent Tuxyne tablets 401 per cent. 
Sudafed tablets 429 per cent, and Actifed 
329 percent. Among liquid cough mixtures 
Benadryl expectorant shows a rise of 301.53 
and has further gone up during 1995-96 
- .Sclvigon by 399 per cent. Triominic by 
3.56 per cent, Tristina by 395 per cent and 
Zeet by 344 per cent. 

Table 11 gives the details of products used 
in ENT s(iecialitics - with a total rise of 217 
per cent, and the maximum rise being in 
Fenox nasal drops by 489 per cent, throat 
products by 75 per cent. Ear drops show a 
total rise of 85 per cent, Chloromycetin by 
225 per cent and Waxolve by 213 per cent. 

Table 12 shows the pnee rise of eye 
ointments and drops. Anti-intectives have 
shown a total rise of 80 per cent - 
chloramphenicol preparations have shown 
a big rise of 204 per cent for Chloromycetin 
appticaps (further increased by 21 per cent 
in 1995-96), Paraxinapplicaps 257 percent. 
Another anli-infecti ve sulphacetamide drops 
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has gonetip - Albucid t04 per cent (1980-96 
-186 per cent). Lxwula (30 per cent by 201 
per cent (1980to96- 298 percent). Ciearine 
B brand of naphazoline anti-inflammatory 
shows rise of 371 per cent. The drops for 
glaucoma have shown a big rise of 161 per 
cent - Carpo-miotic a brand of pilocarpine 
shows a rise of 354 per cent, Pilocar by 475 
per cent. Biomiotic, a combination drug has 
gone up by 179 oer cent - in 1995-96 it has 
further gone up by 113 per cent making for 
an overall rise of 493 per cent. 

Table 13 gives us a comparative picture 
of anti-allergic drugs. There has been a total 
rise of264 per cent in their prices. V allergan 
forte - a rise of 564 per cent, Bendaryi 
capsules of 562 per cent. Hcpasulfol of 519 
per cent, Forisial of 380 per cent, Dilosyn 
of 321 per cent, Mebryl of 262 per cent, 
Calculuvin by 241 per cent, and others. The 
pnees of Phenergan tablets had gone up by 
130 per cent and syrup by 147 per cent. 
During 1995-96 Pheneragan tablet price have 
risen from Rs 1.93 to Rs 4.35 and syrup from 
Rs 9.37 to Rs 14.52 thus making a total rise 
of 617 per cent for tablets and 282 per cent 
for syrup. Prices of Benadryl, Calciluvin and 
Dilosyn have further ri.sen during 1995-96 

Table 14 gives the price rise in skin 
ointments by 181 per cent. K Y sterilised 
lubricating jelly used for rectal and vaginal 
(internal) examination shows a rise of 887 
per cem and has lurther risen in 1995-96 
making a total rise of 1203 per cent. CalaJryl 
by 472 pet cent and .Siloderm by 441 per 
cent. Both these product have further risen 
during 1995-96 In the kcratolytics price ol 
K-5 hair tincture has give up by 349 percent. 
Cotary I by 313 pci cent and Dorabtn by 271 
percent. In the anii-fungals Mycostatin shows 
a price rise of 314 per cent, Ascabiol of 268 
per cent, Multifungin of 200 per cent and 
Pragmatar of 176 per cent. The remaining 
three products show a rise of less than 100 
per cent. 

Among anti-infectivcs (antiseptics), there 
IS a total rise ot 149 per cent - the maximum 
rise of 225 per cent is in Nebasulf ointment, 
223 per cent fur Detto! liquid, and all others 
100 to 158 per cent. Prices of all these 
products have increased during 1995-96. 
The steroids products have shown a price 
nsc from 50 to 100 per cent and two less 
than 50 per cent - Ultralan, a brand of 
fluocortolon shows a ri.se of 457 per cent. 
In the miscellaneous skin preparations 
Hirudoid shows a price rise of 316 per cent. 

The maximum price rise appears to be in 
drugs used in metabolic disoidcrs, i c. in 
cancer - the total rise is 336 per cent. 
Particularly carcinochemoiherapculic agents 
(cancer dmgs) show a total price ri.se of 417 
per cent. Puri-Ncthal, a drug for acute 
leukemia (blood cancer) shows a price rise 
of783 percent, Leukeran, a drug for ovarian 
and hrea.st cancer of 1925 per cent (it has 


further risen during 1995-96 by 106 per 
cent, m^ing a total rise of 4066 per cent), 
Myleran, a drug for leukemia shows a 
rise of 1778 per cent (and a further rise 
in 1995-96 making a total rise of 2292 per 
cent), Mustine, with a rise of 595 per cent. 
The only price reduction is in Vincristin. 
Among immunosuppresants, Imuran, adiug 
used for rheumatoid arthritis unresponsive 
to other drugs, shows a price rise of 223 per 
cent with marginal 13.35 percent riseduring 
1996. The price of Zyloric, the only brand 
of allopurinol tor gouty arthritis has been 
reduced from Rs 57.88 to Rs 12.04, a 
reduction of 79 per cent. Again the emergency 
drugs used for treatment of poisoning show 


a total price rise of 351 per cent. Strangely 
enough Glutancurol (a brand of L-glutamic 
acid, reference of which is not found in BNF 
and only a passing reference in Martindale) 
shows a price rise of 553 per cent. BAL 
injection is used for metal poisoning and it 
shows a pnee rise of 397 per cent. Most of 
the drugs for metabolicdi.sordcrsarcimported 
and particularly those for treatment of various 
types of cancers and for treatment of poison- 
- ing should be reasonably priced. Though 
' these drugs may not be falling within the 
DPC'O criteria, the government must see that 
these emergency drugs are made available 
at reasonable rates and see that the prices 
do not go on increasing live to 40 times. 
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DISCUSSION 


Left Ideology, Ends and Means and Hindutva 

Romesh Diwan 


I GET my copy of the EPW by surface mail 
so that by the time it reaches here the events 
have already taken place. Reading the 
commentary 'On Election Eve' in various 
issues of March, after the elections are over, 
is educative. What impresses one is how 
erroneous are the assumptions and 
understandings of these writers, lltcy don’t 
seem to have any idea of. nor seem to care 
about, facts. Naturally, thc.se writings could, 
and did. not predict the future even two 
months ahead. Through the general elections 
people rejected both Congress and Leftist 
parties and further strengthened B JP; a party 
anathema to most EPW political 
commentators. 

These writings, like many other political 
commentaries in EPW. have the standard 
leftist bias. There was a time when this bias 
was a badge of honour since it reflected the 
writer's concern tor the poor and the 
imder))rivilcgcd. Unfortunately, it has now 
become a formality and part of dogma I.ike 
Dhritharashtra, many have become blind to 
facts. Tlicy arc preoccupied with searching 
damnable adjectives fur Hindus and BJP and 
have missed grasping the reality. Unhappily 
for them, the United l•ront (UF) government 
has now exposed the charactcrof Lei t parties 
and their leaders forall to sec. thereby placing 
these intellectuals in the unenviable situation 
of having to defend and explain their actions. 
By not understanding facts, these 
commentators have dune a great disservice 
to themselves and have become irrelevant 
to their readers by misinforming them and 
to the institution, the tlPW, by compromising 
its legitimacy. What can be done? 

The basic problem lies in the very nature 
of l,eft idcdiogy. It is limited, irrational and 
flawed. It begins with something very moral 
and pure; a concern for the weak and their 
exploitation. It is this concern that sets it 
apart from the centrist - and rightist - 
ideology that exalts exploitation - well 
camouflaged - and considers the suffering 
of the weak a small price to pay. There is 
always a question if an idea/ideology helps 
the poor, llicre are two simple tests: (i) is 
this idea divisive or unitivc? and (ii) Do the 
leaders have integrity? Left ideology is 
divisive and got losi en route because it 
doesn’t recognise the fundamental 
interrelations between ends and means. As 
Gandhi said, “Socialism is as pure as crystal. 
It. therefore, requires ciystaMikc means to 
achieve it. Impure means result in an impure 
end.”' Lack of clarity between ends and 
means follows from the fact that the Left 
ideology is, in the last analysis, a variant of 


the materialist rationalist/scientific thought; 
and is limited by it. The materialist rationalist 
thought is expres.sed on the horizontal axis 
defined by power relations; the Left ideology 
is the left variant on this axis. Individually, 
ends or means can be identified on this axis 
but not ends and means together; or relations 
therein. Ends and means together span a 
vertical scale. Life is ordered'’ and so arc 
ends and means that deal with it. Reality lies 
on the vertical axis and cannot be classified 
into right and left, l^ft concentrates on the 
horizontal plane and is unable to look up 
so that a good part of reality eludes it. lo 
deal with reality, means arc important. Ends 
cannot be separated from the means.' To 
quote Gandhi again, 'They say, 'means arc 
after all means'. I would say means are after 
all everything. As the means, so the end. 
There is no wall of .separation between means 
and ends. Indeed, the Creator has given us 
control (and that too, limited) over means, 
none over the ends. Realisation of the goal 
is in exact proportion to that of (he means. 
This i.s a proposition that admits ut no 
exception.”'* 

The matenalist/rationalist paradigm ex¬ 
cludes mean-ends-relatiunship. Accordingly, 
It requires, and uses, enormous force - lor 
exploitation and resulting violence - to 
change (he reality so as to conform to the 
paradigm. This has been the thrust of all 
imperialist/colonial/slavery systems.' Left 
ideology accepts (his violence and attempts 
to articulate the need fur a countervailing 
power base for the exploited. It does not 
question the need of violence in the first 
place. 

As the cnd-mcans-relationship become 
relevant, the nature of analysis and policy 
changes fundamentally, in fact there is a 
paradigm shift and an inversion. The 
emphasis shifts from ends to means, from 
rights to duties. The old cultures highlighted 
means; personal integrity rather than the 
power base. Gandhi placed so much 
importance on 'trusteeship'.* Among many 
American-lndian nations membership to (he 
ruling council required one to give up 
everything he/she has amassedoverlife time.’ 
The imperiali.st societies considered these 
nations uncivilised; therefore, worth the 
genocide by a so-called, self-proclaimed 
civilised society." The idea of renunciation 
is deeply entrenched in the Hindu mind. 
'The national idcalsof India are renunciation 
and service” says Vi vekananda.'' When asked 
to sum up his life in three words, Mahatma 
Gandhi quoted, 'tena tyaktena bhunjita” from 
the first vcr.se in Ishapanishad.'”This is the 


only tradition, country, and religion where 
the mighty kings with immense power for 
violence bowed before the pious and the 
pure, the renunciate swamis. These ideas 
come from time immemorial" and have been 
carried on in every age by highly evolved 
beings; recently by such as Mira Bai, Kabir, 
Nanak, Ramkrishna, Vivekananda, Gandhi 
and more recently by Hindu spiritualists like 
swami Dayanand, Muran Bapu, etc. They 
deal with 'means’ and not 'ends’. 

The spiritualist paradigm, first articulated 
by Gandhi and now promoted by BJP in 
terms of Hindutva, recognises not only ‘good 
ends’ but al.so the idea that 'ends are contained 
in the means'. Good ends follow from good 
means and can’t come from bad ones. The 
ends are well articulated in Vivekananda’s 
statement, “Him I call a mahatman whose 
heart bleeds for the poor, otherwise he is 
duratman... In Europe it is everywhere victory 
to the strong and death to the weak. In the 
land of Bharata, every social rule is tor the 
protection of the weak.”'* 

Tliespirituaiist/Hiiidutva paradigm, being 
vertical, is fundamentally different from the 
matenalist/rationalist paradigm dclined in 
the horizontal space. The most important 
difference lies in the approach to Ihc question: 
how to provide defense to the exploitable, 
poor, vulnerable, and weak members of a 
group or society? The I x:ft ideology operates 
within the paradigm of power relations and 
attempts to develop a countervailing power 
base for them. There is nothing in this 
ideology to ensure that (i) the countervailing 
power will prevail and (ii) they will not 
become the exploiters. The historical 
evidence suggests that (his ideology when 
put to practice has created a new class of 
exploiters. This is the basic failing of the 
left ideology It is unable to achieve its goal 
even when its proponents gain power and 
follow the desired policies. As is now well 
documented, the sufferings of the poor, 
vulnerable and weak people in Bihar and 
Uttar Pradesh, be it dalits or Muslim, 
have gone up, not down, during the rule 
of Janata Dal governments whom the 
intellectuals of the Left have admired and 
defended. 

The defence ol the vulnerable group 
requires spiritualist/Hindutva ideas where 
means arc valued and result in defining 
duties rather than rights. In this paradigm, 
it is the duty carried on by A that ensures 
the rights of B. Once. H G Wells had drawn 
up a charter on the Rights of Man' and 
sought Gandhi’s opinion. Gandhi sent him 
the following cable: “Received your cable. 
Have carefully read your fire articles. You 
will permit me to say you are on the wrong 
track. I feel sure that I can draw up a better 
charter of rights than you have drawn up. 
But of what good will it be? Who will 
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or poputlir education ybii have begun M the 
wrong end. I suggest the right way. Begin 
with a charter of^es of man (both D 
M capitals) nul 1 promise the rights will 
follow as spring follows winter. I write from 
experience. As a young man I began life by 
seeking to assert my rights and I soon 
discovered I had none not even over my 
wife. So I began discovering and performing 
my duty by my wife, my children, friends, 
companions and society and I find today that 
1 have greater rights, perhaps than any living 
man I know. If this is too tall a claim then 
1 say 1 do not know anyone who possesses 
greater rights than I.’**' To do one's dharma 
not only does one need a different way to 
look at the issue but also a strength of 
character. In the Hindutva paradigm, the 
emphasis, therefore, has to be, and is, on 
character, on the ability and willingness of 
the person involved to do the right thing 
because it is his/her dharma/duty. Since 
exploitation is adharma, it becomes the 
dharma/duty of both the exploiter nut to 
exploit and of the exploited not to co-operate 
with the eploiter. That is why the BJP 
manifesto places so much significance on 
‘shauchi’. 

It is this emphasis on character that is so 
fundamental to the Gandhian and BJP 
concept of Rama Rajya. It is rule by a man 
of character/integrity who follows dharma 
even at the high co.st of personal suffering. 
Many western trained intellectuals have not 
understood this basic idea. They have 
distorted this concept by defining it as a one- 
person rule and removing from it the very 
essential feature; person's character. One 
does not have to have a high IQ to recognise 
that given the choice, people will prefer 
Rama Rajya to any other form of rule. After 
all Rama wins the heart of people; why 
wouldn’t he win a fair election? Who would 
contest an election with him anyway? 

Given the recognition of means, of duties 
and character, it follows logically that the 
exploited, the poor, the vulnerable, the weak 
will automatically gain and their weakness 
resolved. People become poor and weak 
because they are continuously exploited. To 
exploit them, there has to be exploiters who 
gain from such exploitation and accept that 
such exploitation is ethical. If exploitation 
is not ethical and persons of character will 
not do unethical things, there will not be 
exploiters. The exploited will gather strength 
so as to non-cooperate with exploiters. If the 
exploiters don't exploit, exploited don't co¬ 
operate with the acts and processes of 
exploitation, exploitation ceases, the 
institutions that promote exploitation withers 
away, and there is little need to develop 
rationalisations for its advantages. The 
exploited, the poor, the vulnerable and the 
weak gain back dieir defence. This is the 
promise of Hindutva philosophy and ethical 
system. It is also a natural outcome of Rama 


Ktyya. tt ti tioi stiQMisiiig tiMi oatxHtiji 
talked somuchaboutic.Uiiforoinatdy.some 
of his friends and followers were so 
mesmerised by the perspnal gains from 
exploitation and exploitative systems that 
they wouldn't move in this direction. 

l^e 1996 Indian general elections have 
marked a new watershed.” No party got a 
clear majority which meant an exposure to 
all political parties thereby initiating a hi^ly 
educative process. Not only did the Congress 
lose its majority, there is now a growing 
confirmation and corroboration on the 
general perception that Congress is made up 
of corrupt political leaders. 

The IS-day BJP government provided a 
searchlight on the party ; its ideas, ideals and 
leaders. The party and its leaders came out 
with flying colours. It has gained further 
respect of and trust from the Indian populace. 
As the Marg survey shows, the stock and 
popularity of BJP has gone further up: a 
majority don’t consider BJP communal, 
would have liked Vajpayee to be the prime 
minister and did not want a UP government. 
The Times of India survey further confirms 
these facts. In spile of concerted efforts by 
medi a and the earl icr government,''' the BJP's 
image has improved because of the personal 
integrity of its leaders and the quality of 
Hindutva ideals. 

The formation of the United Front 
government has focused on left ideas and 
leaders. Both have been found wanting. 
According to Maneka Gandhi, a member of 
the Janata Dal herself, there are 18 plus 
criminals in the UP cabinet. The UP and 
Congress leaders seem to be comfortable in 
their company. If the Congress government 
was corrupt, this one is criminal. I'he nature 
of their crimes is appalling; one minister, 
now out, is accused of raping poor young 
tribal girls, the vulnerables the government 
is supposed to defend. Hopefully, these 
criminals don’t, and should not, reflect the 
groups they come from and represent, 
Muslims and daliis. Yet the Left ideologues 
have in the past talked highly of these and 
arc now stuck with the task of justifying, 
and explaining, such cnminal behaviour. 
Anyway they lose legitimacy. Their writings 
now sound erroneous, deceptive, even 
deceitful, irrelevant, vacuous and certainly 
wrong. Many of these ideologues are 
ritualistic; not unlike idol worshippers. 
They arc lost in their own rhetoric; far 
removed from reality. The idols they 
worship have turned out to be false and 
their temples are withering away. Such 
ideologues are on their way out. There are 
others, in the left, who are genuinely 
concerned about the poor and the weak. 
They have to re-examine their ideas and 
concerns. If they do, they may be surprised, 
like M N Roy at the end of his life.'^ to 
Find reverence for their Hindu heritage and 
commonality with Hindutva ideas and 
ideals. 
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7 In one Amcrican-lndian nation, this has to be 
done thrice before one would become eligible 
for the membership of the Council. 

R This explains Candhi's response to the 
question “What do you thiiA of western 
civilisation?" to which he responded, it will 
be a good thing if there was one. 

9 Swami Vivekananda on India and Her 
Problems. Advaita A shrama, Calcutta, 1925. 

p 10. 

10 It means, ‘renounce and enjoy', Mahatma 
went a step further and said that if all the 
sacred Vedas of Hindus ore destroyed but 
only one Hindu is able to live a life according 
to this one verst of Ishopanishad, the whole 
knowledge will be recreated. 

11 “The Indian search has always been vertical 
- it is concerned only with the ultimate Reality; 
that is Brahman, the Truth. The motto of the 
Indian Republic founded after the British left 
India is satyom eva jayate. truth alone is 
victorious. Time, and therefore history, is 
irrelevant to us” Raja Ran on Hindu civilisation 
in Hindu Temple Newsletter, Albany, New 
York, April 1996. And wc have been victims 
of history. 

12 Swami Vivekananda on India and Her 
Problems, Advaita Ashrama, Calcutta, 1925, 
pp 57-62. 

13 A copy of this coble appeared in The Hindustan 
Times of April 16, 1940 and is reproduced 
in The Essential WntingsifMohatma Gandhi 
by Raghavan Iyer, Oxford University Press, 
Delhi, p 388. 

14 Romesh Diwan, ‘What Do 1996 Elections 
Mean?' in Pactsfor You, July 1996; ‘Muslim 
and British Rule and Hindu Psyche' BJPToday, 
July 1-15, 1996. and ‘Meamng of Indian 
Eleclions'. Af<H'.T-/ruf/<i7'im<s,May 24,1996. 

15 It IS reported in India Today of June 30,1996. 

16 The Rao government tried to soil BJP’s image 
by implicating its president. L K Advani. As 
The Times of India poll then suggested, people 
did not buy it. Sec Romesh Diwan, "nie 
Politics of Corruption, BJP Today, Vol 5, 
No 5, March 1-15 and News-lndia Times, 
February 16. 1996. and S Gurumurthy, 
Hawala: Political Dilemma and the Legal 
Dimension, Vigil, Madras. 1996. 

17 M N Roy started far away from Gandhi's 
position but came to it after a long iletour at 
the end of his life. Mahatma Gandhi: 
Ntmviolent Power in Actionby Dennis Dalton, 
Columbia University. New York. 
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V.! 1 

AMERICAN EXPRESS BANK LIMITE 

(INCORPORATBD IN THE US A. WITH LIMITED LIABILITY) 

D 




INDIAN BRANCHES 


BALANCE SHEET AS ON 


PROFIT AND LOSS ACCOUNT FOR THE YEAR 

31ST MARCH, 1996 


ENDED 3ITT MARCH, 1996 







Year 

Year 



As on 

As on 


Ended 

Ended 



31.3.96 

31.3.95 


31.3.96 

31.3.95 


Schedule 

Rs in OOO's 

Rs in OOO’s 

Schedule 

Rs in OOO's 

Rs in OOO's 

CAPITAL & 




1. INCOME 



LIABILITIES 











Interest earned 13 

3,658,615 

3,206,756 

Capital 

1 

156.825 

156.825 

Other income 14 

646,613 

815,409 

Reserves and Surplus 

2 

3,199,475 

2,846,557 

TOTAL 

4,305,228 

4,022,165 

Deposits 

3 

23,148,314 

24,492,249 




Borrowings 

4 

1.241.953 

2,697,843 

11. EXPENDITURE 



Other Liabilities and 




Interest expended 15 

2,520,246 

1,558,974 

Provisions 

5 

2,495,065 

1,753,298 

Operating expenses 16 

951.373 

877,529 

TOTAL 


30,241.632 

31.946,772 

Provisions and 
contingencies 

480,691 

577,485 

ASSETS 




TOTAL 

3,952,310 

3.013,988 





III. PROFIT/LOSS 



Cash and balances with 







Reserve Bank of India 

6 

3,705,567 

5,036,075 

Net profit for the year 

352.918 

1.008.177 

Balances with banks 




Profit brought lorward 
Hedging cost of Remittable 

2,085,472 

1,304,268 

and money at call 




Profits to be borne by 



and short notice 

7 

1,084,830 

682,467 

Head Office 

Nil 

(11,831) 

Investments 

8 

9..300,93l 

11.201.488 

TOTAL 

2.438.390 

2,300,614 

Advances 

9 

13,066,484 

12,591,229 


-- 

... 

Fixed Assets 

10 

486,524 

386.811 

IV. APPROPRIATIONS 



Other Assets 

n 

2,597.296 

2,048.702 

Transfer to Statutory Reserves 

70,584 

201.635 

TOTAL 


30,241,632 

31,946,772 

Transfer to Capital Reserves 

26.309 

13,507 




-- 

Balance carried over 







to Balance Sheet 

2.341.497 

2.085,472 

Contingent liabilities 

12 

69,438.105 

83,967,361 


_... - 

_ _ 





TOTAL 

2.438,390 

2.300,614 

Bills for collection 


1,067,592 

1,529,875 


- - 

I--- 

Notes to Accounts 

17 



Notes to Accounts 17 



The schedules referred to above 

form an integral part of I 

The schedules referred to above 

form an integral part of 

the Balance Sheet 




the Profit and Loss Account 



As per our report of 

Signatures to Balance Sheet 

As per our report of Signatures to Profit and Loss Account 

even date attached 

and schedules 1 to 12 and 17 

even date attached 

and schedules 1!^ to 17 I 

For and on behalf of 




For and on behalf of 



Kalyaniwalla & Mistiy 

For American Express Bank Ltd 

Kalyaniwalla & Mistry For American Express Bank Ltd 

Chartered Accountants 




Chartered Accountants 



Sd/- 



Sd/- 

Sd/- 


Sd/- 

V. R. Mehta 


James Vaughn 

V. R. Mehta 

James Vaughn 

Parmer 


Chief Executive 

Partner 

Chief Ex«:utive 

Mumbai 



Mumbai 

Mumbai 


Mumbai 

Date: August 26. 1996 


Date: August 26. 1996 

Date: August 26, 1996 

Date: August 26. 1996 
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AMERICAN EXPRESS BANK LIMITED 

(INCORPORATED IN THE WITH LIMITED LIABILITY) 





INDIAN BRANCHES 


SCHEDULES FORMING PART OF THE BALANCE SHEET AS ON 31ST MARCH. 1996 


As on 

As on 



As on 

As on 


31.3.96 

31.3.95 



31.3.96 

31.3.95 


Rs in OOO's 

Rs in (X)0’s 



Rs in OOO’s 

Rs in (XXl’s 

SCHEDULE 1—CAPITAL 



SCHEDULE 3—DEPOSITS 



1. For Banks Incorporated 

Outside India 



AI. 

Demand Deposits 
i) From Banks 

136,067 

250,710 




ii) From Others 

2,910.965 

3.495.091 

Capital 



II 

Savings Bank Deposits 

947,292 

920,931 

i) Amount of deposit kept 
with the Reserve Bank of 



III 

Term Deposits 

i) From Banks 

ii) From Others 

79.127 

19,074.863 

82.361 

19,743,156 

India under Section 11(2) 






of the Banking Regulation 




TOTAL (1. II & III) 

23,148,314 

24,492.249 

Act. 1949 

9{X),000 

500,000 








BI. 

Deposits of Branches in India 

23,148,314 

24,492,249 

ii) Amount brought in by the 

156.825 


11. 

Deposits of Branches outside 



bank by way of capital 

1.56,825 


India 

Nil 

Nil 

TOTAL 

156,825 

1.56,825 


TOTAL 

^,148,314 

24,492,249 


- 


SCHEDULE 4—BORROWINGS 



SCHEDULE 2—RESERVES 



1 . 

Borrowings in India 



ANDSURPLUS 




i) Reserve Bank of India 

Nil 

2.39.584 





II) Other banks 

359,450 

813.730 

I. Statutory Reserves 




iii) Other institutions and 



Opening Balance 

633,639 

432,004 


agencies 

8,381 

373.914 

Additions during the year 

70,584 

2()1,6.L5 

II. 

Borrowings outside India 

874.122 

1,270,615 

II. Capital Reserve 




TOTAL (I & II) 

1.241.953 

2,697.843 

Opening Balance 

13,507 

Nil 



_ 


Additions during the year 

26.309 

I3..507 


Secured borrowings included 
in 1 & II above 

Nil 

Nil 

III. Capital Asset Reserve* 







Opening Balance 

39.888 

.39,888 

SCHEDULE 5—OTHER 
LIABILITIESAND 



IV. Property Revaluation Reserve 



PROVISIONS 



Opening Balance 

74,051 

74,051 

1 . 

Bills payable 

286,790 

271.80:) 

V. Balance in Profit & Loss 



II. 

Inter-office adjustments (net) 

159,250 

Nil 

Account 

2,341,497 

2.085.472 

III. 

Interest accrued 

1,307.618 

1.069,391 

TOTAL (1.11. in, IV & V) 

3.199,475 

2.846,557 

IV. 

Othcrs(including 



r ■ ... 



provisions)** 

741,407 

412,104 

* This represents the profits 




TOTAL 

2,495,065 

1.753,298 







retained in India and invested 



** Including (i) Rs. 1 thousand 



in the purchase of premises or 



(previous year Rs. 1 thousand) due 



long term leases thereof before 



to Amexco Nominees Pvt. Ltd., a 



March 31st, 1993. This reserve 



subsidiary.; (li) Rs. 234,563 thousand 



is not repatriable so long as the 



(previous year Rs. 497,021 thousand) 



bank continues doing business 



pertaining to Travel Related Services 



in India. 



Division - Net Liabilities. 
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AMEMCAN EXPRESS BANK LIMITED 

(INCORPORATED IN THE U.S,A. WITH UMTIED LIABIUTY) 
INDIAN BRANCHES 


SCHEDULES FORMING PART OF THE BALANCE SHEET AS ON 31 ST MARCH. 1996 



As on 

As on 


As on 



31.3.% 

31.3.95 


31.3.% 



Rs in OOO’s 

Rs in OOO’s 


Rs in OOO’s 

Rs in OOO’s 

SCHEDULES fr-CASHAND 



SCHEDULE 8-^NVESTMENTS 



BALANCE WITH RESERVE 
BANK OF INDIA 



1. Investments in India in; 






i) Government Securities 

7,463.922 

7,658,957 

I. Cash in Hand 



ii) Other Approved Securities 

Nil 

Nil 

(Including foreign currency 
notes) 

26,683 

25,055 

iii) Shares 

28,431 

28,431 




iv) Debentures A Bonds 

1,318,168 

3.270,708 

11. Balances with Reserve 



v) Subsidiaries and/or 



Bank of India 



joint ventures 

Nil 

Nil 

i) In current account 

3.678,884 

5,011,020 

vi) Others (to be specified) 



ii) In other accounts 

Nil 

Nil 

Units of Unit Trust 
of India 

1,184 

1.184 




TOTAL (lA II) 

3.705.567 

5,036,075 

Commercial Paper 

19,060 

242.2(» 




Certificate of Deposits 

470.166 

Nil 




TOTAL 

9,300.931 

11,201.488 

SCHEDULE 7—BALANCES 
WITH BANKS AND 

MONEY AT CALL AND 



11. Investments outside India 

Nil 

Nil 

SHORT NOTICE 



GRAND TOTAL (I All) 

9.300,931 

11.201,488 

I. In India 






i) Balances with Banks 






a) in current accounts 

b) In other deposit 

276,733 

228,257 




accounts 

Nil 

Nil 

SCHEDULE Ik-ADVANCES 



ii) Money at call and short 



A i) Bills purchased and 



notice 



discounted 

581.605 

1.080.300 

a) With banks 

Nil 

Nil 

ii) Cash credits, overdrafts 



b) With other institutions 

Nil 

Nil 

and loans repayable 
on demand# 

11,213,197 

10,572,107 

TOTAL (i A ii) 

276.733 

228,257 

iii) Term loans 

1,271.682 

938.822 







II. OutsideIndia 



TOTAL 

13.066.484 

12,591.229 

i) In current accounts 

427.687 

176.689 




li) In other deposit accounts 
iii) Money at call and short 

Nil 

Nil 

B i) Secured by tangible assets 

9,248.066 

7.169,069 

notice 

380,410 

277,521 

ii) Covered by Bank/ 
Government Guarantees 

779,500 

376,907 

TOTAL (i. ii A iii) 

808,097 

454,210 

iii) Unsecured 

3,038,918 

5,045,253 

GRAND TOTAL (1A11) 

1.084,830 

682.467 

TOTAL 

13,066.484 

12,591,229 
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AMERICAN EXPRESS BANK LIMITED 

(INCORPORATED IN THE U.S.A. WITH LIMITED LIAiBILITY) 

INDUN BRANCHES 

SCHEDVIES FORMING PART OF THE BALANCE SHEET AS ON 3IST MARCH, 1996 



C I. Advances in India 

i) Priority Sector 

ii) Public Sector 

iii) Banks 

iv) Others 

TOTAL 

il. Advances outside India 

TOTAL (CI & II) 

# Including R$. 288,504 thousand 
(previous year Rs. 290,817 
thousand) pertaining to American 
Express (India) Pvt., Ltd., as 
subsidiary of American Express 
Company Inc., the holding 
company of the Bank. 

SCHEDULE 10—FIXED 
ASSETS 

I Premises 

At cost as on 31 St March 
of the preceding year 
Additions during the year 
Deductions during the year 
Revaluation during the year 
Depreciation to date 

TOTAL 

II Other Fixed Assets 
(including furniture & 
fixtures) 

At cost as on 31 st March of 
the preceding year 
Additions during the year 
Deductions during 
the year 

Depreciation to date 

TOTAL 

GRAND TOTAL (1& 11) 


As on As on 
31.3 96 31.3.95 

Rs in OOO’s Rs in OOO’s 


2,365,243 2,403.447 

193,917 Nil 

1,295 1,506 

10,506,029 10,186.276 

13,066,484 12,591,229 


13,066,484 12.591.229 




180,194 

55 

(367) 

Nil 

(6.257) 


252,164 I 173,625 


282,774 234,217 

78.786 87,960 

(24.372; (39.403) 

(102.828) (69,588) 


234.360 213,186 


486.524 386,811 


SCHEDULE 11—OTHER ASSETS 

I. Inter-office adjustments (net) 

II. Interest accni^ 

III. Tax paid in advanceAax 
deducted at source 
(net of provisions) 

IV. Stationery and stamps 

V. Non-banking assets acquired 
in satisfaction of claims 

VI. Others* 

TOTAL 

*. including Rs 5(K),000 thousand 
deposit wi£ Small Industries 
Development Bank of India 
(previous year Rs. 5(X),000 thousand). 

* Including Rs. 541,159 thousand, 
(previous year Rs. 457,463 
thousand) pertaining to Travel 
Related Services Division— 

Net Assets. 

* Including Rs. I thousand, 
(previous year Rs. I thousand) 
in Amexco Nominees Pvt. Ltd. 
a subsidiary. 

SCHEDULE 12—CONTINGENT! 
LIABILITIES 

j 

I. Claims against the hank 
not acknowledged as debts 

II. Liability for partly paid 
investments 

III. Liability on account of j 

outstanding forward 
exchange contract; I 

IV. Guarantees given on hehalt 
of constituents 

a) In India 

b) Outside India 

V. Acceptances, cndor.semcnts 
and other obligations 
VI. Other items for which the 
bank is contingently liable 

TOTAL 

Rills for collection 


As on 
31.3.96 
Rs in 0(X)‘s 

As on 
31.3.95 
Rs in OOO’s 

Nil 

673,694 

84,590 

566,608 

411,049 

122,677 

Nil 

Nil 

Nil 

1,512,553 

Nil 

1,274,827 

2,597,296 

2,048,702 



3,558 5,146 

Nil 62,500 

62,893,975 78,176,831 

2,1.54,222 2.494.925 

258.002 189,727 

3,231,670 2.3.55,557 

896,678 682,675 


69A38.105 83.967,361 


1,067.592 1.529,875 
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AMEMCAN EXPRESS BANK UMUM) 

(INCORPORATED IN THE U.SA. WITH LIMITED LIABILITY) 


INDIAN BRANCHES 


SCHEDULES FORMING PART OFTHE PROFIT AND LOSS ACCOUNT FORTHE 
YEAR ENDED 31ST MARCH. 1996 



SCHEDULE 13—INTEREST 
EARNED 

I. Interest/discouniun 
advances/bills # 

II. Income on investments 

III. Interest on balances with the 
Reserve Bank of India and 
other inter-bank funds 

IV. Others# 

TOTAL 


*'#” includes Rs. 57.29.5 thousand 
(previous year Rs. 11,712 thousand) 
interest received from American 
Express (India) Pvt. Ltd., a 
subsidiary of American Express 
Company Inc., the holding 
company of the Bank. 


SCHEDULE 14—OTHER 

INCOME 

I. Commission, exchange and 
brokerage 

II. Profit/(loss) on sale of 
investments (Net) 

III. Profit/(loss) on •evaluation 
of investments (Net) 

IV. Profit/(loss) on sale of 
land building and other 
assets (Net) 

V. Profit on exchange 
transactions (Net) 

VI. Income earned by way of 
dividends etc from subsi¬ 
diaries/companies and/or joint 
ventures abroad/in India 

VII. Miscellaneous income 

TOTAL 


2,330,532 

1,082,570 


138,637 

106,876 


1,363,279 

1,607,879 


88,722 

146,876 


3,658,615 3,206,756 


488.828 355,943 


49,488 360,422 

(106,715) (56,349) 


(3.033) (17,200) 
212,284 163.924 


646,613 815.409 


SCHEDULE 15—INTEREST 
EXPENDED 

I. Interest on deposits 

II. Interest on Reserve Bank 
of India/inter-bank 
borrowings 

III. Others* 

TOTAL 

* Interest ‘Others' includes interest 
refund and other payments to 
Reserve Bank of India (RBI) 
aggregating to Rs. 307,528 
thousand against RBI's demand 
relating to maintenance of .Statuto 
Liquidity Ratio and Cash Reserve 
requirements. 

SCHEDULE 16—OPERATING 
EXPENSES 

I. Payments to and provisions 
for employees 

II. Rent, taxes and lighting 

III. Printing and stationery 

IV. Adverti.sement and 
publicity 

V. Depreciation on bank’s 
property 

VI. Directors’ fees, allowances 
and expenses 

VII. Auditors' fees and 
other expenses 
(including branch auditors) 

VIII. Law charges 

IX. Postage, telegram, 
telephones etc. 

X. Repairs and maintenance 

XI. Insurance 

XII. Interest Tax i 

XIII. Outside Data Processing j 

XIV. Travelling Expenses 

XV. Other Expenditure 

TOTAL I 


Year 

Year 

Ended 

Ended 

31.3.96 

31.3.95 

Rs in OOO’s 

Rs in OOO’s 

1 

i 

1,674,683 

1,362,199 

247,490 

159,760 

598,073 

37,015 

2,520,246 

1,558,974 


314,104 

231,383 

86,685 

77,571 

30,968 

26,387 

48,700 

34,850 

68,644 

59,027 

i34 

107 

700 

700 

1,531 

1,124 

117,.579 

127,252 

33,412 

35,344 

11,538 

13,824 

76,098 

74,274 

9,641 

8,346 

49,968 

70,231 

101,671 

117,109 

951,373 

1 877,529 
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AMEMCAN EXPRESS BANK LIMITED 

(INCX)RPORATED IN THE U.S.A. WITH LIMITED LIABILITY) 


INDIAN BRANCHES 


SCHEDULE 17—NOTES TO ACCOUNTS 

1. PRINCIPAL ACCOUNTING POLICIES 
I.) General 

The accompanying flnancial statements have been prepared according to the historical cost convention, except premises 
of the bank which have been stated at revalued amounts. They conform to generally accepted accounting principles and to 
the practices prevailing within the banking industry in India. 

1.2 Foreign Currency 

a) Assets and Liabilities in foreign currencies, except deposits from Non-Residents held under Foreign Currency Non 
Resident (A) and (Banks) schemes, are translated into Indian Rupees at the rates noufted by FEDAI as at the balance 
sheet date. Resultant gains or losses are taken to the profit and loss account. Transactions during the year are converted 
into Indian Rupees at the rates current on the date of the transaction. The balances held under Foreign Currency Non 
Resident (A) Deposits scheme are valued at the rates specified by the Reserve Bank of India from time to time, whereas, 
balances held under Foreign Currency Non Resident (Banks) Deposits scheme arc stated at the rates at which they were 
originally .sold, with the costs of forward exchange cover for such deposits being spread over the period of the contracts. 

b) Outstanding Forward Exchange Contracts as at the balance sheet date are revalued at the rates notified by FEDAI 
for specified maturities and at extrapolated FEDAI rates for longer maturities. The resulting profits/losses are 
included in the profit and loss account 

c) Contingent liabilities in respect of Forward Contracts arc stated at contracted rates where available, and at extrapolated 
FEDAI rates as above, in other cases. 

1..^ Investments 

a) Investments in Government and Approved Securities; 

Permanent Investments: 

Permanent Investments are valued at cost of acqui.sition, adjusted for the premium which is amortised over the residual 
period to its maturity. Profit on sale/redemption of permanent investments is transferred to caplial reserve, whreas the 
loss is charged to profit and loss account. 

Current Investments: 

Current Investments except Treasury bills are valued at lower of cost of acquisition and market value. Treasury bills 
are valued at carrying cost which includes discount accrued over the residua) period to its maturity, 
h) Other Investments 

These are valued at lower of cost and market value. Commercial Paper and Certificates of Deposits are valued at carrying 
cost which includes discount accrued over the residual period to its maturity, 
c) Market Value 

The market value in case of securities for which quotes are not available has been determined on the Yield To 
Maturity(YTM) method in accordance with the yield pattern determined by the Reserve Bank of India. Losses on 
revaluation of investments are charged to the profit and loss account, whereas profits on revaluation are ignored. 

1.4 Fixed Assets 

All fixed assets except premi.scs are stated at historical cost less accumulated depreciation. Premises, have been revalued 
on 31 St March. 1993, and are stated at the values as determined by the firm of valuers, less accumulated depreciation. The 
surplus arising on revaluation has been credited to Property Revaluation Reserve Account. 

1.5 Depreciation 

Depreciation on the fixed assets of the Bank is provided on the straight line method and on those of Travel Related Services 
(TRS) division, on the written down value method. The rates of depreciation are as prescribed by Schedule XIV to the 
Companies Act, 19S6, except for Furniture & Fixtures of the Bank, and Improvements to Premises, where higher rates have 
been adopted in accordance with the estimated useful economic lives. Depreciation on revalued assets is provided for on 
the revalued amounts and charged to profit and loss account. 

1.6 Advances 

Advances are stated net of loan loss provisions in respect of identified advances and provision for doubtful interest. 
Provision for loan losses is made in respect of identined advances based on a periodic review as per the Bank’s policy which 
also satisfies the provisioning guidelines issued by the Reserve Bank of India. 

1.7 Income Recognition 

Interest income is recognised on an accrual basis except in case of non-performing advances, where it is taken to 
profit and loss account on realisation. 

1.8 Retirement Benefits 

Provisions for gratuity, pension and retirement leave encashment benefits to staff have been made on the basis of actuarial 
assessments. 

1.9 Provision for Taxation 

Provision for taxation has been made based on the ’liability method’ of accounting which is generally followed in India. 
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AMERICAN EXPRESS BANK LIMITED 

(TNCORPORATIED IN THE U.S.A. WITH LIMITED LIABE.ITY) 


INDIAN BRANCHES 


1.10 Net Profit 

The net profit disclosed in the Profit and Loss Account is after:- 

a) the effect of revaluation of "investments" (see paragraph 1.3 above) 

b) provisions for loan losses (see paragraph 1.6 above). 

c) provision for taxe.s on income in accordance with statutory requirements. 

d) other usual and necessary provisions. 

2. in accordance with the instructions received from the Reserve Bank of India, the assets and liabilities related to, and as 
appearing in the books of, the Travel Related Services Division, after adjusting the accumulated loss, have been shown 
under “Other Assets" and “Other Liabilities". 

3. The Foreign Exchange Dealers’ Association of India guidelines on conversion of foreign currency balances, forward 
exchange contracts, etc., which arc approved by the Reserve Bank of India, are mandatory and hence these have been 
followed in preference to Accounting Standard 11 - “Accounting for the effect of changes in foreign exchange rates” issued 
by The Institute of Chartered Accountants of India. 

4. liic Capital to Risk Asset Ratio as at March 31,1946, as assessed by the Bank, on the basis of the guidelines issued by the 
Reserve Bank of India, is 8.98%. 

5. All balances with other overseas branches of the Bank and the Head Office have been grouped in the appropriate heads of account. 

6. Figures for the previous year have been regrouped and reclassified wherever necessary. 


AUDITORS’ REPORT ON THE ACCOUNTS OF THE INDIAN BRANCHES OF AMERICAN EXPRESS BANK 
LIMITED UNDER SECTION 30 OF THE BANKING REGULATION ACT, 1949 

We have audited the attached Balance Sheet of the Indian Branches of American Express Bank Ltd. (Incorporated in the U.S. A. 
with limited liability) as at 3I$t March, 1996 and the related Profit and Loss Account for the year ended on that date annexed 
thereto, in which are incorporated the transactions of the Office of the Chici Executive Officer and the transactions of Travel 
Related Services Division in India. 

In accordance with the provisions of Section 29 of the Banking Regulation Act, 1949 read with the provisions of Sub Section 
(I), (2) and (5) of Section 211 and Sub Section (5) of Section 227 of the Companied Ad, 1956, the Balance Sheet and Profit 
and Loss Account together wtth the no'es thereon, are not required to be and are not drawn up in accordance with Schedule 
VI of the Companies Act, 1956. The accounts arc therefore, drawn up in conforintty with Forms A and B of the Third Schedule 
of the Banking Regulation Act, 1949. 

We report that; 

a) We have obtained all the information and explanations which to the best of our knowledge and belief were necessary foi 
the purpose of our audit, and have found them to be satisfactory. 

b) In our opinion, proper books of account as required by law have been kept by the Indian Branches of the Bank so far as appears 
from our examination of those books. 

c) The Balance Sheet and Profit and Loss Account of the Indian Branches of the Bank dealt with by this report are in agreeinent 
with the books of account. 

d) The Toward exchange contracts have been revalued at the year end in accordance with Accounting Policy 1.2 in Schedule 
17 and the resultant gains or losses have been recognised in the profit and loss account in line with the Foreign Exchange 
Dealers’ Association of India guidelines. This policy is not in accordance with Accounting Standard 11 - “Accounting for 
the effect of changes in foreign exchange rales" issued by the Institute of Chartered Accountants of India. The impact of 
such deviation is not quantified. 

e) In our opinion and to the best of our information and according to the explanations given to us, the said accounts read with 
notes thereon, give the information required by the Companies Act, 1956. in the manner so required for Banking 
Companies, and subject to para ‘d’ above, give a true and fair view of the state of affairs of the Indian Branches of the Bank 
as at 31st March, 1996 and its profit for the year ended on that date. 

For and on behalf of 
KALYANIWALLA & MISTRY 
Chartexed Accountants 


Mumbai: August 26, 1996 


Sd/- 

VirafR. Mehta 
Partner 
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Just in case you missed reading the May 7-21 issue, 
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Secularism and the Hindu R^t 

The recent series of Supreme Court judgments in cases against elected 
representatives of the Shiv Sena-BJP government in Maharashtra has 
delivered a mixed message. While finding several of the accused guilty of 
corrupt electoral practices, the court has given legal sanction to the Hindu 
right’s ideology of hindutva as well as to its discursive strategy of hijacking 
secularism for its own unsecular agenda. An examination of the Supreme 
Court's decisions in detail and how it has erred in failing to take into 
account the political context in which the concepts of Hindutva and 
secularism have been evolved by the right. 2613 

Budget 1996-97 

The share of capital expenditure in total government spending has been 
slipping and the tax reforms have failed to improve the income elasticity 
of the lax system. In order to keep the economy on a high growth path 
direct measures to boost savings and public investment arc required, both 
of which call for a new thrust to economic policy management that is 
missing in the 1996-97 Budget. 2601 

Though many concessions have been given in the 1996-97 Budget to the 
private sector (including foreign capital), investment and especially the 
inflow of foreign capital remain uncertain. Even to maintain the current 
level of investment more and more concessions may be needed. This creates 
inequity and problems for resource mobilisation which worsen the budgetary 
position leading to further .slowing down of public investment and 
impairment of the government’s capacity to light poverty. Market-based 
solutions to increase investment activity also cause economic fluctuations 
to increase, resulting in a premium on speculative activity. 2609 

Finances of the Government of India; Special Statistics. 2634 


Quick Decline 

Popular discontent over the 
performance ol the Deve Gowda 
government is gathering lapid 
momentum. The UP election may 
well turn out to be catalyst to 
precipitate a ensis^_ 2584 

Pacification of Kashmir 

Armed militancy may have been 
contained in Kashmir for the time being 
and a brutalised population compelled 
to seek temptirary relief. Yet, neither 
have the pcojilc given up their 
aspirations to be ‘axad’ nor will the 
as.sembly elections provide a 
democratic solution to the 
probJem. 2585 

The Srinagar-l,eh or the 
Srinagar-Jammu relationship is 
not any more equal than the 
Delht-Srinagar relationship. That is 
a neglected aspect of the politics 
of Kashmir. _ 2583 

Master Race 

The Zionist state of Israel has been 
one of the world’s most adept 
practitioners of ethnic cleansing. 2592 


Pre-empting Protest 

Data on the elTects of unemployment, 
underemployment and low paid 
employment in the U.S reveal a strong 
tendency for the downwardly mobile 
to direct their anger inward. This 
behaviour is aided by the major 
political parties, the ma.ss media and 
academic publicists who point to the 
inevitability of globalisation, the 
virtues of market competitiveness and 
need for labour flexibility — all of 
which presents the problem of the 
individual victim as the product of 
impersonal forces beyond her/ 
his control, 2594 

At'*tide 356 Rides Again 

The imposition of president's rule in 
Gujarat emphasises once again the 
urgent need for either scrapping nr 
at least drastically nuxlifying 
Article 356 of the Constitution. 2588 

Targeting Immigrants 

Recent legislative moves in the U.S 
indicate that immigrants are 
increasingly becoming the 
scapegoats of choice for politicians 
in Washington. 2590 









LETTERS TO EDITOR 




^Overestimating’ Saving 

IN indulging in the familiar sport of RBI- 
bashing through your edit 'Overestimating 
Saving' (June 15), you gave a misleading 
picture to your readers that the methodology 
followed by the Reserve Bank of India (R Bl) 
while presenting the household saving in 
terms of bank deposits for 1994-95 was a 
deviation from the past procedure and that, 
as a result, there was an ovcrcstimation of 
saving. The argument implied in the edit is 
that differences in scheduled commercial 
bank deposits as between the last days of 
March (i c. March .51) should be taken, and 
the household sector’s holdings of such 
deposits be worked nut on the basis of 
survey re.sults. The RBI did exactly follow 
this proceduie till 1987-88. But in 1988-89, 
the procedure was changed and the differen¬ 
ces in the deposits as recorded on the last 
icporting Fridays (LRFs) of March were 
taken for working nut the household 
sector’s holdings of dcpo.sits. This was done 
because data available as of LRF were 
found to be more reliable. This was first 
cfla tcd in the Re.scrvc Bank’s Annual Report 
lor 1988-89. Since 1988-89 the methrido- 
logical procedure implied in this switch¬ 
over to LRF was followed without any 
deviation. Mad the editor consulted the 
director ol the EPW Research Foundation, 
who was himself associated actively with the 
said Annual Report and subsequently with 
the area of hou.sehold sector’s saving in 
tinancial assets till his voluntary withdrawal 
from the RBI, the readers would have been 
spared the misperceptions that your edit 
has created. 

Let us he cic.ir about the fundamental 
issue here The EPW edit implies that the 
nielhodology tollowedby IheRBl for 1994 
95 IS deliberate when it argues that the RBI 
has shifted tiom the ideal methodology (of 
taking March 1 data as the basis) in resficct 
ol 1994-95, which has 27 reporting periods 
The EPW forgets to inform the readers that 
the RBI has been following the methodology 
based on LRF data lot several years. Pray, 
why? It 111 fact feigns ignorance of this 
switchover. One can well question the LRF- 
based methodology but that is not the point 
lh.it EPW edit IS labouring. Having shifted 
to the l.RF-based methodology, what could 
any one [lossibly do. if the LRF happens to 
be March .M and the financial year has 27 
(cpotiing Frid.tys? If March .U, 1995 is iioi 
taken because of the year-end bulge of 
deposits and c edit, .iiid insiead the data of 
Match 17, 1*»9.5 arc consiiicred, Imw will one 
treat the period March 17 and Match .H, 1995? 
Will it lie considered as part of 199,5-96, in 
which case one will get 27 reporting periods 


in 1995-96. Going by the present metho¬ 
dology, the household sector’s financial 
saving rate would decline in 1995-96 in 
view of the high base, but (his does not mean 
that the outcome in 1995-96 could be 
attributed to the estimation of 1994-95, as 
implicit in the EPW'% edit. All this is not to 
say that the present methodology should be 
continued for ever. The LRF-ba.sed metho¬ 
dology was followed for seven years till 
1994-95 and EPW has not raised a whiff 
of an opposition to it. Why, this sudden 
awakening? 

A Vasodevan 


Mumbai 


(The Reserve Bank is. of course, not to be 
blamed that its estimate of household saving 
in the form of bank deposits in 1994-95 
covered 27 fortnights instead of the usual 

26 What it can be charged with, as it was 
in our editorial, is failing to make explicit 
that its data grossly exaggerated household 
saving in the form of bank deposits in 1994- 
95 compared to the previous year both 
because of the period covered comprising 

27 fortnights and because of the March 31 
bulge in bank deposits on account of window- 
dressing by commercial banks and other 
factors. -E,d\ 

Collapse of Left 

MY heart too sank like Aija/ Ahmed’s ('In 
The Eye of the Storm; The Ixft Chooses’, 
June 1) as news came that the CPI(M) was 
about to join the government! A dwarfed 
dignity and a complete collap.se of the Left 
movement: Cammunalism, in other words 


BJP, is not the main problem. Gruesonu 
soulless poverty, unemployment, exploi¬ 
tation - in other words bourgeois social 
economy is the fundamental and urgent 
question. And the matter brooks no delay 
- with one caution, haste is no speed. 

As a Muslim from U P with the heart¬ 
rending experienceof Karachi Ahmed should 
have understood it better. BJP does not 
represent ‘Hindutva’ northegeneral interests 
of the Hindus, but upper-caste class interests, 
Ordinary, middle class people are afraid ol 
’anarchy’, but do not at ^1 want the stability 
of the existing inhuman social order. The 
conscious and the advanced sections have 
come to understand that ’When order is 
disorder, disorder is the beginning of justice’. 
For the poor illiterate people of India, class 
struggle alone is the university. 

It seems Atjaz Ahmed has a predilection 
for a broad sweep of thought, or not so much 
of thought as of the pen. He confuses primary 
and secondary issue.s. And I am reminded 
of A H Chough’s poem. 

I do not like being moved: for the will is 

excited; 

and action 

Is a most dangerous thing; I tremble foi 
something factitious, 

Some malpractice of heart and illegitimate 
process; 

We’re so prone to these things, with out 
terrible notions of duty. 

Of all the people under heaven’s high cope 
They arc most hopeless who had once most 
hope. 

The most bclicficss who had most believed. 

Probodh Chandra Dutta 

Calcutta 
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BOP Blues 


I F the assessment of the Reserve Bank of India’s Annual 
Report. 1995-96 is to be believed, the country’s external 
sector situation has never been so good in terms of both the 
current trends and the prospective outlook. But the RBI is 
clearly over-anxious to prove the success of the government’s 
stabilisation and structural adjustment policies. Last year, 
even before the ink had dried on the RBI’s Annual Report 
proclaiming the remarkable stability of the rupee, in turn 
supposedly reflecting the fundamental strength of the country' s 
balance of payments, there was a precipitate tall in the value 
of the rupee. Again, when the RBI positioned itself against 
market intervention on the argument that the exchange rate 
should reflect market forces, the turbulence in the exchange 
market got worse and the rupee touched Rs 37.94 per dollar in 
early February, bringing the RBI under pressure to intervene 
in the market, which it did in a variety of ways, though it now 
claims that these were no more than “tactical interventions 
consisiciit with the fundamentals”. 

On the surface, the BOP waters seem calm enough ju.st now 
Foreign currency assets (including SDRs) did suffer a loss of 
$.3,690 mn in 1^5-96 from $ 20,816 mn to $ 17,126 mn due 
to rapid import growth and the play of expectational factors 
encouraged by the RBI’s initial stance of non-interference in 
the market which resulted in holding back of receipts and 
hastening of payments leading to, what the RBI now calls, a 
“free fall” of the rupee both in the spot and forward markets 
The RBI’s forced exchange market operations resulted in 
net sales of foreign exchange of .$ 1,682 mn between 
October 1995 and February 1996. But soon thcicaftci 
remittances improved and in the next four months the RBI 
made net purchases of $ 2,214 mn. Foreign exchange assets 
have continued to rise tiiereafter and as of September 13 they 
were $ 18,298 mn, showing a rise of $ 1,172 mn since the end 
of March. The exchange rate also has not shown any 
significant weakness after the February upheaval, ranging 
between Rs 34 and Rs 35.75 per dollar. In trade-weighted 
terms, while the nominal exchange rate at 39.17 (base 
1985=100)was 12.8 per cent lower than in March 1993(when 
the rupee is claimed to have been in reasonable equilibrium) 
the effective exchange rate in real terms was 4.9 per cent 
higher. 

But while there may be no cause for anxiety for the present, 
it would not do to ignore the many latent sources of vulnerability 
as the authorities seem to be doing. Take the behaviour of the 
export-import sector this year so far after three years of 
accelerated growth. In dollar terms, the rate of growth of 
exports as per DGCI and S data (at $ 10,837 mn) has slumped 
to 11.5 per cent in Apiil-July W6 from 27.7 per cent in the 


comparable period Inst year (at $ 9,724 mn) and an average 
growth of about 20 per cent per annum in the past three years. 
While official agencies remain unshaken in their conviction 
that a genuine and sustainable uptrend in export growth is 
firmly in place, it should not be surprising if the moderate^ 
growth this year sets the trend for quite a while till a fresh bout 
of ‘export promotion’ by the government happens to coincide 
with an acceleration of world trade growth. Exports had 
grown by 14 per cent per annum in dollar terms between 
1985-86 and 1990-91 .suggcstingthataccrtamcxport potential 
had been built up. Export growth in the past five-year peruxl, 
on the other hand, works out to a little less than 12 per cent per 
annum. The rise of 20 per cent per annum in exports in the 
last three years occuned in the wake of a significant recovery 
()1 world trade, the rate of growth of which ro.se from a range 
ol 3.8 per cent to 4.8 per cent in the three years 1991-93 to 
9 per cent in 1994 and 8.7 per cent in 1995. In the next two 
years, however, the growth of world tiade is expected to 
decelerate. 

There arc some fundamental factors in the structure of oui 
economy and in the fovernment’s policy framework which 
come in the way of the economy reaping tf|c benefits of growth 
of international trade fully and on an enduring basis. Most 
important, a substantial expansion of the production base lor 
exports cannot take place until the rates of domestic saving 
and investment go up significantly, of which there is no sign. 
Asaresult, shortage of invcstibic funds and, more significantly, 
ihc exceptionally high rales of interest aie cuibing the growth 
ol indu.strial investment and production. The 12 per cent rise 
in the index of industrial production in 1995-96 is unlikely to 
be sustained in 1996-97. Significantly, the sharpest decline in 
the rate of growth of exports this year has been in industrial 
goods. During the April-June quarter, exports of agricultural 
and allied items grew by 66.6 percent compared with 19.4 per 
cent in the corresponding period of 1995, but exports of ores 
and minerals grew by 7.4 per cent against 35.5 per cent and of 
manufactured goods by 4.6 per cent against 28.9 per cent last 
year (this of course induces gems and jewellery, exports of 
which have suffered due to reduced demand in the indusliia- 
lised countries). 

In a situation of reduced export growth, the high import 
propensity of the economy may turn out to be, as in the past, an 
important source of external sector instability. No doubt, this 
year so far (April-July) imports at $ 11,920 mn show a slower 
growth of 6 per cent compared with 39.2 per cent last year, 
thanks to the 2.4 percent decline in non-POI. imports which is 
reflective of suMued industrial activity. Once the nonnal 
import propensity begins to assert itself, the growth of imports 
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is unlikely to be as low and the trade deficit 
is sure to widen. 

It needs to be noted in this regard that 
because of significant data revisions and 
inconsistencies it is difficult to make an 
accurate assessment of external sector 
trends. While there have always been some 
differences in data on imports and exports, 
particularly imports, between the DGCI and 
S and the RBI, these differences have grown 
very large in the last two years. As per DGCI 
and S data, total imports in 1995-96 were 
$ 36.370 mn showing a rise of 26.9 per cent 
overthe previous year’sS 28,654 mn, whereas 
as per RBI data imports were $ 41,405 mn in 
1995-% showing a rise of 30 per cent over 
$ 31,840 mn in 1994-95. ThustheRBI figure 
exceeded the DGCI and S one by as much as 
$ 5,035 mn. In the preceding two years too 
the difference was $ 3,186 mn in 1994-95 
and.$ 1,763 mn in 1993-94. Taking account 
of differences in exports, which have not 
been so large, the trade deficit as shown in 
the RBI's BOP data is found to be twice or 
near-twice that as per DGCI and S data - 
$ 8.938 mn agaitust $ 4.539 mn in 1995-%, 
$ 4,983 mn against $ 2,324 mn in 1994-95 
and $ 2,386 mn against 1> I.ObK inn in 
1993-94. There was a lime when these 
differences were attributed mainly to import 
of defence equipment and of civilian air¬ 
craft, which may have played a role in recent 
yeais also During the recent period, ex¬ 
change rato iluctuations may have tended to 
exaggerutc the valuation dilTcrcnces bet ween 
the two sources - the RRI using the average 
exchange rates torn month and DGCI and S 
the exchange riites as reported by the ministry 
of commerce in advance with revisions only 
once in lliicc months. There are two areas 
where the impoit d.ata in the RBI’s BOP 
enjoy alead in payments p'lrsl. when imports 
are made on suppliers' credit oi when 
machinery and equipment imports arc made 
on aciish basis the RKI records ,is imports the 
advance payments made foi such imports, 
whereas the DGCI and ,S lecoids the capital 
gotxls oiily when they actually arrive. Simi¬ 
larly, in the Ciises of imports under external 
assi.stance or those undci commercial 
borrowings, the RBI incorpoiatcs them 
when payments aic made and thus takes 
u lead in recording as compared with the 
DGCI .iiKl S 

Mapir difleiences in data occur also 
between the RBI and the niinisiry ol finance. 
Only a couple ot months ago, the new finance 
minister had indicated in hi.s Kamomti Sm-vey 
IW!)-96: An Update that the merchandise 
deficit was $ 7.015 mn, hut the figure has 
now been placed by the RBI at nearly's 2 bn 
higher at $ 8.918 mn. Dilfercnccs otiur in 
relation toothei items.is well ■ foresuinple, 
net private transicrs in 1995 9ft aic shown at 
3) 7.480 mn in the RB1 data ami .at S 6.150 mn 
in govermnent d>il.i 


Be that as it may, there is no doubt fiiat the 
pressures on the external sector are slowly 
building up. Fears about the vulnerability of 
the external sector stem also from the casual 
manner in which the government is talking 
about replacing debt flows with non-debt 
creating Hows, as though the latter impose 
no cost on the economy. The logic of a liberal 
policy on foreign capital is to augment 
resource inflows on the capital account and 
to expand exports of goods and services on 
the current account and thus minimise the 
country's balance of payments constraint. 
If, given the strategy that India has pursued 
recently, portfolio investment by Fils of 
$ 10 bn, $ 4.8 bn of FDI actually received 
and nearly $ 20 bn of FDI approved up to 
May this year do not inspire confidence that 
the cost of servicing these inflows will be 
offset by incTca.sed export earnings from 
these investments, there can be little hope of 
any enduring resolution of the balance of 
payments constraint on the development 
process Foreign direct investors have focused 
overwhelmingly on the domestic market 
rather than on exports. F'oreign direct 
investment may in the event actually exacer¬ 
bate the foreign exchange constraint. In the 
first place, under a liberalised import regime 
the import content of production of foreign 
companies would be higher and, if they do 
not focus on exports, the net outgoon account 
of i mports of goods and services in respect of 
FDI-based projects will be significant and 
glowing. Second, the servicing cost of both 
FII investment and FDI, including royalty 
payments, will be substantially larger than 
the servicing cost ol even commercial 
borrowings. Payments under ‘investment 
income’ in the BOP have already reached 
$ 5.5bnin 1995-96 against $4.1 bn in 1990- 
91 and.53.Khnin 1992-93. This may turn out 
to he as serious a .source of destabilisation 
of the external sector as an unsustainable 
level of debt. 

WOMEN’S BILL 

Not History, Surely? 

THE tabling of a hill reserving seats for 
women in parliament and its relegation to a 
parliamentary subcommittee for reconsider¬ 
ation are both significant markers in the 
charting of women’s rights in the structures of 
demiK-ratic iicstitutions in the country. 

The bill aim< at a constitutional amend¬ 
ment tc Article 330 stipulating that “not less 
than one-third ol the total number of seats 
filled by direct election to the House of the 
People (Lok Sabha) shall be reserved for 
women (including the number reserved for 
SOST women) and such seats may be allotted 
by rotation to different con.stituencies in a 
state". A parallel legislation is Article 332A 
amending the reservation fur SC/ST which 


pro vides that of the seats reserved for SC/Sl 
candidates one-third are to be reserved fa 
SC/ST women. If these provisions come ink 
force then there would be a minimum of 18( 
women in the Lok Sabha against 76 today 
While the idea has been bandied about foi 
some time, no political party has given ii 
serious consideration. Even the preseni 
government's approach has been cautious- 
it has been stressed that the bill after all is ai 
extension of the provisions in the 73rd aiK 
74th constitutional amendments whici 
provide for reservation of seats for women a 
the local government level. Having tabled it 
the UF government refused to ensure iti 
passage by what has appeared to observers a: 
deliberate mismanagement. It was also cleai 
that the bill had not been sufficiently di.scus 
sed among the members of the ruling front 
No groundwork seems to have been dom 
before the bill was presented, nor, it has beci 
suggested, had sufficient care and though 
gone into the drafting of the bill. In the event 
the government was persuaded, rathe: 
willingly, to refer the bill to a select com 
mittce before any discussion on it could tak< 
place. It is hard to believe that the UP govern- 
ment’s parliamentary tacticians had no 
anticipated just such an outcome. Ir 
other words, having ensured that a' historic 
move had been recorded, the UFgovernmcn 
let It .slip into oblivion, even if temporarily 

What has been remarkable is the level o 
discussion and debate on the bill. Nobody 
parliamentarians, political parties or ever 
women’s groups by and large, appears t( 
have been prepared for the move. At oni 
level, women parliamentarians have reporter 
the level of the responses in the central hall 
of parliament. The taunts and the unsubtU 
sexist remarks that have been made ‘ir 
piivatc' .suggest that to political parties anc 
most of their leaders, the issue of women': 
rights IS largely a matter of how much political 
mileage may be obtained fiom it without .ii 
being allowed to infringe on existing 
privileges and powers. On the other hand 
women ’ s groups and acti vists wi th their lon^ 
experience of how the state has been adept a 
accommodating certain demands withou 
actually integrating these into the structun 
of its institutions, have been justifiabi) 
cynical about the bill as well as its fuluri 
course. Interestingly, the experience at thi 
local government level has been quoted b} 
both those for and against the bill. At thi 
panchayai level, while it is a fact that mon 
women have now entered decision-makinj 
bodies, in a number of states studies havi 
found that these women arc often proxies fo 
male contestants at the elections. 

But the issue clearly needs to be looked a 
from a long-term perspective. There is m 
gainsaying that legislating for women’: 
representation in decision-making bodies 
docs not automatically ensure their ins 
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volvemettt in their functioning, nor even that 
gender-sensitivity in governance and policy¬ 
making will be an inevitable outcome. 
However, Indian legislative history is full of 
instances where laws have prompted 
articulation of needs - in fact that would 
appear to be more the norm than the exception. 
The problem with such legislative change 
has been that they have been more or less 
deliberately so constructed as to limit the 
benefits which they profess to provide. The 
opportunity provided by its detailed 
consideration by a parliamentary committee 
must be used to ensure that the bill to provide 
for reservation for women in parliament is 
not attenuated in this fashion. 

FANCHAYATRAJ 

Kerala's Initiatives 

Nirmat Mukarji writes: 

KERALA’S experience in decentralisation 
has been of the onc-.siep-forward, two-steps- 
back variety. Every past government in the 
state that tried to decentralise somehow fell. 
This had the effect of making parties on both 
sides of the political divide nervous abtiul 
grasping this nettle when in power. In this 
context the decentralising measures taken by 
the present government of Kerala m its very 
first hundred days are noteworthy. 

The previous UDF government had taken 
two retrograde steps. The firsi was when, 
soon after coming to power in June 1991. it 
amended the Disinct Administration Act in 
such a way as virtually to disempower the 
district councils that had at long la.st been 
elected only a few months earlier at the 
instance of the predecessor LDF government. 
The second was when, under the compulsion 
of the Constitution (73rd Amendment) Act, 
1992. it passed a wishy-washy Koala 
Panchayat Act, 1994, which did meet the 
constitutional requirement in letter hut utterly 
failed to do so in spirit. Thus, while it helped 
to bring elected village, block and district 
panchayats into existence, it left these 
‘institutions of self-government’ without 
anything worth whi le to do. In order to remedy 
this highly unsatisfactory state of affairs, the 
present government, within six weeks of 
taking office, set up a committee to suggest 
how local bodies, both rural and urban, could 
be enabled to function autonomously in their 
respecti ve domains. The committee is headed 
by S B Sen, a former deputy chairman of 
West Bengal's planning board, who brings 
with him the wealth of his home state's 
pioneering experience with panchayats - 
their strengths as well as their weaknes.ses. 
The committee's recommendations, expected 
later this year, cannot but lift Kerala’s 
panchayats and municipalities from the rock 
bottom level at which they arc now. 


The other measure that the present 
govemmeht has taken is to reconstitute its 
planning board, bringing in the noted 
economist, I SGulati.as its deputy chairman. 
The new board has quickly resolved to 
decentralise the planning process in Kerala, 
with at least 35-40 per cent of the Ninth 
Plan to consist of schemes formulated and 
implemented by the local bodies, i c, 
panchayats and municipalities, within their 
respective areas of responsibility. In order to 
empower these bodies to undertake this task 
in a scientific and participatory manner, the 
idea was conceived of a People’s Campaign 
for the Ninth Plan, and the campaign was 
formally launched on August 17. There is a 
high-level Council of Guidance headed by 
E M S Namboodiripad and composed of 
leaders of political parties, vice-chancellors 
of universities, heads of centres of excel¬ 
lence and leaders of mass movements. The 
Council has a panel of vice-chairmen con¬ 
sisting of the present and former chief 
ministers, opposition leaders and eminent 
academicians. Whui is commendable in this 
innovative idea is its emphasis on the people 
as the primary actors. Equally praiseworthy 
is the effort to involve all political parties. 
Hopetuily. this will minimise the danger of 
a future government of another political hue 
backtracking. It is to be hoped that the 
intended decentralisation is not negated by 
backdoor re-centralisation, considering that 
the programme is being run by the state 
planning board in collaboration with the 
local administration department, which 
sounds ominous. 

The atmosphere of decentralisation 
generated by the new government is reflected 
in a recent decision to encourage panchayats 
to take up power projects. According to 
Kerala's minister for power and co-operation, 
a district panchayat has already come forward 
to take up a small power project. Also 
according to him, local functionaries of the 
state electricity boar J (K.SEB) wi II be attached 
to the municipalities and panchayats. where 
popular committees will review their 
functioning. The. minister has stated that 
similar committees will be set up to monitor 
power projects Thc.se will have the district 
collectors, representatives of the people and 
KSEB officials as members. There lies the 
rub. Here arccommittecs stiff with collectors 
and KSEB staff and yet the minister would 
have us believe that these are popular 
committees. But let that pass. 

On present ev idcnce Kerala seems to be on 
the way out of the one-step-forward and two- 
steps-back pattern. For. all the new initiatives 
so far have been in a forward direction. The 
question does arise, however, whether they 
are forward enough Will Kerala be able to 
break out of the development - only bind 
that has kept panchayats stunted everywhere 
all these decades? In his dissenting note to 


the Asoka Mehta report of the latter 1970s, 
E M S Namboodiripad had said: “I cannot 
think of the panchayati raj institutions as 
anything other than the integral parts of the 
country’s administration with no difference 
between what are called the ‘development’ 
and 'regulatory' functions." This wholistic 
vision is captured in the phrase ‘institutions 
of .self-government’ which panchayats and 
municipalities are now constitutionally re¬ 
quired to be. But to quote E M S again: “the 
gho.st of the earlier idea that panchayati raj 
institutions should he completely divorced 
from all regulatory lunctions and made to 
confine themselves to developmental 
functions only is haunting [us].” Dare one 
hope that the S B Sen Committee and the 
Kerala government will pay heed to these 
sage words set down 20 years ago by the 
senior statesman who now heads the Council 
ol Guidance of the People’s Campaign for 
the Ninth Plan'.* Should, in other words, 
Kerala not think in terms of a people’s cam¬ 
paign for decentrali.scd governance lather 
than merely for the Ninth Plan? Is it not time 
to move on from development to self- 
government? 

Uri'AR PRADESH 

Caste and the *Kisan' 

THE realignment of political parties in Uttar 
Pradesh on the eve of the elections there 
suggests an attempt to revive the ‘kisan’ 
movement (of rich and middle farmers) that 
had been lying dormant for quite some time 
now. 

The mercurial farmer-leader, Mahendra 
Singh Tikait, after having enjoyed a certain 
amount of popularity among his ca.sie men in 
western UP and publicily in the national 
media .some years ago (when his followers 
besieged New Delhi), had been sulking in 
obscurity for the last lew years. He had been 
marginalised by other political forces in UP. 
which since 1989 has seen a .succession of 
governments based on shifting alliances 
between dilfercnt parties. The farmers, many 
among whom had been Tikail’s followers, 
had been dividing their loyalties between 
Mulayam Singh 'fadav’s Samajwadi Parly 
(SP) and the Janata Dal. The BJP during its 
reign in UP from June 1991 to December 
1992 had disappointed the farmers by 
refusing to meet their demands for con¬ 
cessions in electricity rates, among other 
things. 

Tikait has now struck up an alliance with 
Ajit Singh, the political chameleon who has 
been hopping trom one party to antither. to 
form a political party called the Bharatiya 
Kisan Kamgar Party (BKKP) to contc.st the 
elections. This suits both leaders. Tikait hopes 
to revive his declining fortunes among the 
Jat farmers and Ajit Singh, after his exit from 
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the Congress, hopes lo find a berth in politics 
through the new party. Tikait’s demand for 
agricultural incentives which stimulates 
fantasies of a modern rich lirc.style among 
the farmers and Ajit Singh’s evocation of 
the memories of his father Charan Singh - 
whu.se fame as u Jat leader still holds sway 
among farmers of his clan - are expected to 
capture the farmers' vote-bank. The BKKP 
has also tagged it.self lo the United Front 
bandwagon in UP, thus hoping to get some 
support from the OBCs (rcpre.scnted mainly 
by Mulayam .Singh Yadav’s SP) among the 
farming community, pnmarily the small 
fanners. 

Attheothei end of the agricultural .spectmm 
IS the Bahujan Samaj Party (BSP) claiming 
to represent the dalits who form the bulk of 
the poor peasants and landless labourers. Its 
leaders, Kanshi Rum and Mayawati, after 
(wo rather disastrous bouts of unprincipled 
alliances - the first with the .SP and the 
second with the BJP - have now tied them¬ 
selves to the apron strings of the Congress. 
Here again, both the BSP and the Congress 
are playing on castcisi calculations. While 
the Congress hopes to rally the Brahmins 
and upper caste voters (its traditional vote- 
bank in UP), the BSP is mobilising its dalii 
supporters. 

These two sets of alliances - the BKKP- 
UF and the BSP-Congress have been 
hurriedly knocked up purely to ensure the 
victory at the polls of ihetr respective 
candidates. There is no guariintcc that the 
alliances will .survive the polls. Once the 
election lesults arc out, and if nunc of the 
alliancc.s gets a majority, a fresh roalignmciii 
will follow, with elected MLAs from one 
alliance walking over lo the other in order 
tofoim a government and get niini.stcrial 
berths. 

It IS obvious that both the alliances are 
papering overthe basic conirudiclions among 
the various segments ot the larmiiig 
community in UP - tho.se between the 
aspirations of the upwardly mobile rich 
farmers and of the small-holding farmers; 
between the interests of thc.se landowning 
tanners on the one hand and the struggle 
fur sheer survival ot the opprc.s.scd farm 
labourers and poor peasants on the other. 

The ability of these 'kisan' leaders to 
continue lo thrive on caste loyalties alone 
and the inability of the class-oncntcd Left 
parties to make a dent into the agrarian 
politics of I Ip indicate the level of political 
conscunisncss among the farming com¬ 
munity there. F.ven after being duped again 
and again by their leaders - whether a Tikait 
pursuing his personal ambition or a Charan 
Singh changing sides to become pnmc 
minister - they still cling to their ca.steist 
al l i nations and remain loyal to these leaders. 
In this respect the dalits have fared no 
better. The blatant contradiction between 


Mayawati’s anti-Manu rhetoric and her 
alliance with patties like the BJP and the 
Congress (which .she calls 'Manuwadi') in 
praettee either remains totally imperceptible 
to the dalits or they rationalise such 
contradictions by as.serting the need for caste 
solidarity. 

The farmers and peasants of UP arc yet 
to break out from their traditional caste and 
clan boundaries, although both are in¬ 
creasingly articulating their respective 
economic demands and social rights. As a 
result we find such strange alliances 
manipulated by their leaders at the top for 
their personal political interests as that 
between the Congress-led feudal upper 
caste gentry and the BSP-led depressed 
castes who arc oppressed economically and 
socially by the same gentry. What Marx said 
about the French farmers in the mid-19th 
century is in many ways applicable to the 
agricultural community of UP - as well as 
many other parts of the Flindi heartland; 
‘They cannot represent themsci vcs. they must 
be represented. Their rcpre.senlative must at 
the same time appear as their ma.stcr, as an 
authority over them, as an unli miled govern¬ 
mental power that protects them against the 
other classes and sends them rain and sun¬ 
shine fiom above.” 

GUJARAT 

BJP’sWoes 

A correspondent writes: 

WHO IS to be blamed for pulling down the 
Bharatiya Janata Party (BJP) government in 
Gujarat? The BJP is crying foul at the 
nexus between the United Front Govern¬ 
ment at the centre, the Congress Party, the 
governor of Gujarat. Krishna Pal Singh, and 
the leader of the newly formed Rashtriya 
Janata Party. Shaiikersinh Waghcla. It cun be 
argued that the on-the-spot recognition given 
by the deputy speaker Chandubhai Dhabi 
on September 3 to the splinter group of the 
BJP and the immediate adjournment of the 
assembly thereafter, when it had as.semblcd 
to decide the trust vote on Surc.sh Mehta's 
government, was unconstitutional. But the 
fact remains that ever since Waghela’s revolt 
in October la.st year against the central lead¬ 
ership of the BJP. and L K Advani in partic¬ 
ular. politics in Gujarat was getting murkier 
and murkier due to the infighting within the 
BJP. .NO much so (hat in the past one month it 
was difficult to decide whether the stale 
government actually commanded a majority 
in the as.sembly 

In spite ol winning a two-thirds majority 
in the Gujarat as.sembly 18 months ago. the 
central leadership of the BJP committed the 
mistake of allowing the hardliners of the 
Sangh parivar to run the state government. 


Non-iSangh party workers, among whom 
Shankersinh Waghela and Kashiram Rana 
were prominent, were sought to be side¬ 
lined. The party organisation functioned 
in an autocratic manner leaving no room 
for accommodation of the dissidents' 
view. The Patel lobby, backed by the RSS- 
VHP, could never digest the humiliation 
of Keshubhai Patel's resignation from 
chief ministership as a result of Waghcla’s 
revolt. After that Gujarat witnessed 
politics of vengeance played out in the 
BJP which culminated in the defeat of 
Waghela and his supporters in the Lok 
Sabha elections and the humiliation of 
senior leader, Atmaram Patel, at a public 
function by the RSS-VHP lobby. The en¬ 
thusiastic response to Waghela's rally in 
Ahmedabad on August 20. after his expul¬ 
sion from (he party, indicated public sup¬ 
port lor the Waghela faction’s claim that it 
had been unjustly treated by the party 
leadership. 

When Di 1 ip Parikh as leader of the W aghela 
group requested the governor to give it 
separate recognition in the assembly claims 
and counter-claims regarding majority 
support to the government started to be raised. 
Soon chief minister Suresh Mehta had to 
admit that he enjoyed no more than a wafer- 
thin majority in the house. Further, by 
allegedly keeping 16 MLAsincommunicadu 
(they were apparently not allowed to meet 
even their wives and clo.se family members), 
making them pledge loyalty to (he party in 
front of Gandhi's statue at .Sabarmati and 
parading them before journalisUs at a press 
conference at Gandhinagar, the BJP. instead 
of .strengthening the chief minister’s case, 
gave credence to the view that ihe most 
strenuous efforts, including ol'feis of lucra¬ 
tive positions, were being m.idc to keep 
party MLAs within the fold. Of the 94 
MLAs intended to be paraded before the 
president, 17 were said to have their signa¬ 
tures on the splinter group's list as well. 
Finally, the violence in the as.sembly buil¬ 
ding on SeptemlH'r 18 gave the centre the 
grounds for taking the position that the trust 
vote in favour of Suresh Mehta could not be 
considered as a free and fair verdict. All 
through the crisis, the speaker of the house, 
H L Patel, could not come to the rescue of 
the BJ P as he was bed-ridden and ultimately 
passed away on September 17. While the 
central government’s decision to bring the 
state under president's rule is certainly ques¬ 
tionable and goes against the known posi¬ 
tions of many of the constituents of the 
United Front on the use of the centre’s 
powers against stale governments in pre¬ 
cisely (his type of situations, (he actions of 
the BJP centrai and state leadership over 
past year and a half largely contributed to 
the nemesis of the party’s government in 
the state. 


2.578 


Economic and Political Weekly September 21.1996 



CURRENT STATISTICS _ "" _ EPW Research Foundation 

Apart from (he gentle but persistent rise in the annual inflation rate to near 6 per cent, it is the higher rale of increase than in the preceding l2-inon(h 
penod in the prices of ‘food articles' under primary articles as well as 'food products' under manufactures that appears dtsquieicning Annual inflation 
as measured by the consumer price indes has not shown any significant decline. Thus the slower increase in the prices of manufactured products following 
incipient recessionary conditions in industry is one of the factors responsible for the continued suppression of ihc overall inflation laie. Expori-impoii 
trade growth is experiencing a sizeable deceleration this year, which may also be reflecting the sluggish production activities. 

Macroeconomic Indicators 
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Cost of Living Indices 
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Aug 16, Fiscal Year So Far 

Money and Banking (Rscroie)’* 1996 OverMonlh 1996 97 1995-96 1995-% 1994-9'; 1991-94 

Money Supply (M.) 6.10,112 4770(0.8) 2K476(4?7) 11878 (2 2) 7r034(Tv‘4r' '7861707 4) T3Myf \W^) 

Currency with Public 123876 - 952 (-0.8) ,5715(4.8) 7462(7.4) 17,372(172) I880(i(22.9( 14170(209) 

Depo-siLs with Banks .501095 .5685(1 1) 20760(43) 462(0.1) .53702(126) .58956(160) 57925(18 ;) 

Net Bank Credit to Govt 277720 -.3.56(-0.1) 20310(79) 1.5318(6.9) 34994(157) 16325(79) 28855(16 3) 

Bank Credit (oCommI Sector 3.39806 2276(-0.7) 1095 ( 0.3) 7669(2.6) 51246(177 ) 44<i9l(184) 17161(7 5) 

Net Foreign Exchange AsscN 82431 682(08) 5274 ((.,8) -669(-()9) 1233 (16) 23298(44.3) 27674(1109) 

RcscrveMoncy I9I936 4299(2.3) -2401 (-1 1) 7658(4.5) 250,58 (14 8) .3()6()« (22 1) 27892(25.2) 

Net RBI Credit to Centre 130115 -2821 (-2.1) 11347(96) 14256(144) 19855(20 1) 2130(22) 260(03) 

Ad hoc Treasury Bilks 36.300 -9170 (i8.5.5 10400 5965 17.50 6.3(K) 

Scheduled Commercial Banks 

Deposits 450.364 5487(1.2) 18019(4.2) -2240(-06) 45486(11.8) 53(i30 (16.1) 52144(186) 

Advances 249441 -2363 (-0.9) -2659(-ll) 963(0..5) 40540(19,2 ) 40638(23 8) M566(7..3) 

Non-Food Advances 239109 -13l3(-0.5) -320()(-l.3) -l0.38(-05) 43024(21.6) 37797(23 4) 8875(5.8) 

lnvcstincnl.s 174211 1874(1 1) 10070(6 1) 5176(3.5) 14887(100) 14172(105) 28()4I (26 9) 

’ Ba.scd on March 31 figures after closure of governnient accounts, except lor 1995-96 (full year) and 1996-97 where Ihc hanking data relate to 
March 29. 1996. 

Index Numbers of IndustrialWeights Apnl ___ Fiscal Year Aserages ___ 

Production (I980-8I = I(K)) 1996 1995-96 1994-95 1993 94 1992-93 1991 92 1990 91 1989-90 19X8 89' 

General Imk-x 100.0 277 2(7.7) 284 2(12.0) 2.53 7(9,4) 231.1(5 6) 218 9(2 3’)'Tr3~9(0 6)Tl727 I6) ThoWtF 

Mining and Quarrying 11.5 237.(K2 1) 265.7(6.8) 248 8(7.5 ) 231 2(.3.4) 223.7(0.6) 222.5(4 5 ) 221 2(6 3 ) 2116(79) 199.1(37) 

Manulaclunng 77.1 272.8(8.9) 278.7(13.6) 245.4i9 8) 222.3(5.5) 210 7(2 2)206.2( 0 8) 2078(89) 1907(8.6) 1756(87) 

Eleciricity 11.4 346.9(49) .340.0(8.1) 314,6(85 ) 290 0(7.4) 269,9(5.0) 2.57.0(8.5 ) 2.36 8(7 8)219.7(10.9) 198.2(95) 

~ Sept 12. Month \^i i 9% 97 So Far I99T%~~ End'ofFisMjT^r ' 

Capital Market 1996 Ago Ago Trough Peak Trough Peak 1995-96 1994-95 1993 94 

BSE Sensitive index (1978-79= 100) 3392(1.3) 3383 33.50(-27 2) 3367 4069 2826 .3^7 T3W 7373261 (-13 7) TUmiTf' 

National Index (1983-84= 100) 1527(-0.8) 1557 15.39(-29 3) 1.549 1835 1.304 1691 I549( 3 5) I6()6(-I2.2) 1830(79.2) 

B.SE-200(1989-90=100) 340(-l.4) 344 34.5(-.34.4) .345 413 289 385 345 (-6.3) .368(-18.2) 450(92 3) 

NSb (Nov 5, 199.5=1000) 989 1002 - 976 1I96-- 

SkindiaGDRIndex(Apr 15. I994=I00)66(-I9.S) 64 82(-33 9) 63 90 61 91 79(13) 78 

Foreign Trade June Cumulative for Fiscal Year So Far 

1996 1996-97 199.5-96 199.5-96 1994 95 1993-94 1992-93 1991-92 

Exports: Rscrore 9239 37860(24,0) .30537 (.10.0) 106465(29 3) 82330(181) 69547(30 4) 7l688(2ll)7TttM'rO-S.lT 

US$mn 2600 108.36(11.4) 9724(299) 31811(21.4) 2623.3(18 1) 2217.1(20 4) 18537(1,8) I78W.(-I5) 

Imports: Rscrore 9694 41641(17.9) 3.5329(39 4)121647(37,1) 88705(21,8) 728()()(157) 61175(12.4) 47851(10 8) 

USSmn 2728 II918(.5.9) 11250(39.2) 16.170(28.7) 28251(21 7) 23212(68) 21882 (12 7) 19411 (-1« 4) 

Non-POLUS$mn 2060 8922(-2.3) 9130(44.1) 29214(29.6) 225.38(29 1) 17456(106) 15782 (12 3) 14047 (-22 2) 

Balance of Trade: Rscrore -455 -3781 -4792 -15182 -6175 -12.59 -9687 t80y 

USSmn -128 -1082 -1.526 -4.5.19 -2018 -1039 -.1,14.5 I.5.t5 


Foreign Exchange Reservcii 
(excluding gold) 

Aug 30, 
1996 

Sept 1, 
1995 

Mar 31, 
1996 

Month 

Ago 

Year 

Ago 

Variation Over 

Fiscal Year So Far 199.5.96 
1996-97 1995-96 

i994-9.5 1093 94 1002-93 

Rs crore 

US $ mn 

64146 

17985 

60713 

19063 

58726 

17126 

-35 

-36 

.1432 

-1078 

5420 -5315 7102 

8.59 -1753 -3690 
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Money Market Rates of Interest 


•Ji^kended Friday _ Augual 


(per cent per annum) 


AugittI 1996 
23 I6(EF) 


July 1996 

l9(RtO iT 


_ June J996 

2I(RF) 14 


Instnunents 


Call money rate 
(weekly weighted average: RBI) 
Call money rate 
(Range;weekly) 

Treasury Bills: 

91-Day (On tap or ad hoc) 
91-Day (RBI Auction): 

Primary 

Secondary' DFHI 
(mid-point of bid and offer) 
All SGL trading 
(Weighted YTM) 
364-Day (RBI Auction) 

Primary 

Secondary: DFHI (mid-point) 
All SGL trading 
(Weighted YTM) 

Slate Govt loans (Coupon rales) 
All SGL. trading 
(Weighted YTM) 

GOI Securities 

Primary Auctions 

(1C 

Secondary : All SGL trading 
(Weighted YTM) 

PSU Bonds yield’- 
Tax flee: NSE 

(traded, weighted) 


Taxable: NSE (traded, 
weighted) 


Commercial Bills: 

DFHI (Rediscount rate) 

CP:Primary market (90 days) 

Secondary: DFHI 

(Discount rate) 


Murket/NSE 


Inter-corporate deposits 
(3(V90/ll(0days) 


UTI-1964 Units (Week-end 
secondary market 
price in rupees) 

Hundi Rale 


Memorandum Items: 

(i) Forward premia on the US dollar 
in the domestic intcr-bank market 
(annualised in per cent per annum) 


7.49 

10.36 

7.42 

2.84 

3.78 

5.34 

1.13 

1.57 

5.80 

10.94 

10.89 

10.91 

0.25- 

9.25- 

0.10- 

2.00- 

0.25- 

3.00- 

0 10- 

0.75- 

0.05- 

10.50- 

0.25- 

10.70- 

10.75 

11.00 

11.00 

5.00 

6.25 

10.50 

1.25 

5.00 

10.85 

11.00 

11.05 

11.50 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

4.60 

460 

4.60 

4.60 

4.60 

9.96 

9,96 

9.46 

8.46 

9.04 

9.46 

9.21 

9.88 

11.86 

12.41 

12.41 

12.41 

8.58 

9.34 

7.34 

5.84 

6.95 

8.31 

5.84 

9.96 

11.62 

12.04 

12.01 

12.04 

7.74 

9 73 

8.45 

7.96 

8.22 

8.01 

6.64 

7.91 

7.58 

10.83 

11.14 

10.67 

12.61 

« 

12.61 

* 

12.61 

« 

12.61 

* 

12.87 

« 

12.97 

» 

11.48 

11.46 

11.26 

11.16 

11.20 

11.14 

10.90 

11.08 

11.42 

11.48 

11.45 

11.45 

12 63 

12.24 

12 27 

11.94 

10.93 

10.63 

10,59 

11.61 

11.29 

12.08 

12.06 

12.22 

- 

- 

13.85 

- 

- 

- 

- 

- 

- 

- 

- 


13.68 

13.86 

13.69 

13.69 

13.68 

13.76 

14.05 

13.71 

13 84 

13.82 

14.16 

12.64 

13.85 

• 

« 

* 

13.62 

» 


13.72 

* 

13.85 

• 

* 

years) 



(2 years) 


(4 years) 

(10 years) 



13.73 

12.48 

12 18 

12.59 

13.27 

12.53 

12.52 

12.60 

12.74 

13.88 

12.93 

1.3.61 

13 77 

13.44 

13.56 

13.53 

14.10 

13.77 

13.44 

14.01 

13.98 

12.40 

n.60 

13.32 

13.42- 

13.36- 

13.18- 

12 47- 

13.21- 

12.93- 

12.95- 

13.45- 

13..35- 

12.40 

12 57 

12.69- 

14 26 

13.62 

13.71 

13.97 

14.35 

14.22 

13.64 

14.08 

14.48 


14 01 

13 45 


17.08 


17.36 


17.31 

17 95 

16.00 

17,59 

17 18 

18.54 

17,80 

) 

17 00- 


16.40- 


17.31 

1661- 

11.85- 

16.98- 

14 62- 

17.17- 

16 85 


17.15 


17 92 



18 33 

18.3 

18.33 

19.03 

18.93 

18 49 

12..50- 

13.00 

13.00 

1.3.00 

13.00 

1300 

13.00 

13.00- 

14.00- 

15.00 

1.5.00 

1.5.00 

13.00 







14.00 

15.00 




13.00- 

13.00- 

13.00- 

13.00- 

13.00- 

12.00- 

13.00- 

13..50- 

14.50- 

15.50- 

15.50- 

15.50- 

I5..50 

15.50 

15.50 

15.50 

15 50 

13.50 

15.50 

1.5.50 

1.5.50 

16.00 

16 (X) 

17 00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00- 

15.00- 

16.00 

16.00 

16.(X) 








1500 

16.00 










13.50 



... 


14 00 

8.50- 

8..50- 

10.00- 

10.00- 

10.00- 

10.00- 

10.00- 

13.00- 

I2..50- 

13.(X)- 

13.50- 

13.50- 

11.75 

11.75 

13.00 

13.00 

13.00 

13.00 

13.(X) 

15.00 

17.00 

16.00 

16.00 

16.00 

112 50- 

13.{X) 

13 00 

13.00 

13.00 

13.00 

13.00 

13 00- 

14.00- 

15.00 

15.00 

I5.(K) 

13.00 







14.00 

15.00 




14.00- 

17.00- 

17.00- 

17.00- 

17.00- 

17.00- 

16.00- 

17.00- 

17 00 

19.00- 

I9.(X)- 

2000- 

18.00 

20.00 

20.00 

20.00 

20.00 

20.00 

1900+ 

20.00 20.00+ 

21.00 

21.00 

22.00 

(22.00- (22.00- 

(22.00- 

(22.00- (22.00- 

(22.00- 

(22.00- 

(22.00- (2200- 




27.00) 

27.00) 

27.00) 

27.00) 

27.00)26.00)+-t-26.00)++26.00)-H-26.00)++ 



13.60 

13.60 

13.60 

13.60 

11.85 

13.60 

13,60 

I3..50 

13.50 

na 

na 

na 

24.00 

24.00- 

24 00- 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

24.00- 

24,00- 

24.00- 

30.00 

30.00 

30.00 

30.00 

30.00 

30.00 

.30.00 

30.00 

30.00 

.1000 

30,00 

30.00 


13.70 
(3 years) 


(Weekly average)® 

Spot/r'ash 6.01 

13.92 

12 47 -0,19 

2.40 

7.51 

0 96 

-0.97 

2.28 

6.32 

8.07 

7 12 

6.68 

One-month 8.41 

9 69 

7 25 

4.25 

6.44 

6.74 

1.93 

2.00 

4.79 

7 05 

9.98 

9 92 

10..37 

Three-month 10,03 

10,40 

8.80, 7 32 

860 

8.51 

5.73 

5.62 

7.15 

9 28 

12 13 

12.09 

12.84 

Six-mnnth 11 05 

11.02 

9.99 

9.16 

9.83 

9.63 

8.46 

8.56 

9.40 

11.15 

13.15 

13.16 

13.95 

(ii) RBI Refenrnce Rate (Rs/U.S5) .35.68 

.35.69 

35.68 35.76 

.35.60 

35.80 

35.70 

35.53 

35.13 

35,06 

34.99 

35.03 

34.86 

(iii) Havala Role (Rs/USS) (Dubai) .38.80 

38.60 

39,00 38.80 

39.00 

39.00 

39.00 

38.90 

39.00 

.39.(X) 

39.00 

39.00 

39.00 


... no trading * no auction na not available (-) no floatation YTM = yield to maturity $ Friday being holiday. Thursday data. 

For the top rated companies -»-+ Other than top rated companies 

KF means Reporting Friday for fortnightly reporting of conditions of banking business and the fortnight serves os the reserve maintenance period for 
.scheduled commercial banks @ Based on daily quotations supplied by Mecklai Financial and Commercial Services Ltd, Bombay. 


2580 


Economic and Political Weekly September 21, 1996 




COMRVNIES 


EPW Research Foundation 


Noca- 

Capacity Constraint 

NATIONAL ORGANIC CHEMICAL 
INDUSTRIES (NOCIL), the Hagship 
company of the Arvind Mafatlai group, » 
amtyorplayerin the petrochemicals industry 
It set up the first petrochemicals complex 
and pt^uces downstream products like 
ethylene, propylene and benzene It also 
produces high density polyethylene (HOI%) 
Nocil closed the year end^ March 1996 
with a sales turnover ot Rs 1,015 crore, up 
by 8 per cent trom Rs 936 crore in the 
previous year Other income moved up by 
22 per cent from Rs 46 crore to Rs 55 crore 
Interest costs rose by 46 per tent Provision 
for depreciation was down by 17 per cent 
while that for tax was higher by 61 per cent 
This increase notwithstanding, the company 
posted a net profit of Rs 91 crore. up by 22 
per cent from Rs 75 crore recorded in the 
previous year A dividend of 25 per cent has 
been recommended by the company as 
compared to 45 per cent declared in the 
previous year 

The company achieved record sales of 
HDPE, butadiene, ethylene oxide and pipes 
and fittings tor the year under review Sale 
of petrochemicals and polymers standing at 
Rs 985 crore was higher than in the previous 
year forming the major c hunk of the turnover 
while rubber chemicals at Rs I SO crore and 
plastic products atRs 70crore also registered 
substantial increases in volumes 
Though the company registered a 10 per 
rent growth in sales, there was a slow-down 
in the growth rate The major factor res¬ 
ponsible for the slow down was that the 
output of most downstream items from 
the naphtha cracker plant at Thane in 
Maharashtra had levelled off As a result 
there has been very little increase in output 
from Its downstream plants 
Exports of petrochemicals and rubber 
chemicals dunng the year stood at Rs 78 crore 
The company retained its status as a star 
trading liouse Establishing itself as a irliable 
long-term supplier of rubber chemicals to 
lyre companies, its products were accepted 
in the markets ofJ^jan, Australia, and Europe 
Nocil IS holding talks with UK-based 
Hanson group for its modemsation-cum- 
expansion programme The company has 
embarked on a Rs 4,600 crore expansion 
plan at its Thane plant in Maharashtra but, 
constrained by lack of funds, has not been 
able to make much headway The first phase 
of the project has been completed with the 
process design and basic engineering 
package for its naphtha-based plant The 
designs for utility centres related to the plant 
havealsobeencompleted Nocil is to produce 
2 25 lakh tonne per annum (tpa) of 


polyethylene. 1 8 lakh tpa of polypropylene 
and 75,000 tpa of benzme and toulene and 
30,000 tpa of ethyloxylates 
The project has bera approved by the 
International Finance Corporation (IFC) 
which IS picking up 5 per cent equity amoun¬ 
ting to $ 15 mn IFC has also earmarked 
$ 40 mn by way of loans with the remaining 
to be rais^ by the Arvind Mafatlal group 
On the anvil is a Rs 1,600 crore nghts issue 
of non-convertible debentures Besides, the 
company plans to raise Rs 1,100 crore 
through external commeraal borrowings 
Royal Dutch Shell hitherto a co-promoter, 
has decided to sell its stake in Nocil to the 
Arvind Mafatlal group The Mafatlals have 
merged Polyolefins Industries (nL)and Nocil, 
and have spun off the agro chemicals division 
into a new company, DE Nocil, a joint vent¬ 
ure with Dow Elanco of US The company 
commenced its operation on Apnl 1,1995 

PUNJAB TRACTORS 

IViumph of Indian 
Technology 

Promoted by Punjab State Industrial 
Development Corporation (PSf DC), Punjab 
Tractors was incorporated in 1970 and 
commenced production in 1974 using 
indigenously developed technology With a 
21 per cent increase in turnover in 1992-93, 
a 16 per cent increase in 1993-94, a year 
when industry was hit by recession, a 27 per 
cent increase in 1994-95 when industry 
volumes went up by 19 per cent and a 26 
per cent nse in the year ended Maah 1996, 
Punjab Tractors has consistently improved 
Its performance with each passing year 
Volume growth in all products, a 
favourable demand trend and continuous 
emphasis on cost containment all worked to 
enable Punjab Tractors to come up with 
another year of satisfactory performance 
The company closed the year ended March 
1996 with a sales turnover of Rs 455 crore, 
up from Rs 361 crore in the previous year 
Other income moved up by 50 per cent 
Interest costs were down by 79 per cent 
Provision for depreciation moved up by 20 
per cent Restricted by a 59 per cent nse in 
provision for tax, Punjab Tractors ended up 
with a net profit ot Rs 38 crore up by 42 
per cent from Rs 27 croie in the previous 
year Dividend payment up from 100 per 
cent to 125 per cent has been combined with 
a one-for-one bonus issue 
PTL makes agricultural tractors in the 
range of 20 to 55 HP and intends to introduce 
new models in the 20-24 HP range dunng 
the year The company has an installed 
capacity of 27,000tractors in the high power 
range and commands a 14 per cent slure of 
the tractor market Sold under the brand 


name Swaraj, tractors account for the larger 
part of the company’s turnover 
Tractorbusinessgrewby I Jperccntdunng 
the first halfand 22 per cent in the second hall 
of the year under review, harvester combines 
and forklifts registered a growtli ot 38 per cent 
and 60 pc cent respectively Casting pro 
duction grew by 10 per < ent to 5 600 tonnes 
The company has a Rs lOOcrore expansion 
plan which is to be implemented over a 
three year period starting 1996 97 The plan 
envisages an increase in production capacity 
from 36,000 tractors to M),000ti actors The 
funds required for the proposed expansion 
are to be generated through internal accnials 
In 1995-% the tractor i ndustry isexpectmg 
record sales of 1,90,000 tractors, a growth 
of almost 16 per cent ov er the previous year 
Dunng the first six months of tlk' ycai the 
industry sold 9,100 tractors On the expon 
front, against an average ex|K)rt of 2,000 
tractors per year, the industry expects to 
export 5,000 tractors dunng the year 
While PTL has already sold 11,825 of Us 
Swaraj tractors, analysts predict it could 
manage to reach a figure of 26,500 by the 
end of the ye,ir Competition comes to the 
company from Escorts which i s rcstructunng 
Its tractor and farm machinery equipment 
activities By acquinng Ford tractors, in 
whichithasapaAial slake Bscortsisplanning 
to add tractors of high hc,rsepower range 
It is also planning a technical collaburaiion 
with a leading international firm Greaves, 
of the Thapar group is also planning to 
diversify into tractors by the end of the year 
PTL IS the third largest seller behind 
Mahindra and Mahindra and Escorts Though 
the company's capacity is small compared 
to the other two, its tractors enjoy a 
tremendous brand loyalty in the northern 
stalesol Uttar Pradesh, Punjab and Harayana, 
the reason being the company s highly 
acclaimed research and development cell 
PTL has made a beginning by looking be¬ 
yond Its traditional markets by slowly mak 
ing Its presence felt m Madhya Pradesh 
The company has built up strong R and O 
capabilities Inanticipationof further growth 
opportunities and increasing competition 
the company set up a new R and D and spate 
parts complex in 1991 The comp.iny has 
the advantage ot a gcxKl marketing network 
of 250 dealers Another strength of the 
company lies in its ability to develop models 
suitcid to local requirements The tractors 
manufactured by the company are made 
wholly with local technology and know 
how Phis results in substantially lower 
capital costs no royalty payments foi 
technology transfer and no outgo ot foreign 
exchange Engines which account toraround 
30 per centof the material costs aic prexured 
from Swarai Engines a group company and 
Kirlosk irOilEngtnes Striving towards rero 
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The Week’s Companlea 

(Rslakh) 


Financial Indicators 

Noett 

Pui(jab 

Tractors 

Titan 

Industries 


March 

1996 

March 

199S 

Mardi 

1996 

March 

1995 

March 

1996 

March 

1995 

Income/appropriatloiis 

1 Net sales 

101457 

93596 

4.5478 

36096 

32278 

25669 

1 Value o( production 

101621 

95148 

45.563 

35919 

.34512 

26077 

3 Other Income 

5548 

45.50 

1008 

671 

295 

359 

4 Total uuvme 

107169 

99698 

46571 

36590 

34807 

26436 

S Raw matenals/Slores and 
spares consumed 

45075 

46273 

35009 

28470 

15910 

12284 

6 Other manufacturing expenses 

12567 

16572 

376 

309 

759 

533 

7 Remuneration to employec,s 

8791 

8010 

2607 

1933 

2822 

2262 

8 Other expenses 

18276 

11742 

1853 

1204 

7569 

5357 

9 Operalinx profit 

22460 

17101 

6726 

4674 

7747 

6000 

10 Interest 

7267 

4986 

52 

251 

3422 

2180 

11 Craw profit 

I6I4I 

12464 

6688 

4633 

43X5 

3820 

12 Ucpmciation 

1371 

1469 

666 

556 

1568 

1311 

13 Profit before lox 

14755 

10977 

6022 

4077 

2757 

2.509 

14 Tax provision 

5640 

3500 

2200 

1380 

0 

0 

15 Profit after tax 

9115 

7477 

3822 

2697 

2757 

2509 

16 Dividends 

3065 

2759 

1266 

1013 

1395 

1268 

17 Retained profit 

6050 

4718 

25.56 

1684 

1362 

1241 

Liabllllles/assets 

18 Paid-up capital 

12261 

8130 

1013 

1013 

5228 

4978 

19 Reserves and surplus 

30274 

30351 

11162 

8606 

11146 

9874 

20 Long term loans 

15987 

33517 

1240 

1580 

17958 

12601 

21 Short term loans 

28862 

16025 

63 

23 

12376 

6562 

22 Of which bank borrowings 

21422 

14935 

63 

23 

4.541 

820 

23 Gross fixed assets 

6IS6I 

57978 

11.598 

10310 

29523 

25602 

24 Accumulated depreciation 

17739 

19730 

4378 

3735 

65.56 

soil 

25 Inventories 

16652 

17030 

6727 

4410 

15254 

11207 

26 Total assets/liabilities 

117899 

109914 

23138 

19954 

54612 

40195 

Miscellaneous Itenu 

27 Excise duly 

19502 

16156 

4345 

3389 

2794 

2365 

28 Cross value added 

31259 

24543 

8749 

6467 

10873 

8508 

29 Total foreign exchange income 

8309 

8357 

372 

320 

3743 

3767 

30 Total foreign exchange outgo 

12149 

12280 

354 

210 

5722 

.5773 

Key financial and performance ratios 

31 Turnover ratio 

(sates to total assets) (%) 86. 1 

85.2 

196.6 

180.9 

59.1 

63.9 

32 Sales to total net assets (%) 

116.1 

108.8 

337.4 

321.7 

69.1 

75.5 

33 Gross value added to 
gross fixed assets (%) 

50.8 

42.3 

75.4 

62.7 

36.8 

33.2 

34 Return on investment 

(gross profit to total assets) (%) 

13.7 

11.3 

28.9 

23.2 

7.9 

9.5 

35 Gross profit to sales 
(gross margin) (%) 

15.9 

13.3 

14.7 

12.8 

13.4 

14.9 

36 Operating ptolit to sales (%) 

22.1 

18.3 

14.8 

12.9 

24.0 

23.4 

• 37 Profit before tax to sales (%) 

14.5 

11.7 

13.2 

11.3 

8.5 

9.8 

38 Taxprovi.siontoprofitbeforeiax(%) 38.2 

31.9 

36.5 

33.8 

0.0 

0.0 

39 Prohi after tax to net worth 
(rrtiim on equity) (%) 

21.4 

20.5 

31.4 

28.0 

16.8 

16.9 

40 Dividend (%) 

25.00 

4000 

125.00 

100.00 

33.00 

30.00 

41 Earning per share (Rs) 

74.34 

121.97 

37.73 

26.62 

6.16 

5.93 

42 Book value per share (Rs) 

346,9 

.595.1 

120.2 

95.0 

34.9 

33.4 

43 P/E rano (based on latest and 
corresponding last year’s price) 

0.4 

96 

188 

16.5 

19.1 

20.2 

44 Oebl-equity ratio 

(adjusted for revaluation) (%) 

37.6 

91.9 

10.2 

16.4 

109,7 

84.8 

45 .Short term bank borrowings 
to inventories (%) 

128 6 

87.7 

0.9 

0.5 

29.8 

7.3 

46 Sundry creditors to 
sundry debtors (%) 

81.7 

71.6 

' 819.7 

638.9 

77.5 

138.2 

47 Total rcmuncnition to employees 
to gross value added (%) 

28 1 

32.6 

29.8 

29.9 

26.0 

26.6 

48 Total remuneration to employees 
to value of production (%) 

8.7 

8.4 

5.7 

5.4 

8.2 

8.7 

49 Gross fixed assets formation (%) 

6.2 

- 

125 

- 

15.3 


50 Growth in inventories (%) 

-222 

- 

-52.54 

- 

36.11 

— 


defecu in production, the company has 
reduced its warranty cost to around Rs 240 
per tractor, the lowest in the industry. 

TITAN INDUSTRIES 

New Areas 

Jointly promoted by Questar Investments, 
with Tata Sons, a Tata group company and 
the Tamil Nadu Industrial Development 
Corporation in 1987-88, Titan Industries 
commenced commercial manufacturing at 
its Hosur unit in 1989. Sales turnover for 
the year ended March 1996 stood at Rs 323 
crore, up by 26 per cent from Rs 257 crore 
in the previous year. Other income was 
down by 18 per cent. Interest costs were up 
by 57 per cent. Provision for depreciation 
was up by 20 per cent. In the face of a zero 
tax provision the company closed the year 
with a net profit of Rs 28 crore, up by 10 
per cent from Rs 25 crore in the previous 
year. Dividend payment has been stepped 
up from 30 per cent to 33 per cent. The 
company produced 3.77 million watches 
and 1.98 million cases. Production would 
have been higher but foranindustrial dispute 
during wage negotiations at the company’s 
Hosur plant. 

Titan’s table clock unit with a capacity to 
manufacture 1.5 million pieces per annum 
has commenced commercial production. In 
1995-96 the company manufactured 93,000 
plastic alarm clocks. A beginning was made 
in the production of premium table clocks. 

The company’s jewellery plant and 
jewellery watches plant, both in their first 
year of production, produced about 40,000 
jewellery pieces and around 2,000jewellery 
watches in 1995-96. The company’s facility 
to manufacture complex integraied metal 
bracelets has been estabhshed at a cost of 
Rs 16 crore in technical assistance from a 
major Japanese company. 

To aug.'nent exports and diversify into 
other fields related to its core competence, 
the company plans to increase its investment 
in associate and subsidiary companies. 
Exports of the company increased by 100 
per cent crossing Rs 3’7 crore in 1995-96. 
A new range of mid and upmarket watches 
was launched b^ Titan International 
Marketing in many parts of Europe. Available 
in over 750 outlets across many cities in 
Europe. The company continued to expand 
its coverage in west Asia where its products 
successfully compete with other foreign 
brands. 'The company has plans to expand 
its coverage to several African countries 
during the course of the year. 

Titan Industries has an investment plan 
estimated at Rs 120 crore over the next two 
years. The company has stepped up its watch 
movement manufacturing capacity to 5 
million pieces per annum. The assembly 
capacity of the company’s unit at Hosur and 
Dehradun is al.so teing increased. 
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OF LIFE, LETTERS AND POLITICS 


One Word Forward, Two Words Back 

GPD 

The Srinagar-Leh and the Srinagar-Jammu relationship is not any more 
equal than the Delhi-Srinagar relationship. That is one aspect of the 
politics in Kashmir which is more often than not ignored. 


LENINIST tniths conne home to roost in a 
peculiar way. Common Minimum Pro¬ 
gramme-Comrade (CMP-Com) Indrajit 
Gupta must have realised it now. He was 
talking to the BBC. He probably thought 
that he would be heard only in England. 
Little does he realise that the greatest BBC- 
patriots are to be found in India. Anything 
English is admired here whereas almost 
anything English is not admired in England. 
Imagine the newsprint tliat our newspa|)ers 
wasted on Prince Charles’ marriage or rather 
to its break-up. One would have almost 
thought she was Princess of Gwalior rather 
than Wales. That royal family also has broken 
up on the lines of a ‘communal’ BJP and 
the patriotic, secular force of the Congress/ 
CMP. (One is not certain if Madhavrao is 
directly in the battle against communalism 
or indirectly with other Congressmen. ITic 
other faction’s interests are clear and well 
known.) The breakdown of the royal family 
in Britain, however, dominates our media 
presiumably because Prince Charles and his 
meetings with .so and so arc as important if 
not more important for our media than, shall 
we say, Devc Gowda's meeting with 
Thackeray in Mumbai. CMP-Com Indrajit 
Gupta forgot it in a moment of weakness 
and made statements to the British media. 
The result was inevitable. The tactical line 
has been laid down already. One forward, 
two backward. If proof were needed that 
Lenin is not dated, here was one. The 
honourable home minister ‘clarified’ what 
he said. He had taken or at least attempted 
to take the Indian understanding of (he 
Kashmir issue a word or two forward. He 
has been forced to quickly retrace his words, 
if not actually to eat them. 

His explanation is neat. An old horse 
when it comes to polemics, the home minister 
was not going to be ruffled by the storm his 
remarks had raised. He was not going to be 
bullied by his fellow CMP-Comrades of the 
CPI(M). His explanation seems to have 
satisfied the latter anyway. The rest of the 
nation has Prince Charles’ Piarried life to 
worry about. It is not going to bother what 
this MP from Medinipur has to say on pro¬ 
blem A or problem B. Its preferences are 
clear. There are enough MPs with their 
cupboards full of notes to talk about. But 
then what was wrong in Gupta’s statement 
really? He of course says that he did not talk 
of the partition of Kashmir. Strictly in de 
jure terms he is right. But when you talk 
of different regions, you are still taking of 
a de facto differentiation. And it was a good 
thing that he did so. It was time somebody 


talked of different perspectives on the future 
(and the past) of that unfortunate state in 
different areas of that state. At the present 
moment the leadership in the valley has 
appropriated to itself the right to decide 
what is right and wrong fur the entire state. 
It <s also futile to ignore the fact that the 
Muslims of the valley are spewing also for 
the Buddhists of Ladakh and the Hindus of 
Jammu and even the Pandits of the valley. 
AH this is in keeping with Islam-based 
nationalism (and fundamentalism) within 
the valley. It is idle to imagine that there is 
such a thing as Kashmiri nationalism. There 
i.s Kashmiri Islamic nationalism. 

It is extraordinary that it is unfashionable 
to raise this kind of argument among the left 
and liberal circles. Stating a sociological 
reality is for some reason taboo. It is perhaps 
thought that saying so is to send wrong 
signals. Wrong signals to whom? Who is 
deceived by the protestations of various 
groups in Kashmir that they arc speaking in 
the name of the entire people of the entire 
state when in fact they are speaking, if at all, 
in the name of Muslims of the valley? To 
acknowledge this or concede this is simply 
to be aware of the ground realities in the 
state. Such an acknowledgement would 
amount to a communal position if one were 
to argue that the stale in India has a right 
to crush these voices even if they are willing 
to speak in the name of a region in the state 
because they happen to be Muslims. Not 
otherwise. 

Gupta’s posiiion may not be the one 
outlined above The old-fashioned Fabian 


in him would be shocked that we attribute 
to him a position like the above. We do not. 
The thrust of what has been said above is 
only to underline that there arc different 
regions in Ka.shmir as there are in any other 
state in India. If Uttarakhand, according to 
Deve Gowda or the CPI, has the right to 
assen ns autonomy, why not Ladt&h or 
Jammu? Why should it create a storm if the 
home minister acknowledged the existence 
of different regions (and people) which 
make up that state? What is wrong if these 
different regions and people had a right to 
self-expression? The fact of the matter is 
that it is legitimate and right. To say that 
is not sending any wrong signals to anyone. 
It is only to Stan off a priK-ess of a sober 
review of what we wish to do with Kashmir 
and, of course, with Indian polity as a whole. 

It is extraordinary but true that several 
liberals who .seem to be making several trips 
to the state have not bothered to hear what 
the Buddhists of Ladakh have to say on the 
future of ihc state. They also seem to believe 
that the valley decides. Once it is accepted 
that the valley decides even for those who 
do not live there, one will have to accept 
that only such democracy and such self- 
determination will be permitted as Delhi 
allows. Point is the Srinagar-Leh or Srinagar- 
Jammu relationship is not any more equal 
than the Delhi-Srinagar relationship. It 
cannot be. Thakis one aspect of the politics 
in Kashmir which is more often than not 
ignored. There are different regions there 
and these different regions should have the 
right to .'iriiculate their point of view 
independently of each other if a just and 
human solution to that problem is to be 
found. 

Indrajit Gupta probably did not mean any¬ 
thing more than that. It is good, old-tashion^ 
liberalism. To attack him and his intentions 
on that score is sending wrong signals, 
sending wrong signals to the whole world, 
not only to the people of the di lYcrent regions 
of the J and K. 
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COMMENTARY 


NEW DELHI 

Quick Decline of UF Government 

BM 


Popular discontent over the performance of the Deve Gowda 
government is gathering rapid momentum. Those who have been 
striking brave postures and proclaiming that the government will last its 
full term, if only because no political party or MP wants to face another 
general election are being short-sighted. The UP election may well turn 
out to be the catalyst to precipitate a crisis for the UF government. 


IT IS remarkable that the government in 
New Delhi should find it relatively easy to 
‘manage’ the holding of assembly election 
in Jammu and Kashmir, but the UP assembly 
election should be seen to be posing bigger 
problems and dangers to it. The response of 
political bigwigs and senior bureaucrats to 
any ticklish problem just now is that they 
would prefer to attend to it after the UP 
election. There is a 'national consensus’ on 
retaining India's sovereignty over troubled 
Kashmir. IV political-electoral contention 
m UP, however, is uncompromising, with 
no holds barred. The results of the UP 
election, according the consensus among 
political analysts, will determine the shape 
of governance m New Delhi. 

The politual paities which have formed 
or .suppoit the Deve Gowda government 
have not 'lesitatcd to resile from their pre- 
general election ideological and (lolitical * 
commitments. Once the principle of 
accountability to the electorate was violated, 
political contention was bound to become 
unprincipled. This has encouraged shifts in 
the political alliances ut parties and per- 
sonalilics. Political power is ncccs.sanly a 
ccntial issue for all parties and personalities 
They arc also bound to try lo consolidate 
and enlarge their popular ba.se by articulating 
the interests of their specific constituencies. 
They cannoi any longer afford to let their 
identities be submerged by pretending, as 
the f'ongrcss Party could for a long time, 
to en|oy the support ol all social and 
economic interests. Regional pulls and pres¬ 
sures as well as communal, caste and ethnic 
conflicts aic now bnngtng about political 
realignments Even the Congress, having 
lost Its poliucal hegemony, has been forced 
to come to terms with this reality. Indeed 
this IS the justification that the Congress 
leadership has given lor Ihc party’s alliance 
with BSP in UP 

It IS not suiprising either that communal, 
caste and ethnic pulls and pressures often 
take virulent forms. The resulting social 
unicst finds a reflection m policy adjustments 
and new political alignments. Tlic UF and 
Its government is frankly a stop-gap 


arrangement. What will happen once this 
arrangement falls apart is anybody’s guess. 
The fragility of the UF government is already 
too evident. 

The continuation of the left parties in the 
government for long is regarded as doubtful. 
Tlie incieasingiy strained relations among 
the leading lights of the Janata Dal. in 
particular Deve Gowda, Mulayam Singh 
and Laloo Prasad, are not fortuitous either. 
The ‘outside’ support of the Congress 
provides the UF government a majority in 
the Lok Sabha. But it is a political liability 
as well. P V Narasimha Rao's success in 
frustrating the fitful attempt.s of dissidents 
to dislodge him from the leadership of the 
Congre.ss Party could not have been possible 
without ‘outside’ .support extended to him 
on the basis of reciprocity. 

Faction forming and infighting among 
parties is providing adventurers and shady 
characters with a field day in politics, in the 
administration and in business. This trend 
has gained strength in the last five years and 
is now assumtng even more grotesque 
features. TTie UF government headed by 
Deve Gowda has been unable and unwilling 
to moderate, let alone curb, such goings on. 

Deve Gowda, once he was catapulted to 
the exalted office of prime minister, has 
been stnving from day one to perpetuate a 
system of policy-making and administration 
under his personal control. Besides 
assembling those he considers personally 
loyal to him to run the prime minister’s 
office as well other sensitive posts, he has 
had no hesitation in looking for new allies 
outside the UF framework. He is keen to 
outgrow the status of a last-choice prime 
minister. The problems in his way are 
formidable. His political base in Karnataka 
has bccom- shaky. Nervous about the 
prospects of gepi ng elected to the Ixik Sabha, 
he has opted for the Rajya Sabha. He knows 
he cannot rely on the paities constituting the 
United Front for his survival and his political 
and administrative moves have tended to be 
informed by this consideration. His meeting 
with Bal Thackeray in Mumbai, the 
distribution of largesse lo woo farmers in 


UP and shady deals with multinational 
corporations, amoqg them Congentrix in 
Kunataka and Star TV, have raised many 
eyebrows. His success in winning over the 
Tikait-Ajit Singh duo may not yield electoral 
gains for the UP, but Ajit Sink’s defection 
from Congress to the UF does hurt the Janata 
Dal. But Deve Gowda is incliiwd to brazen 
out of such criticism. - 

Coalition politics and the running of a 
coalition government require delicate ^just- 
ments and compromises. But the manner in 
which the leaders of the UF coalition, Deve 
Gowda in particular, are seeking short-term 
political and personal gains can be very 
nsky too. The UF coalition’s internal co¬ 
hesion is already suspect. There are problems 
within each party in the front. The Congress 
Party, the powerful ‘outside’ supporter, is 
blowing hot and cold. Popular discontent 
over the policies and performance of the 
Deve Gowda government is likely, therefore, 
to gather momentum. Those who are striking 
bi ave postures and proclaiming that the Deve 
Gowda government will enjoy a fiiil term,, 
because no party or MP wants a general 
election, aie being short-sighted. The 
assembly elections in UP may turn out to 
be the catalyst to precipitate a crisis for the 
Deve Gowda government. 

Problems for the government are certainty 
piling up. The ‘please all’ budget tor 1996- 
97 has not helped it. The holding of election 
in Jammu and Kashmir may be trumpeted 
as a signal achievement But its aftermath 
may turn out to be more problematic because 
the question of autonomy will come to a 
head and will pose an intractable problem 
in the domestic political arena. The relations 
with regional paities and state governments 
too are becoming more and more difficult 
for Deve Gowda. Foreign pressures on 
political-strategic issues - CTBT, for 
instance — and on economic matters are 
growing. The position may become 
menacing after the US armed action against 
Iraq, without even the formality of sanction 
of the UN Security Council. The feeble 
reaction of the government of India cannot 
escape critical notice. The arm-twisting 
of India by the US on economic policy 
issues is likely to become more visible and 
further expose the vulnerability of ite UF 
government to external and domestic 
pressures. 

The government has failed to pull the 
economy out ot the doldrums. TTieie are 
indications ot a sharp decline in investment 
and induslnal production. The decline in 
imports of capital goods and raw m^erials, 
fall in the rate of growth of o^rations of 
the financial institutions and inability of 
business enterprises to raise resources from 
the market in the first quarter of 1996-97 
have disturbed the equanimity of even the 
economic policy-makers in the Deve Gowda 
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goveroinent. It was fondly bdieved by dwm 
that after the Lok Sabha elections and the 
fomtation of a ‘stable’ goveroment, foreign 
investment would come flowing in to provide 
a material base and psychological assurance 
for the economy. This hope has not 
materialised, though economy is becoming 
increasingly vulnerable to fluctuations in 
the inflow of foreign capital. 

The revival of industrial production in 
19SS has turned ouMo be ephemeral. Invest' 
ment is tending tobe blocked by the liquidity 
crunch. Stocks and shares of Indian com¬ 
panies are passing into foreign hands at 
depressed prices. Moves are afoot to facilitate 
changes in the ownership of Indian 
companies to suit foreign business interests, 
even as wider opportunities are being 
provided to hot money operators to gamer 
speculative gains for repatriation abroad. A 
dangerous nexus is developing between 
holders of black rupees and hot dollars with 
not only economic but also social and 
political implications. 

The standard response of the elite in 
developing countries in the wake of such 
developments tends to be a questionable 
search for what is euphemistically called a 
‘national government’ - a political arrange¬ 
ment for preserving the economic and social 
status quo. There is also likely to be a hectic 
search for a ‘charismatic leader' who can 


m^pulate the polity to impose an authori¬ 
tarian regime, even if democratic forms ttuy 
not be demolished altogether. There are many 
candidates in India who are keen to play this 
role. They talk glibly of their knowledge of 
India’s problems even though they have no 
popular base in the country and are heading 
coteries which they claim to be political 
parties. The people must become aware of 
the danger which such self-styled leaders 
pose. This is necessary for the preservation 
of the democratic order, not to mention 
equitable socio-economic development. For 
long vested interests in the Indian economy, 
society and polity have been nurtured under 
an increasingly centralised mle of a party 
which had identified itself with a narrow 
upper crust of society. Lately, there is also 
the direct influence of foreign interests in 
Indian politics. Besides exposing the 
corruption of the leading lights in the political 
arena and isolating such politicians, the 
people must fight for alternative policies as 
the basis of a truly democratic coalition for 
clean politics. This alone can lend strength 
to Indian democracy, regenerate Indian 
stKiety and revive the economy. It would 
be tragic if the lust of political parties, 
including the Left, for power-sharing in a 
rickety political arrangement is allowed to 
thwart a meanigful realignment of political 
and social forces. 


JAMMU AND KASHMIR 

Enthroning Subterfuge 

Gautam Navlakha 


Armed militancy has been contained for the time being, and a 
brutalised population compelled to seek temporary relief; yet, neither 
have the people of Kashmir valley given up their aspiration to be ’azad’ 
nor will the assembly elections engender a denwcratic solution. 


HOLDING of assembly elections in Jammu 
and Kashmir (J and K) signifies the 
restoration of the government of India (GOI) 
control over the territory without winning 
over the confidence of the people. 
Protagonists of Indian nation-state can 
rejoice at the subjugation of a rebellious 
people and its antagonists can feel vindicated 
that nation-state is always brought about 
violently. Once again those who articulate 
and straggle for a non-coercive democratic 
perspective receive short shrift. But while 
a ‘problem’ has been suppressed, it has not 
been resolved. On four occasions in the past 
- 1947.1952,1953 and 1975 - the people 
of India were made to believe that the 
problem had been solved. Past seven years 
‘ shows the vacuity of such claims. Each time 
coercion was employed to subjugate the 
people in order that the moment of fatigue 
could be seized as an opportunity to tighten 
the grip over J and K. 'The elections and the 


‘offer’ of autonomy are meant to do the 
same. 

Elections are being held under the 
supervision of an incredible force 
deployment of nearly six lakh jawaas of the 
‘Armed Forces of the Union’ - there is one 
soldier for seven Kashmiris. For the purposes 
of the holding elections, 50,000 troops have 
been brought in to man the 2,300 polling 
stations. This force is supposedly meant to 
fight armed militants who today number 
between 1,500 and 2,500. Indeed even at the 
height of militancy they did not exceed 
10,000. In other words, they were meant to 
police the civilians. Over and above these, 
there are indeterminate number of pro- 
government militants. Officials claim that 
since 1990,2,047 militants have surrendered. 
Out of these 784 surrendered after August 
15, 1995. Militants are allowed to retain 
tlieir weapons although existing rules provide 
for paying them Rs 8,000 for a machine gun. 


Rs 5.000 for AK-47, and Rs 1.000 for pistol. 
However, this figure is on the low side 
according to one report; in south Kashmir 
alone there are 4.000 renegades t The Times 
of India. September 16). There arc serious 
charges levelled against this combined force 
of killing, molestation, and other atrocities. 
Union minister of state for home, 
Mohammed Maqbool Dar, had claimed that 
in six years of militancy 40.000 people were 
killed. Hie minister also complained that 
the surrendered militants have become 
“hardened criminals” {The Indian Expres.i, 
July 17) enjoying official patronage and 
ptotection. So widespread is the resentment 
that Kul Jamat Hurriyet Conference (APHC) 
which refused to participate in elections so 
long as India does not accept Kashmir is a 
‘disputed ‘ territory and ready to solve the 
problem in accordance with the wishes of 
the people, asserts that there is a feeling 
among people that ‘‘an elected government 
will certainly bring relief to the people. 
People do want a civil administration thai 
is free of the rule of bureaucrats and security 
forces.” They point out that in the first six 
months of this year, renegades have killed 
610 people, damaged 478 building in blasts 
and torched 562 hou.ses. 

This has resulted in a series of criminal 
acts. Pour persons were caught from the 
office of Foram for Permanent Resolution 
at Gogjibagh on July 31 and officials say 
that they were Hizbul Mujahideen (HM) 
members respoxsible for killing six persons 
abducted from the Dal Lake on July 15. But 
not only had APHC condemned the act but 
had also called for hartal on July 19 against 
the killings. Besides the.se persons were 
arrcsicd from the office of surrendered 
militants (Tribune, August 4). On August 
21. correspondent for Pioneer, Fayaz Ahmad 
Kaloo and editor of Greater Kashmir were 
kidnapped in the presence of a Business 
Standard correspondent, letter followed the 
abductors to a renegade camp at Hazratbal 
and then to a BSF camp at Jogi Lankar in 
Rainawari area of Srinagar. On September 
3. four National Conference (NC) workers 
were killed in a grenade attack on their 
vehicles at Supore where an election meeting 
was in progress. Officials claimed this was 
the handiwork of HM. While HM refuted 
the charge, the NC leader FarotK| Abdullah 
accused surrendered militants for the attack. 
On September 10. CPI(M) leader Yusuf 
Tarigami accused Ikhwan for attacking 
people campaigning for him. 

However, in spite of the demand raised 
among others by the NC for disarming the 
renegades and ovgrwhelming evidence of 
their terror campaigns, union home ministry 
refused to comply. Their plea was that these 
renegades are involved in baikup of the 
counter-insurgency operations and also 
require arms for their protection. 
Interestingly, largest renegade group Ikhwan 
and its political front the Awami league 
split over the issue of guns, with Awami 
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League vice-chairman claiming that Kuka 
Parrey was “more inclined to use the gun 
while being in politics". 

Between January I and August IS, 2.511 
persons have been killed. Of these 114 were 
jawans and 1,062 were said to be militants 
and rest were civilians. During two weeks 
in August, no persons were killed. 
Strangely. GOI claims that since 1989 total 
killings were J5.(X)2 of which 6,985 were 
militants, 6,822 civilians and 1,195 were 
security forces. The death count so far in 
1996 would suggest that this is grossly 
underplayed. Officials also claim that since 
1989, 31,000 youths were picked up. 
According to union home minister (August 
10) of these 16,000 were released after 
preliminary investigation, 12,000 released 
after conviction in cases and only 3,000 
remained in custody. 'Phis list docs not 
contain the number of non-youth persons 
detained and what became of them. 

It is against this background of use of 
proxy force, of lawlessness and unaccount¬ 
ability of the administration and security 
forces that sizeable section of people believe 
that a civilian government would bring some 
respite, in other words, it is a triumph of 
brute power that tyranny of pa.st seven years 
have made thcdi.scrcditcd politicia.ns appear 
better. 

Admittedly, differences within APHC 
have not helped matters. APHC dismissed 


Shabir Shah tor meeting Prank Wisner and 
senator Hank Brown. APHC feels that the 
US IS working towards an understanding 
between India and Pakistan. The role of the 
US is certainly intriguing with their support 
for elections and allowing the dropping of 
Kashmir issue from the mandatory agenda 
of the security council for reasons of ‘over¬ 
crowding’ . There are other considerations 
at play and deserve to be analysed. Never¬ 
theless, all this is seen as a .setback by the 
APHC. Signilicanlly, the elections held in 
Azad Kashmir have also contributed to 
disillusioning the movement. Now, all this 
is happening when latest assessment of the 
government is that there are no more than 
1,500 to 2.5(K) militants of which 3(K)to 5(X) 
were foreigners and that mil itants are finding 
it difficult to recruit people. It is at this 
moment that leadership differemes have 
widened, the inovcinent for ‘a/adi’ appears 
headless, and is being pushed underground. 

This situation should have enabled the 
government, if it was at all sincere, to roll 
buck the regime of repression as well as to 
make some bold announcement regarding 
autonomy. And if (leople have icconciled to 
being an 'iniegral' part of India there was 
no need to di.sallow them access to anti- 
election campaign. Instead, wh.it wc have 
is the government taking extraordinary 
measures to purchase the acquiescence of its 
own employees and muz.. 2 le all forms of 


dissem. In tiie first place th^ offered 
incentives for J and K staff on poll duty. 
Daily wage earners, yet to complete 
prescribed seven years for regularisatitm as 
on March 31,1996, and those who perform 
poll duty would be considered for 
regularisation after completing two years of 
service. Simultaneously, the government 
cracked down on APHC's anti-election 
campaign and began censoring local 
newspapers. On August 22, copies of all 
Urdu and English newspapers were seized 
for carrying a statement by Shoura-e-Jehad, 
an amalgam of five militant outfits, calling 
for a 38-day strike against the elections. In 
fact, government went to the extent of 
ensuring that reporters belonging to the 
national chains were reminded of their 
patriotic duty with a reminder that those 
who do not toe the line will be recalled, as 
it happened during the parliamentary 
elections. As a result, media coverage, 
barring few exceptions, provide similar 
picture. The crackdown on anti-election 
campaigns, if at all, appears in passing. 
Peaceful campaigns of APHC have been 
disrupted. On August 25 at Baramullah, 
soldiers belonging to 9lh Gurkha Regiment 
rushed out of their quarters at Khowza Bagh 
and arrested five leaders of APHC who were 
undertaking door to door campaign. On 
August 30, when APHC leaders were 
addressing a gathering in Kupwara town, 
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seeunty forces chased away die people On 
the same day, while AffiC leaders were 
addressing a gathenng at Helmatpora 
mosque, two dozen militants entered the 
mosque and kept them at gunpoint for four 
hours until police intervened In Pulwama 
town on September II, security forces 
opened fire on an anu-election campaign 
which began protesting when four APHC 
leaders wmt; arrested Same day Shabir Shah 
was picked up by the secunty forces along 
with SIX of his associates from Kulgam area 
of Anantnag district OnSeptembw 14lwo 
people died and seven were injured when 
security forces opened fire on an anti-election 
campaign And now the administration has 
decided to detain APHC leaders for the 
duration ot the election campaign arguing 
that these leaders were threatening the 
people It IS not explained how mere 2 500 
militants can threaten an entire population 
who live surrounded by nearly "^OO times the 
number of set unly forces > Moreover, why 
should the government employees strike 
work since August 24 forgoing their salaries 
and notwithstanding the forticss like 
confines of their offices if not for their 
sympathy with the call for poll boycott 
Indeed whereas aimed militancy has been 
contained for the time being and a brutalised 
population compelled to seek temporary 
relict they have not given up their aspiration 
to be arad 

The simple fact is that for the admini¬ 
stration theic IS no difference between in 
aimtJ iniiitant and unarmed civilian who 
supports the demand for azadt Decision 
lo muzzle iht APHC or censor the news 
papers when it knows that armed militancy 
IS in decline is premised on making no 
distinction between armed and unarmed 
people Indeed it is therefore the announce 
ment by the union home ministry that 
security forces will remain and ate needed 
even after the elections This force deployed 
to restore authority by instilling tear 
continues to be requir^ to police an alienated 
population In other words government no 
matter what it pretends, knows that it has 
not won over the population What is worse 
the government appears disinclined to roll 
back repression and m^e any sincere move 
to win over people Indeed, the interesting 
point IS that they are unwilling to repose 
faith even in those groups that are loyal to 
them This IS what makes all talk of autonomy 
a dubious exercise 

In the first place so long as AF*5PA 
remains, the state government will exercise 
no contiol over the secunty forces Thus 
the pro-India state government will find its 
authority severely curtailed This is 
corroborated by director general of BSF who 
said (Septemlwr 15) that the installation ot 
an elected government svill not mean any 
curb on the functioning of the secunty forces 
Fhis makes mockery of the claims to provide 
autonomy when the state government will 
have little say over matters of law and order 

Secondly, all laws made by the central 
government have been done on the basis of 


the May 1954 prefiidential order One of the 
orders deleted section 75 of the J and K 
constitution of 1939 which had made the 
council of ministers the final interpreters of 
the constitution From time to time, the 
president of India has been specifying 
subjects over which parliament could make 
laws with the concurrence of the state 
government Several of these central laws 
were applied to the state not by an elected 
government but by the governor in violation 
of Article 370 which calls for “acting on the 
advice of the Council ol Ministers” Thus, 
whereas laws that subverted the autonomy 
oi J and K could be enacted with the help 
of governor, their withdrawal has been made 
an issue for the elected government to decide' 
Why did the government not revoke 
presidential order of 1954 and withdraw 
vanous legislations that violate Article 370' 
And if GOI was sincere, why was 
autonomous hill louncil status granted to 
Ladakh in the absence of elected slate 
government’ Besides the nders attached to 
what will and will not be accepted even if 
so resolved by the state assembly makes it 
clear that nothing substantive will come out 
of this Prime minister told members in the 
Rajvd Sabba on August 2 that it should not 
be assumed that the union government would 
blindly" accept suggestion/resolution 
passed by the assembly Union homeminister 
reiicrated on August 7 that ‘the final decision 
(on autonomy) will not be taken here (in 
Srinagar) It will be taken in Delhi The 
centre has to decide (The ^talesman August 
8) So what 1 $ being offered'’ It was lelt to 
a discredited politician such as Mufti 
Mohammed Sayced to point out that leaving 


It to the assembly to decide the quantum of 
autonomy is “ill-advised” because “Jammu 
region hu histoncally stood for integration 
with India, Ladakh area wants meigcr it is 
only the Valley that disputes the fact ot 
accession with India’ Sayeed also felt that 
the end result would be reviving the plans 
toi division ol J and K Signiiicantly, Indrajit 
Gupti told BBC (hat since maximum 
autonomy was being considered, it is in 
fitness of things that aspirations of each of 
the distinct region be respected According 
to him secunty expens had moot«l localising 
the conflict through pamtion of J and K 
years ago in order to localise the conflict 
In other words it is also doubtiul whether 
the assembly will ever pass r<‘solution$ that 
spell out the quantum of .lutonomy when it 
IS not clear whether a resoluoon by the state 
assembly requires the simple majonty or 
two thuds majonty in the assembly Indeed 
this could become a device to create 
divisions 

Since autonomy is a non staner, to expect 
people to want anything other than tenipoiaiy 
respite would be to over read the situation 
In thal sense what the government has 
achieved is lo cunail the manifestation of 
a movement namely militancy whereas 
the aspirations articulated by that movement 
remain intact While autonomy did nut 
adequately address these aspirations, even 
the promise of autonomy offered by United 
Front government c annot be taken seriously 
All this only lends credibility to the desire 
of the people to preter the choice of ottng 
out Assembly elections in that sense are 
meant to postpone the searUi toradcmociatic 
solution if nut to short ciauit it 
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GUJARAT 


President’s Rule: Temporary Quiet 

Nagindas Sanghavi 


The imposition of President’s Rule in Gujarat cannot be justified on the 
grounds that have been given for it. It is an unwarranted act destroying 
a democratically constituted government in the state, en^hasising once 
again the urgent need for either scrimping or at least drastically 
modifying Article 356 of the Constitution. In fact the chain of events 
in Gujarat has shown up every constitutional authority involved in 
poor light. 


THE imposition of the President’s Rule in 
Gujarat is a right step taken for all the wrong 
reasons. 'Htere is no breakdown of law and 
order in Gujarat and the ministry has obtai ned 
a vote of confidence proving thereby its 
majority in the house, albeit with a lot of 
arm-twisting. Despite repeated assurances 
given by the prime minister both in the house 
and outside, the finale was reached rather 
swiftly as was expected and even demanded 
by .several participants in this sordid drama, 
lire governor had recommended it, the 
opposition leader Amarsinh Chowdhari had 
urged it and Shankersinh Vaghela had hinted 
at something drastic after the end of the 
session of parliament. The President's Rule 
temporarily puts the Gujarat issue in the cold 
storage, offering no permanent or satisfactory 
solution to (he imbroglio. 

A long-simmering and intense power 
struggle within the Gujarat unit of Bharatiya 
Janata Party exploded in full public view a 
year ago. lliough lulled to quietude, it had 
never been really settled and its periodic 
eruptions l(ii!|)t everybody on tenterhooks. 
The point of no return was reached on May 
20. 1996, when after a public meeting at 
Sardar Stadium in Ahinedabad. prominent 
leaders of the Vaghela faction were abused 
and assaulted by party workers; the 
scniormost amongst them was stripped, 
physically molested, paraded and bash^up. 
Instead of punishing the guilty, the party 
high command pushed the victims into a 
comer and deprived them of all positions of 
power and prestige. A defiant Vaghela 
received the most stringent punishment - of 
being expelled from the party. The decision 
or the injured faction to break away and form 
a separate party converted an intraparty affair 
into a political issue which rapidly 
deteriorated into a constitutional crisis 
because a conspiracy of silence kept an 
embarrassing factor firmly under a wrap. 

file ensis in Gujarat revolves around two 
separate but interrelated clusters of facts 
converging onto the physical and the mental 
incapacity or otherwise of the speaker. 
Operated upon twice within a span of eight 


months for brain tumour and then subjected 
to frequent bouts of chemotherapy, the 
speaker’s health became a crucial point in 
dealing with the political impasse created by 
the split in the legislative wing of the BJP. 
The speaker could not attend his office after 
April and was kept under a strict quarantine. 
No visitor, not even the chief minister was 
permitted to visit him. Those who attended 
him at the Mumbai airport after his second 
operation in May, affirm that he was not able 
to recognise even his own wife and was even 
then only clinically alive. A communique 
issued in his name but without his signature 
in the first week of September claimed that 
he was mentally aleit and that all the deci.sions 
proclaimed in his name were taken by him 
and by him alone, on the basis of the papers 
submitted to him by his staff. The opposition 
pooh-poohed the claim and alleged that his 
name and his office were being misused by 
a coterie around him who guided his hand 
to sign the various files without his knowing 
what it was all about. It has been widely 
reported in the Gujarati press that such 
signatures often consisted of only the first 
alphabet of his name in Gujarati script. There 
was a persistent demand from Gujarat 
Congress leaders for a panel of doctors to 
report the actual state of his health, but 
nothing came out of it. 

The political equilibrium in the state has 
been utterly disrupted by the diametrically 
opposite and mutually exclusive rulings in 
several matters pertaining to the validity or 
otherwise of the split in BJf*. issued in the 
name of the speaker and delivered by the 
deputy speaker who presided over the 
assembly and functioned as a speaker in his 
absence as per .\rticle 180(2). 

The spi’t manifested itself in three stages. 
A memorandum submitted to the governor 
(August 18) was signed by several legislators 
announcing their breaking away from BJP 
and aligning with a newly formed Maha 
Gujarat Janata Party. Nobody was then aware 
of the exact number of signatories. The 
governor rushed to Delhi to consult the 
prime minister and surprisingly even the ex- 


pime minister, and announced iBe number 
of signatories to be “significantly 
substantial'’. After his return, the governor 
suffered a mild stroke and was hospitalised. 
Three days later, 13 persons who had signed 
the memorandum informed the governor of 
their return to the mother patty and in the 
next day five more signatories followed suit. 
All these 18 legislators who had returned 
were immediately isolated and held 
incommunicado with a stringency which 
became somewhat of a scandal. The governor 
forwarded all the three documents to the 
legislative secretariat (August 24) and aU the 
signatures on all the three documents were 
officially certified to be true. The returnees 
declared that they had signed under duress 
or were duped into signing the first memo. 
A few alleged that their signatures had been 
forged. A criminal complaint has been 
registered with the police, but the governor 
has declined to part with the sensitive 
documents. 

The number of signatories and the interval 
between their submission assume critical 
significance in view of the Tenth Schedule 
of the Constitution popularly known as anti- 
defection provisions. If all the stages arc 
telescoped into one, then only 28 legislators 
have broken away from the party. It is not 
a split but a few (less than one-third)dcfectors 
have left the party and therefore they arc 
disqualified for the assembly membership 
This was the stand taken in the notification 
issued by the speaker (August 28). The 
governor and the deputy speaker declined 
to concede such telescoping and .simply 
neglected the notification. Both seemed to 
treat the splitting process by stages - 46 (six 
more than the magic number of 40, one-thi rd 
of the party strength) legislators had split 
from the party to form a new one. After three 
days there was a split in the .splinter group 
and since the group had only 13 members, 
they are defectors from MJP. Next day five 
more MLAs left the new party, but they are 
also less than one-third of the rump and can 
be disqualified. If all these 18 returnees arc 
taken as a group, then there is a valid split 
in the MJP and nobody is disqualified. The 
only escape route for the returnees would 
be that when they left MJP it was not a party 
recognised cither by the Election 
Commission or by the assembly. 

The governor, taking cognisance of all 
such ‘goings and comings’, asked Uk chief 
minister to seek a vote of confidence on the 
floor of the house. The assembly which was 
convened on September 3 was discomfited 
by the deputy speaker who, stepping out of 
the agenda, recognised MJP wift all its 46 
members and ordered separate sitting 
facilities forthem. He immediately thereafter 
adjourned the house sine die defeating 
thereby its main purpose, namely, to test the 
.strength of the ruling party. TTie House was 
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at 3:30 pm and several attempts made by the 
BJP legUlatots to ocoipy the chair of the 
speaker were foiled by die Opposition. The 
deputy speaker again adjourned the house 
sine die. Such obstructionist tactics by the 
deputy speaker dqirived the chief minister 
of anopportunity to demonstrate his majority 
supportinthehouse. A furious chief minister 
gave notice for the motion of no confldeme 
in the deputy speaker and decided to convene 
the house after the expiry of the notice 
period of two weeks, so that the deputy 
speako' would be debarred from presiding 
over the house. The governor for some 
strange and unexplained reasons, insisted 
that the vole of confidence ought to be taken 
on or before September 13 when the deputy 
speaker would be entitled to be in the chair. 
TTie governor, very conectly pointed out his 
legal incapacity to convene an adjourned 
assembly, but displayed a very partisan 
attitude in declining the chief minister's 
request to .send a message to the house which 
would have prevented the deputy speaker 
from playing his game once more and would 
compel the house to decide the issue one way 
or the other. Meanwhile the speaker had 
declared the deputy speaker’s ruling ab nissi 
void (‘he has no right to do so’). The speaker 
of the Lok Sabha put his foot in his mouth 
by supporting the speaker but hastily 
withdrew his statement by pleading ignorance 
about the actual position in Gujarat. 

Ibe chief minister had no option but to 
reject the governor’s directive and he got the 
speaker to convene the assembly on 
September 18. The governor quite unjustly 
treated the change in date as the breakdown 
of the constitutional machinery in the state 
and recommended President’s Rule for the 
state, a recommendation palpably unjustified 
by facts and invalid by the constitution. The 
union ministry cold-shouldered the 
recommendation and no action was taken 
upon it for the next five days. The speaker 
died on September 15 thereby further 
cloudi ng the fortunes of the mi nistry. Deputy 
speaker Dabhi became an offici ating speaker 
with foil control over the secretariat. The 
agenda for the assembly meeting on the 18th 
was the condolence resolutions on the first 
day and all the remaining business on the 
next. 

By a lucky break for the ministry, Dabhi 
was indisposed and was hospitalised, giving 
an opportunity to the first person in the panel 
of chairmen to preside over the deliberation 
on the first day. The frustrated leader of the 
Opposition turned violeitt urd were thrown 
out of the house with undue and excessive 
uie of force. The panic-stricken chief 
minister, fearing the probable return of Dabhi 
on the next day, violated all the precedents, 
and took full wivantage of the absence of 
the Opposition. Hm agenda was altered, the 
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and a vote trf confidence in the ministry was 
passed by 92 votes. 

The fast moving train of events shows up 
every constitutional authority in poor light. 
The legislators, the legislative secretariat, 
the deputy speaker, the speaker, the chief 
minister, the governor and even the union 
ministry can hardly be absolved of the charge 
of improper behaviourand blatantly partisan 
approach. The impositionofPresident’sRule 
cannot be justified on the grounds given for 
it and is an unwarranted act of destroying 
a deraocraticdly constituted government in 
the state, emphasising once again the urgent 
need for either scrapping or at Icastdrastically 
modifying Article 356 of the Constitution. 
The culprits who dragged the dying speaker 
into such unseemly controversies must be 
identified and punished. The deputy 
speaker’s decision to recognise the 
breakaway group is a legitimate exercise of 
his powers but he is guilty of wanton 
obstruction of the chief minister’s efforts to 
seek a vote of confidence from the house. 
It is interesting to note that though the 
governor constitutionally heads the 
legislature (Part TV.Chapter III, Article 168), 
the legislature secretariat in Gujarat has 
asserted its autonomy by adopting an 
independent stance via-a-vis the speaker. 
While the governor treated him as physically 
and mentally incapacitated to discharge his 
duties, the secretary to the legislature has 
convened the assembly twice under his 
directions and authenticated several other 
notifications in his name, treating him as a 
sick but a competent and functioning 
authority. But the secretary has overlooked 
two moot points. It is open to argument 
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delivered outside the premises of the 
assembly. Secondly, the secretary has not 
taken into consideration that speaker’s ruling 
on the disqualification of the memorialists 
(Augu.st 28) violated the established practice 
as well as the assembly rules framed under 
proviso eight of the Tenth Schedule of the 
Constitution. 

TheTenth Schedule empowers thespeaker 
to pronounce final and irrevocable decision 
in the matters of disqualification of the 
defectors. But Article 180 (2) of the 
Constitution declares, inter alia, thatadeputy 
speaker or any other person presiding over 
the house “.shall act as a speaker”. It is not 
at all clear whether the word speaker used 
in proviso six of the schedule debars or 
includes persons discharging such duties as 
per the above mentioned article. In case of 
an absentee or an incapacitated speaker, 
somebody will have to pronounce on any 
such eventuality. The benefit of the unclear 
wording should be given to the interpretation 
which would tacilitate the smooth working 
of the house. Deciding upon the dis¬ 
qualification is a quasi judicial power of the 
speaker which does not depend on the opinion 
of the house. This power is to be exercised 
in accordance with the directions given in 
the schedule. All state assemblies, and so 
also Gujarat, have under Proviso 8-1.d 
formulated and^ adopted detailed rules 
of procedure the violation of which is 
tantamount to a breach of parliamentary 
previleges (Proviso 8.3). Here the speaker 
himself has violated or at least disregarded 
the procedural rules and hence he can be held 
guilty of breachof the privilege. The defectors 
were given no opportunity to explain their 
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case or to account for their stand in the 
matter. It should also be noted that the 
legislators whom the speaker disqualified 
had done nothing in the house to merit any 
such punishment. A memorandum submitted 
to the governor is hardly a proper ground 
for the speaker to act upon, because the 
speaker, like ajudge, should confine himself 
to the matters presented to him in appropriate 
manner. Disqualifying a legislator is a long 
and a tedious process. Jaspal Singh, by 
defying the whip issued by his party the 
Janata Dal in the previous assembly was a 
clear-cut case for disqualification, but it took 
more than nine months of inquiry 
proceedings before disqualification could 
be pronounced. The deputy speaker acted 
upon the first memorandum presented to the 
governor to recognise the new patty, but 
neglected the .subsequent splits. Parikh’s 
request was not backed by any documents 
submitted to the house in a proper form. The 
deputy speaker gave no opportunity to the 
majority party to have its say in the matter. 
He also disregarded the agenda of the house 
in the mattci of the vote oi confidence in 
the ministry. The adjournment of the house 


WHIiN Kill Clinton signed the recently 
passed welfare bill into law on August 22, 
it set the stage fur some of the most sweeping 
cuts III a system of social security upon 
which millions of poor and elderly people 
across the US depend upon for survival. But 
what has received less prominence is a key 
feature of the bill that would deny legal 
immigrants who arc not naturalised citizens 
any access to welfare benefits. 

A new version of the ‘Personal Responsi¬ 
bility Act', which was passed by the House 
ot Representatives on July 18 makes all legal 
immigrants ineligible for most forms of wcl- 
l.ire. including medicaid, food stamps, aid 
to families with dependent children (AFDC) 
and supplemental security income (SSI). 
The US senate also overwhelmingly passed 
a bill on July 2.1 with similar provisions. 

Its sponsors claim the bill will save the 
US government around 60 billion dollars 
ovei seven years, around half of which would 
come from denying benefits to immigrants. 
According to its provisions, all immigrants 
will be denied medicaid, which provides 


sme die was a tactical move, rafher than an 
exercise to uphold the dignity of the house, 
or to avoid any untowmd mishap. Since the 
rulings of the presiding authority are not 
subject to app^ or revision, the speaker 
Patel had no proper authority to declare 
Dabhi's decision ab nissi void. Dabhi is now 
the officiating speaker and will control the 
secretariat till a new speaker is elected. 
Meanwhile he has quashed the no confidence 
motion against himself on the ground that 
it was moved in the house before the notice 
period of 14 working days had expired. 

The legal and the parliamentary aspects 
of the crisis have been temporarily frozen 
by the imposition of the President’s Rule. 
A far more important and furious struggle 
is being unleashed outside the assembly. But 
it is going to take quite some time teforc 
it fully shapes itself. The volcanic eruption 
within a party proudly claiming to be a 
disciplined monolith has stunned its leaders 
and the panic-stricken high command is 
struggling at damage control measures by 
blaming it all on 'outsiders' I ike the governor, 
the union ministry and even the powerless 
Congress Party. 


medical insurance to those whoqualify under 
a stringent means test. In addition, it will 
also deny any cash assistance, such as SSI, 
which provides support to the elderly, blind 
and disabled. 

As a result, virtually all of the 1.5 million 
poor and elderly immigrants in the US who 
currently receive some form of welfare will 
quite literally, be left to fend for themselves. 
With no means of support and no medical 
coverage it appears likely that many will be 
forced into destitution. 

Reflecting the sentiment behind the new 
provisions, senator Phill Gramm of Texas 
provocatively dixlared that immigrants are 
expected to come to the US “with their 
sleeves rolled up, ready to go to woric. and 
not with their hands out, ready to go on 
welfare”. Gramm did not elaborate on what 
is to be done with the elderly and infirm, 
or indeed, with the children who constitute 
the majority of welfare recipients. 

Both parties are anxious to get the pending 
business of ‘welfare reform’ over with before 
thcNovemberelection. The bill is now almost 


guaranteed to be passed into law since Btl 
Clinton, who vetoed the last two welfas' 
bills, has declared his support for this one 
praising the ’new spirit of co-operation’ tha 
has been achieved between the Republican 
and Democrats. It should not come as 
surprise that the US political esiablishmen 
has suddenly found grounds forco-operatioc 
for the present bill conveniently intersect 
a number of their most important pre 
occupations. 

Welfare and immigration are favourit 
issues for US politicians, particularly durinj 
election season, when invective agains 
‘welfare-mothers’ and ‘illegal immigrants 
commonly substitutes for discussion on tb 
problems of the economy and polity. Racisr 
also plays no small part in this: welfare 
crime and immigration have also long .sine 
entered the political lexicon as 'code words' 
that carry a less-than-subtle undertone o 
race-baiting. 

Many cite the US media as a prime culpri 
in the demonisation of welfare recipient 
and immigrants. In a bizarre and vivid exam 
pie of this, ABC’s prime time live featurei 
a group of young mothers receiving APD( 
on one of its nightly shows last year. Seat© 
on stage, the young women were haranguo 
and humiliated by the host Diane Sawyc 
who declared that "to many people, thes 
girls arc public enemy No I”. Sawyer, wb 
reputedly earns more than seven millioi 
dollars a year, lectured the women tha 
‘taxpayers’ were "mad as hell’’, and deman 
ded of them to “answer their question; wh' 
should they pay for your mistake?” 

Whereas previous attempis, such a 
Proposition 187 in California speciflcall; 
targeted ‘illegal immigrants' for discrimi 
natory measures, it now appears that th 
distinction between legal and illegal is n< 
longer a singifleant one for the legislaton 
Legal immigrants in the US are learning l 
their horror that Washington has made ther 
the target of a wave of punitive and demonsi 
ratively hostile legislation. 

For example, the new Anti-Terrorism an 
Effective Death Penalty Act, signed by Bi! 
Clinton on the first anniversary of last April’ 
Oklahoma City bombing, has effectivel 
mandated the immediate detention an 
deportation without appeal of any immigrar 
convicted of a crime, no matter how long ag 
or even how minor the crime. While the lit 
covers anyone convicted of most felonie 
and certain misdemeanours, this also incli 
des. for example, someone found guilty c 
defacing a passport or even tumstile-jumpin 
(travelling on the subway without a fare 

In the past three months since the bill wt 
signed, hundreds of perplexed immigrani 
have been arbitrarily detained, often whe 
trying to re-enter the country after visit 
abroad, or at federal offices when renewin 
their green cards. Those apprehended hav 


Washington Takes Aim at Immigrants 

Rajesh Gopalan 


Recent legislative moves in the US indicate that immigrants are 
increasingly becoming the scapegoat of choice for politicians in 
Washington. Whereas the brunt of this offensive was previously directed 
at illegal immigrants, it is now beginning to impact legal immigrants 
with a vengeance. 
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Dcen ncio'inueiiuiisiy (icuuMig ug^iuiiauuii 
- the law has no provision for app^ or for 
release onbond. Manyofttnuebeingdetained 
have lived in the US for years with their 
entirefamiiies,andnowfacetheceitain pros¬ 
pect of living away from them permanently. 

Equally of concern has bwn pending 
legislation to make English the official 
language of the US. On August 2, the House 
of Representatives passed the English 
Language Empowerment Act, abill requiring 
that alt officii government business of the 
US be conducted in English. But even those 
who support this bill agree that it is a largely 
meaningless measure. English is spoken by 
some 97 per cent of the population and virtu¬ 
ally all government business is transacted 
in English anyway. 

The bill does, however, convey the feeling 
that the English language is under some 
threat in the US, and that it needs to be 
legally safeguarded from encroachments by 
other languages - specifically from Spanish 
and other languages spoken by recent 
immigrants. 

Hi,storically, the attempt to impose an 
official language has been of significance 
in that il created an orphan class of distinctly 
un-official languages whose fate weighed 
between outright suppression and lengthy 
neglect. In Tsarist Russia, for example, the 
imposition of the Russian language through¬ 
out the empire under the policy of ‘Russi¬ 
fication’ sought specifically to eliminate the 
national languages and culturesof the Poli.sh, 


uMaiiiiBii, uGuigiBii anu wner non-Russian 
subjects by assimilating them. Within the 
British Isles, the concept of an ‘ofEcial lan¬ 
guage’ was used as part of official policy 
to assimilate the Irish, ScoU and Welsh into 
the English fold and into accepting the 
political and economic domination of 
England. 

Predictably, the Congressional sponsors 
of this bill have not strayed far from these 
ideals. In its preamble, the bill warns that 
the existence of non-English speakers in the 
polity can lead to “divisions along linguistic 
lines" and that the solution to this lies in 
making English an official language to enable 
immigrants to "better assimilate”. 

House Speaker Newt Gingrich defended 
the bill by launching a blistering attack on 
the teaching of foreign languages in public 
schools, particularly those attended by non- 
English spewing, immigrant children. “This 
isn’t bilingualism”, he said. "This is a level 
of confusion which, if it was allowed to 
develop for another 20 or 30 years would 
literally lead, 1 think, to the decay of the core 
parts of our civilisation”. 

“Look at the strife in Canada because they 
do not have a common bond”, said 
Congressman Brian Bilbray of California in 
an apparent reference to Quebec. But if 
anything recent history shows that such 
‘strife’ results not by mere virtue of the 
existence of different languages, but from 
the attempt to deny them, and subordinate 
them to an ‘official’ language. 


to DC sure, ims out nas prooaoiy gone a 
little too far at this time, mid will likely be 
of immediate benefit only to Bill Clinton 
and the Democrats inCongress. By opposing 
the bill and expressing their mural indignation 
at its ’mean-spiritedness’, the Democrats arc 
successfully painting their Republican 
opponents as extremists, and stand to reap 
electoral rewards on this basis in November. 
Meanwhile, the only substantive argument 
that the Democrats themselves have 
countered with is that the bill will not be 
successful in its stated purpose of assimilation 
- as it does not provide any funding for 
English language classes. 

But while this particularbill may ultimately 
never pass into law, it has hinted at definite 
trends underway. Two years ago. Proposition 
187 in California enshrined the notion that 
‘illegal’ immigrants were “fair game” for 
legal discrimination. At that lime, by .stressing 
that it only targeted ‘illegals’, it was clearly 
intended to reassure legal immigrants and 
to lull them into a false sense of security that 
their privileged status granted them an 
immunity from such targeting. But recent 
legislative manoeuvres indicate it anything 
that Proposition 187 was merely the first 
step. 

What many tear now, is that after testing 
the waters with ihe anti-tcirorism and the 
welfare bills, what Washington has 
established with,the 'English Language 
Empowerment Act’ is that all immigrants 
are now to be considered ‘fair game'. 
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Greater brad and Etbnic Cleansing 

Frederic F Ciairmont 


The Zionist state of Israel has become one of our century’s most 
arrogant violators of human rights Combined with US-sponsored 
state terrorist practices, it is among the world’s most adept 
practitioners of ethnic cleansing 


ISRAEL’S ngbt to exist as an independent, 
sovereign political entity is a histoncal and 
moral imperative stemming trum centunes 
of oppression, blaunt dtscnmination of its 
people, not least the unforgivable enmes ol 
Hiller’s Final Solution 

What were the foundations of the state 
that emerged SO years ago of which ethnic 
cleansing was but one component’’ Where 
IS the social justice and equity that its 
founders proclaimed’’ Does the US caste 
oligarchy, Isiael and the Zionist diaspora 
that bluepnnted these stratagems of terror, 
expulsion and abusive exploitation of the 
Palestinian peoples believe that the pursuit 
of such outrages given their sheer 
magnitude, are conducive to the survival 
ot the Jewish state ’ 

Tragically, however, the master race (‘uber 
mensch ) ideology of Zionism is rooted in 
racialism, cultural apartheid and liquidation 
of the most rudimentary attributes of human 
rights including property nghts of others 
Die tragic corollary ot this is the savage and 
unremitting mass expropriation of Arab lands 
by every conceivable stratagem ot violence, 
threats and intimidation yoked to the 
expulsion ot its peoples All this, and much 
more Israel has executed with sanctimonious 
impunity 

Such were and are the foundations of 
Israel that drapes itself in the constitutional 
toga of democracy United Nations 
resolutions demanding its unconditional 
withdrawal from occupied lands are flouted 
brazenly with the benediction of the US 
government Successive US presidents, 
republican or democrat, tweedledum and 
twcedledee are the unbending advocates ot 
Zionist expansionism 

For decades these crimes without 
punishment were executed with the 
complicity of the terror state apparatus ot 
the US Its money-changer, its strategic 
handler, and ideological fellow traveller 
What this means is that Israel has been 
reduced to the level ot a major West Asian 
political tout in the service ot maintaining 
the rule of capita and the socio-political 
status quo 


In sum, the aims of the Zionist superstate 
with a population of S 7 m (growing at 2 5 
per cent yearly) would have been unattain^le 
Without the massive and sustained power of 
the US coiporate media, the military and 
multi billion dollar money muscle of the 
US An appalling price, however, IS exacted 
for this Israel, the economic and military 
powerhouse, has become the gco-politic^ 
spearhead of US imperialism whose rapa¬ 
cious quest IS Its unquestioned geo-political 
hegemony of West Asia and control of its 
energy sources Is it surprising that one third 
of US foreign aid’ is shovelled into Israel 
and Mubarak’s banana republic, albeit in 
highly unequal proportions’’ 

Where does Mossad end and the CIA 
begin, and vice versa, is not a facetious 
question, as Moshe Dayan quipped As with 
the US, the foulest of deeds continue to be 
galvanised in the name of ‘treedom’ and 
democracy’ ’That international law has been 
trampled on is of singular irrelevance 

Likud’s Shamir encapsulated pithily the 
oppressor state's unmitigated racialism and 
contempt of international law We are going 
to talk and talk with the terrorists [i e, the 
Palestinians resisting the horrors of their 
oppression] about negotiation but while 
we re talking we are going to send in the 
scrapers and the bulldozers on the lands 
we ve liberated (sic) What's more is that 
Palestinian labour wilt build those roads and 
settlements’ He should have added at quasi 
slave labour wages 

It IS one of the biggest hoaxes of the 20th 
century to have billed the apartheid state a 
democracy Such are the perversions ot the 
corporate media, not least The New York 
Times and The Washington Post Apart from 
the peoples of the occupied lands, the 85,000 
Arabs within Israel proper (18 per cent of 
the total population) is an oppressed national 
mmonty Thecallbyceitainisraelidemocrats 
for the oppressor state to become “a state 
for all Its citizens" shows no glimmer of 
realisauon 

Indeed that formula is anathema to the 
theory and practice of Zionism whose 
ideological kinship with Nazidom is all too 


evioem aiso, wimmuieacwisiipiqjuiauon I 
Itself the vicious class ptriansation is daily | 
becoming more glaring 

South Afnea’s apaitheid system has been 
formally dismantled thanks to the armed 
liberation struggle, but that of Israel ui its 
most obnoxious forms persists Nevermind 
No sanctions will be adopted against it in 
the US dominated UNgeneral assembly, not 
to speak of the US Congress whose pro- 
Israel propensities and the all-encompassing 
power of the Zionist lobby require no 
publicity 

The common denominators of Israeli 
annexationism have been mass expulsions, 
beatings, disappearances, demolition of 
homes, imprisonments, systematic torture 
not to speak of aerial and artillery 
bombardments against defenceless Arab 
villages, the wanton killing of old men, 
women and children 

In so doing the Zionist state has become 
one ot our century’s most anogant violators 
of human nghts That is not all Combined 
with US sponsored state terronst practices 
It IS indeed one of the world s most adept 
practitioners of ethnic cleansing 

Thf Oslo Dlai 

For the cnticsot Yasser Arafat the Oslo 
Agreement represented a crooked deal 
between Arab collaborators and the 1 abour 
government In this perspective the 
handshakes ot Arafat with Shimon Pcics 
and Netanyahu are fig leaves The deal was 
flawed from the start What tnggered the 
desire ot both Rabin and Peres and the Israeli 
ruling class for an agreement was the 
emergence of one ot the most noble battles 
against the occupation the Intifada What 
has happened since 1993’ Nothing 
fundamental since the occupation has not 
ended 

What Oslo signified was a continuation 
ot the occupation under another name What 
the Israelis did not want, as the victory of 
Netanyahu demonstrated, was a genuine 
paitnership with Palestinians but rather the 
creation of an Israeli client state Give Arafat 
the title of ’president’ they are saying but 
it would not change Gaza and the West Bank 
from being Bantustans The analogy with 
South Afnca IS appropnate They are similar 
to the Homelands in South Afnca The test 
case was Netanyahu's outnght rejection of 
the formula land for peace ’ 

The Oslo deal sanctified the occupation 
and made the creation of a viable Palestinian 
state unworkable The Palestinian auto¬ 
nomous government would thus become an 
instrument of the occupant and a permanent 
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hostagedirUSAineU staietemmsm. Anftt's 
presidency is one without power What the 
PLO precariously have are a number of 
highly fragmented cities and villages 
surrounded by the military and the settlers 
They are not viable entities 

Netanyphu won a marginalised electoral 
victory based on his repudiation of any 
kind of compromise with the PLO and 
on the slogan of Greater Israel The one 
single issue on which the eight different 
factions in Netanyahu s shaky ultra right 
wing and fundamentalist coalition were 
able to agree was the expropriation of Arab 
lands 

Netanyahu’s claim that he is doing no 
more than following in the footsteps of his 
Labour predecessors is true According to 
the settler publication Nekuda the so-called 
freeze' of the previous Labour government 
saw SO per cent expansion in the number 
of sellers in the West Bank and Gaza fiom 
1 OS 9S0 to 1 51 524 in about tour years 
After ail noted Netanyahu in his speech to 
the US Congress which was received With 
thunderous ovation he could notbecxpectcd 
to doles What modesty and restraint The 
fact IS at such tempestuous rates of 
amiexatiomsm and within a very short time 
span there won t be any Arab land left to 
expropriate 

Likud s and Laboui s US paymasters 
have whined from time to time at the scale 
of appropriations but they have condoned 
the settlements Ariel Sharon master 
terronst and rapist of South Lebanon has 
obtained the coveted pure oi infrastrui tore 
minister The green light has now been 
given to further expansion After his tour 
of West Bank settlements, interior minister 
Ely Suissa granted millions of shekels lor 
establishing new settlements with ilic 
apologetic utterance that while 1 don t 
think this IS sufficient, but it s a good 
start 

Jercsaltm The 'ftssi Cash 

The question of self determination was 
never raised at Oslo What the recent Aiah 
summit in Cairo stressed was that the pre 
requisite ot peace not only in the occupied 
larids, was the setting up of a Palestinian 
state in the. West Bank and Gaza with 
Jerusalem as its capital Shortly after Israel 
annexed east Jerusalem, David Ben Gunon 
declared that the walls of the Old City should 
be demolished to expunge the Islamic 
heritage 

Successive governments of the oppressor 
state, as one Financial Times analyst noted 
on July IS, 1996 (and ?*so see Waliu 


Khalidi, Islam, the West and Jerusalem, 
Hood Books. London, 1996) did something 
less sinking but far more effective that 
included the building of massive s^ements 
in the surrounding hills underpinned by 
military force as well as disenminatory 
housing policy There was never any 
ambiguity in the mind of Anel Sharon as 
to what that policy should be to transform 
a very small Jewish minonty into "a Jewish 
majority for ever 

This policy once again involved the 
mass expropnauonot Arab lands, the nng- 
ing ot Jerusalem with four big clusters of 
Jewish settlements on the surrounding hills 
This would create a Greater Jerusalem, as 
a component of Greater Israel, that would 
be peopled, again Sharon, ‘by at least one 
million Jews" "In Jerusalem’, he thundered 
‘we built and created historical facts 
that can no longer be changed We did it 
openly 

This sounds just grand but Sharon and his 
gang of big time slate terrorists must rcaliste 
that the scale of such rape is not immutable 
even it backed by billions of US greenbacks 
Deployment ot such unrestrained power 
Ignores the lessons o* the past notably the 
force ot Arab nationalism and what has been 
called not inaccuritely the power of the 


Arab street’ of which the Intifada is a 
conspicuous illustration 
The fires ot Arab nationalism arc burn 
ing strongly in such US client states as 
Saudi Arabia, Jordan Not least within the 
occupied territories The US undeclared 
war against Iran Libya, Syria and Iraq 
have tanned these flames It is well tot 
Sharon and his religious fundamentalists 
to listen to the woids ot one of the leaders 
ot Hamas 

Our slrategv must be iimcd ai strangling the 
settlements wherever they are We sun lake 
to the streets to confront the Israeli bulldozers 
and do this daily In this way wc can turn 
the life ot the settlers into a hell (quoted 
in The Intel national Huald Itibunt 
Scpieniber 13 19%) 

It would be foolish to pretend that these 
arc idle words This time however Intifada 
as one of the greatest of resistance 
movements, will not be fought with the 
neolithic weapons ot stone and sticks Its 
fires will inevitably spread beyond the 
confines ot Gaza and the West Bank it 
recalcitrance and aggiession do not give 
way to compromise und common sense I 
wonder if Netanyahu and his US 
Congressional predators are listening or 
have they lost the c ipacitv of so doing > 
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PERSPECTIVES 


Neo-Liberalism and Daily Life 

James Petras 
Steve Vieux 


Data on the effects of unemployment, underemployment and low-paid 
employment in the US reveal a strong tendency for the downwardly 
mobile to direct their anger inward, to become depressed, hostile 
towards their family and to withdraw from neighbours, friends and 
former colleagues. This behaviour is ai^d by the major political parties, 
the mass media and academic publicists who point to the inevitability of 
'globalisation’, the. virtues of ‘market competitiveness’ and ‘need’ for 
labour flexibility - which presents the problem of the ineUvidual victim 
as the product of impersonal forces beyond her/his control. 


ONE of the most puzzling aspects of 
contemporary life is the gap between growing 
socio-economic deprivation of a wide swath 
of wage and salaried workers and the virtual 
absence of political radicalism. At best there 
is general malaise, increasing voter 
alienation, voting against incumbents, public 
opinion polls showing a majority in favour 
of a third party, disgust with ‘politics', 
politicians, Washington, etc. But these are 
views and opinions that don’t materialise in 
any new parties, leaders or programmes to 
challenge the major economic and political 
institutions that are the source of downward 
mobility, employment insecurity and 
declining public services, social benefits and 
wages. In fact some of the very conservative 
politicians who propose to deepen the social 
cuts and further downward mobility arc 
able to manipulate this diffuse voter malaise 
to gain public office in order to further 
punish thcirelectoratc and direct their anger 
at least temporarily at groups below or 
outside or at their neighbours, families and 
themselves. 

What happens to people who lose their 
jobs or arc conflned to low paying part-time 
or full-time work? Rather than simply 
attribute the lack of revolt to general or 
abstract processes (‘globalisation’) or 
structural conditions (‘ the fragmentation and 
dispersing of work-sites’), or to ideological 
affinities (‘gut conservatives’, ‘machismo', 
racism) or to historical identities (part of the 
‘deep South’), all of which may play a role, 
it is important to examine the socio- 
psychological effects of these negative 
changes induced by business on workers. 

‘Globalisation’ has been around for several 
centuries and is as much an effect as a cause: 
it is pretty much known that state policy has 
played a major role in determining whether 
capital invests ‘at home’ or ‘abroad’. And 
state policy is a function of the correlation 
of social forces - the’ capacity of different 


classes to mobilise resources to influence 
state economic policy. 

b is not impersonal global economic forces 
that are at work here but an economic strategy 
rooted in the interests of the upper class and 
the corporations. This strategy, which we 
refeno as neo-liberalism, aims to shift wealth 
upward by stripping away or weakening the 
beneftts. protections, norms of pay and 
employment and working class organisations 
characteristic of the post-war period. 

In the labour market this means that 
employees are facing an intensifleatton of 
the insecurity that is typied of the working 
class condition under capitalism. Forty years 
of 44 hours per week employment at decent 
pay with benefits and a secure pension was 
for many a reality and many more a dream 
which stabilised and oriented working class 
life in the first 30 years of the po.st-war period. 
Over the past 20 years in the US a concerted 
effort has been made - in the Congress, the 
regulatory agencies, in the boardrooms, in 
international trade agreements - to uproot 
the certainties and securities of the earlier 
period. In this paper we explore the social- 
psychological results of three trends in the 
I a^ur market characteristic of the neo-liberal 
period: worker displacement, contingent 
work and the spread of low-wage labour. 
Our key question is why does the corporate 
globalisaflon strategy not provoke any 
countervailing response? 

Clearly the burcaucratisation of trade 
unions, theirdecline to almost insignificance 
is one factor, as is their subordination to the 
‘globally oiicnted’ Democratic Party. But 
what about the workers themselves? Before 
one jumps to discussing ‘national’ and 
‘political’ responses, it is important to 
examine the ‘pre-political’, individual, 
primary and secondary group relations that 
result from corporate restructuring. It is our 
hypothesis that the socio-psychoiogical 
(subjective) effects at the micro level affect 


the capacity of closes - in this case wage 
and salaried groups-torespond with political 
efficacy to class adversaries. 

Hence our assumption is that a pre¬ 
condition for political action is mentally 
healthy individuals who turn against 
employer abuse and identify it as such, rather 
thaninwardintochronicconditionsof depres¬ 
sion or other mental disorders. Secondly, we 
will argue that individuals who direct their 
anger toward abusing those they live with 
are less likely to engage in radical political 
action. Conversely, strong families, solidarity 
and loyalty between spouses and within 
couples is a precondition for directing anger 
upward and outward to the sources of 
deprivation and downward mobility. We do 
not atgue that strong domestic ties necessarily 
lead to radical political action; what we are 
saying is that domestic violence and child 
abuse is the result of transmitting corporate 
violence from the victim to their next of kin 
or those they live with. The victim becomes 
the victimiser, which precludes political 
opposition and creates a bond between the 
employer as victimiser and the displaced 
worker as victim/viciimiser. For example, 
whileconservatives proclaim the importance 
of supporting ‘family values’ their socmI 
policies put great stress on the family. 1‘he 
employee that absorbs the ‘family values’ 
rhetoric without the means to .sustain his 
family may then try to force the spouse to 
conform to the conservative ideology (family 
duties, exclusive child rearing by the family, 
etc) even as, for example, women are 
obligated to engage in full-time employment 
outside the home. Finally, downwardly 
mobile individuals who withdraw from 
friends, former work-mates and from 
community involvement are less likely to 
‘socialise’ their individual predicament, 
create elemental bonds which are the pre¬ 
conditions for political action. Conversely, 
individuals who group together with other 
displaced and/or low paid workers, or who 
retain ties to unions and begin to discuss 
their conditions are more likely to search for 
broader social solutions rather than blame 
themselves, seek multiple employment, etc. 

This essay explores precisely the social- 
psychological consequences of restructuring 
in order to understand why downward 
mobility is not associated with political 
revolt, ihis study is ‘diagnostic’ rather than 
‘prescriptive’; it looks at the first link in the 
chain of causes and effects that connects 
what C Wright Mills described as the ‘private 
discontents’ that lead to public action. 

Capital Moaiim 

Akey element in ‘neo-liberal restructuring’ 
is capital mobility; from one geographic 
region to another, from one sector of the 
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economy to anofiteC; fMffi ttoour intensive 
to ca^tiia intensive. The result is a growing 
'transitory relation* between employers and 
employees. The workers’ experience on the 
job is constantly in flux. There are only 
temporary connections and links with fellow 
workers, with employers, with the 
surrounding work and living environment. 
Hence there are maiQ' relations but they are 
surface or supraficial. Transitoriness becomes 
a way of life where there arc no deep 
commitments and little basis for social 
solidarity. The result is the decline of social 
support systems, atomisation and an 
increasing sense of individual vulnerability. 
When disaster hits tlic impact is crushing. 

During the 1980s, 20 mn workers were 
displaced, fired without possibility of recall. 
Over thedecade the perccntagcofbluecollar 
workers among the displaced fell from 65 
per cent to 55 per cent [US Congressional 
Budget Office:9]. Hurt worst were many of 
the older, less educated workers with long 
tenure on their previous jobs. They took 
longer to find new jobs, sutfered greater than 
average wage reductions when they did find 
a job or were displaced from the labour 
market entirely. Displaced workers tended 
to spend ju.st under 20 weeks unemployed, 
with older workers, women and non-white 
workers taking longer [US Congressional 
Budget Office; 19,21). Surveyed one to three 
years after losing their jobs, half of the 
displaced were cither still not working or 
were earning less than 80 per cent of their 
old salaries, .some of them substantially less 
(US Congressional Budget Officc;xii]. Of 
the displaced white collar workers, two- 
thirds of administrative support workers such 
as secretaries were re-employed in similar 
jobs but fewer than one-half of managers 
and executives were able to find jobs similar 
to their old ones [Caves and Kreps 1993J. 

The displacements have continued in the 
early 1990s at a brisk pace. Between the start 
of the recovery in the spring of 1991 and 
the spring of 1994 the largest corporations 
in the US had announced plans to cut more 
than 1.8 mn jobs [Forbes, April 25. 1994: 
242-43]. 01 firms reporting cuts to the 
American Management Association the 
percentage of manufacturing firms which 
downsized fell as the decade progressed 
while the percentage of service firms 
(financial, business and professional, etc) 
grew sharply [AMA I9W;11. Permanent 
displacements gradually came to be regarded 
not as a singular, conjunctural development 
but as the reflection of a 'deep structural 
change’ in a 'prolonged era of job loss’ 
[Fortune, September 20,1993; 54-56; Wall 
Street Journal, March 16, 1993], 

- Unemployment is a source of 
psychological stress which has consequences 
fbrthe mental well-being of the unemployed 
person. The meaning and experience of 
unemployment noted by researchers - 


financial pressure, the destdiilisation of daily 
routines, activities and identities and the 
disruptionof pi ans and hopes - all contribute 
to chronic stress. Unemployed workers have 
been shown to .suffc-r higher levels of 
psychological symptoms compared lo 
employed workers As one scholar pul it 
“...unemployed individuals fare mure poorly 
than employed individuals on virtually all 
aspects of psychological functioning” 
[Barling 1990,1992], Symptoms range from 
increased negative mood lo incrca.ses in 
anxiety and depression following ttie layoff 
as well as greater number of psychosomatic 
complaints and greater levels of panmoia 
and hostility [Liem and Licm 1990; 184-851. 
A majority of 20 or more time series studies 
on suicide found that unemployment had 
negativecunsequenccs [ Dooley and Catalano 
1988:5]. Mortality rales were generally 
higher for the unemployed. A study done 
III England and Wales, for example, found 
that “unemployment increased the risk of 
mottalityby20-23perccm”[Barlingl992:192J. 

Given the large number of executive and 
management employees who were forced 
out of management and into such areas as 
administrative support or salc.s, the psycho¬ 
logical consequences of underemployment 
- working below one's credentials - should 
be noted. Underemployment has adverse 
psychological effecis. A study of the 
underemployed fouitu that one-fi fth of lho.se 
surv eyed considered their it ves to have taken 
a serious turn (or the worse as a result of 
their condition [Barling 1992:221). 

In many ways small and large, the .stress 
of unemployment has adverse consequences 
for family life. Ross and Sawhill's long¬ 
itudinal study of 5,000 families found a 
positive relationship between unemploymert 
and marital instability [Ross and Sawhili 
1975]. Economic slre.s.s may also increase, 
short of separation or divorce, levels of 
marital conflict [Moen, Kain, et al 1983], 
Increases in the unemployment rate are 
associated with increases in the divorce rate 
[Barling 1990:204]. 

There is strong evidence of a link between 
child abuse and unemployment. For example, 
one study examined all child abuse cases 
reported to the authorities in the US during 
1967 and 1968.13,(X)0cases. This data were 
supplemented by a sample of incidents from 
39 cities and countries. The numbers of 
fathers unemployed at the time of the abuse 
was_^ higher than in the population at large 
and’ nearly half of the fathers had been 
unemployed in the year before the incident 
(Gill 1971, discussed in Barling 1990:206; 
Jones 1990]. A variety of studies using 
difTerent methods indicate a connection 
between spouse abuse and unemployment. 
Both studies of women in battered women’s 
shdten and emergencies rooms and large 
surveys based on random sangiles indicate 
higher than average levels of spouse abuse 


in families where the father is unemployed 
[Barling 1990:200]. 

Part-Time Work 

The contingent workforce in the US is 
compo.scd of part-time, temporary and 
subcontracted workers. The total contingent 
workforce is estimated to make up over 25 
pel cent of the workforce. Part-timers - 
those working under 35 hours per week - 
arc the l.-irgesc part of contingent workers 
[Belous 1989:20]. Most of the growth of 
part-time unemployment since 1979 has 
come from the growth in involuntary part- 
time workers - workers who would prefer 
full-time work [Tilly 1991:10]. The 
percentage of part-timers in the workforec 
has grown from 2.1 per cent in 1957 to 18 
per cent in 1991. Two-thirds of part-time 
workers were in clerical, sales and service 
occupations. Part-time work grew at an 
enonnous pace in the 1980s: “Between 1979 
and 1987, it increased about four times as 
fa.st as lull-time or voluntary part-time 
employment” [Levitan and Conway 
1992:48], .Some 17 per cent were in mana¬ 
gerial, prolession and technical positions 
[Levitan and Conway 1992:45]. The desire 
of employers to cut labour costs has been 
the driving force behind the growth of part- 
time labour not the work preferences of 
cmidoyecs [TiHy 1991:10). 

Women make up two-thirds of part-time 
workers. The men arc largely reiirces or 
teenagers. The part-time workers typically 
receive lower wages than full-time 
employees. In 1992 part-time hourly 
employees earned 62.3 per cent of the wages 
of full-time workers [US Senate Hearing 
199.1:26). One quarter of part-time workers 
earn the minimum wage compared to one 
in 20 full-time workers [Tilly 1991 ]. In 1985 
about one-half of full-time, full-year workers 
had pension plans while fewer than 20 per 
cent of part-time workers were covered 
[Levitan and Conway’ 1992:53). Part-time 
workers are far less likely to receive paid 
vacations, holidays, personal nr funeral leave 
in large and medium-size US workplaces, 
in smaller companies, where huge numbers 
of jobs have btren created in recent years, 
<he situation is much woisc in these artas. 
as it is for health insurance coverage and 
pension plans [US Senate 1993:26-27], 

Despite the rapid growth of part-time 
work, study of its social-psychological 
consequences for the individual and family 
life is still not very far advanced [Rotchford 
and Roberts 1982; Barling 1990:239]. In the 
US the rate of growth of participation in 
part-time work by males was higher than for 
women, though female participation in 
absolute terms far exceeded that of males. 
Internationally, there is evidence of the 
start of a decline in womens' participation 
in part-time work [ILO 1993:20], A large 
govemmentsponsoi^ survey of self-selected 
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respondents in Canada turned up much 
wt^er dissatisfaction with pension and other 
benefits and a strong sentiment that part 
timers were more badly treated than full 
timers and exploited by employers in order 
to save benefit and other costs (Canada 
Commission of Inquiry 198181] A very 
extensive survey of European employers 
and union representatives covenng large 
businesses m eight countries found that the 
employee representatives most often 
criticised the lack of career opportunities 
tack of job security and lack of fringe benefits 
when asked to describe the disadvantages 
of part time work for the employees 
(European Foundation 1991 122 21] 

US researchers have found part time 
workers to be especially dissatisfied with 
job security, impersonal treatment by 
employers and underuse of their skills and 
abilities [Feldman and Doei pinghaus 19941 
The bulk of p.irt-lime workers now irt 
women and such work poses erious 
problems tor them and for family life Pait 
time workers reported that they felt excluded 
on the job from attess to organisational 
interpersonal and skill development areas 
Cunously, given what is known about the 
pay and benefits of part lime work there is 
mixed evidence about the job satisfacuon of 
part time workers Some studies have found 
that women experienced more satisfaction 
and happiness u work than full timers wl ile 
other inquini s hiv( found significantly less 
satisfaction among part tuners [if Barker 
1993 12 anu Mcdinnis and Morww 1990] 
As we shall see women part timers h ivc 
significant areas of lontlirt bctwien (heir 
family and work loles (role conflict) as well 
as Toleovci load One may speculate that the 
high levels of job satisfaction may reflect 
satisfactionwithacaiclullyeralt'd delicately 
balanced schedule of work and home 
responsibility - and a reluct iiu t to alter the 
current schedule more than sitisfaction 
with the conditions p ly and benefits ol the 
job pn \e (I or i similar argument used in 
a different context see McRae U9h9)) 
There i* good reason to think th it women 
suffer more stress than men bcc tust of the 
conflicts between their lolc^ at work and in 
the home (■‘olc conflit t) as well as the sheei 
magnitude ol the tasks they arc toned to tiy 
to accomplish (roL overload) [Brnmnns ct 
at 1990 86 Piotrkowski Rapoport and 
Rapoporl 19S7 216] While there is some 
increase in husband s particip ilion in work 
around the home wives still perform a 
disproporlionaie share of this work [Fmmons 
et«il 1990 86] Women therefore expentme 
mote conflict between iheir rolts married 
employed women experienced more lole 
conflict than did women who were 
housewtvcsfLmmonsctal 1990 86] Poorer 
famibc'- andparticularls ihewomt^n in these 
families ahich lacked the resources to 
manage ihc conflics between home and 


«otk, by employing dotnestic help for ' 
example, were likely toexpenoKe stress as 
tensions stemming from work spilled over 
into the family and vice versa [McRae 
1989 47} Occupational stress has been 
associated among male blue-collar workers, 
with a vancty of psychological symptoms 
and disorders, including alcohol-related 
pi obicms Though there arc fewer studies of 
femtlcblue collarwoilcers there is evidence 
to suggest that this association holds for 
them as well [Brometetal 1990 135] Studies 
ol Icmalc bluc-collar workers have found a 
strong relationship between stress in the 
f imily and marital conflict on the one hand 
and depression and depressive symptoms on 
thcotherlBrometctal 1990 136] According 
to a recent study of women and part-time 
work women workers did not report lower 
role conflict or role overload [Barker 1991] 
Why this should be so and its consequences 
lor 'he lives of women and families are 
import ml aieas of inquiry for future 
investigation given what is known about 
stress on the job and at home 
Perhaps the most disturbing consequence 
of part time work is the high rate ot spouse 
.mdchtldabuscin families where the husband 
IS working part time A national probability 
sample conducted in the US in the 1980s 
focused in part on employmcni status and 
domestic violence and found that physical 
child abuse occurred in 76 pet cent ot the 
home \ in whii h the father w is employed on 
a p m time basis the highest ot ell the rates 
I cponul As lor spouse abuse spouse abuse 
w IS highest when the husband wasemployed 
on a |: ut time basis" [Barling 1990 206] 
An important feature of part time work in 
the I S IS the heavy participation ol teenagers 
in this work In recent years between one 
half and two thirds of all high school juniors 
have held part time lobs at some time duiing 
the ycir Very often, they work heavy 
schedules over one hall of all employed 
high school seniors and almosi one quarter 
ot all employed sophomores worked more 
thin 20 hours pci week 
Psychologists who have studied this 
phenomenon have found adverse con¬ 
st qiiences tor these teenagers in the areas 
ot school performance and involvement, 
deviance and participation in family life 
wlien the teenagers worked more than 20 
hours per week The students tended to do 
less homework to take part less often in 
school activities to dnnk and take drugs 
more irequently and to assume a greater 
degree ot independence and autonomy from 
their parents and engage in delinquent acts 
Latei studies replicated the earlier results 
In addition longitudinal studies showed that 
teenagers who later went on to work 20 hours 
per week or more were already significantly 
withdrawn fiom school and independent from 
their parents but that part-time work furthered 
these attnbiites along with delinquency and 



Low Wroc Work 

One of the most disturbing features of the 
nco-liberal economy is the expansion of low 
wage work The percentage of the woikforce 
in low wage work for year round, full-time 
woricers fell from 24 1 per cent in 1964 to 
12 per cent in 1974 The proportion of 
workers in low wage work remained stable 
between 1974 and 1979 By 1990 the 
percentage was back up to 18 In absolute 
numbers 7 8 mn were low wage workers id 
1979 compared to 14 4 mn in 1990 (Mishel 
and Bernstein 1994 127] The overall 
direction of these trends held true for all 
races but with larger expansions of low- 
wage work for blacks and Hispanics [Mishel 
and Bernstein 1994 128] 

While the rate of those receiving low 
earnings has increased for all age groups 
since 1979 young workers arc more likely 
to receive low wages 1 he percentage ot lull 
time year round workers in the 18 to 24- 
year old category who received low wages 
rose from 22 3 per cent in 1974 to 19 2 per 
cent in 1989 Expansion of low wage 
employment has contributed to what has 
been described as one of the most significant 
income developments over the past two 
decade >’ the drop in family income of the 
youngest families trying to raise children 

Households headed by persons under age 
21 expcnenced a diop in family income of 
261 pel cent between 1973 and 1986 As 
one labour economist put it, ‘ the relative 
income position of the nation s youngest 
families has detciiorated fairly sharply and 
continuously over the past two clecades 
fl967 86)”(GrantFoundation 1988 16,18] 
Mamed couples lost 11 per cent of their 
incomes in the 19'’3 86 period while female 
headed familcs with no spouse present lost 
12 4 per cent of their income White families 
lost 19 4 per cent ot their real income in the 
penod compared to a 46 7 per tent loss 
among black families headed by a person 
in this age group 

Given these trends it is not surprising that 
poverty has increased over time among this 
age group and that young families have 
higher poverty rates than do families 
generally The percentage of families in 
poverty headed by a person under 25 
increased from 1S 3 per cent to 32 6 percent 
in 1989 In 1989thepercentagcot all families 
with incomes below the poverty line was 
109 per cent the percentage tor young 
families was 32 6 per cent 

The spread of low-wage work does not 
automatically mean an increase in the number 
offamtlies below the poverty line The family 
income of a family with two low wage 
workers may suffice to lift the family above 
the poverty line What it does mean is die 
spi^ of economic hardship and insecunty 
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An IthMns > for many of these workers are 
uninsured - a lost job or an employer cut¬ 
back of hours may easily plunge the family 
into poverty 

Economic hardship has been linked to 
increase marital tension and, eventually, 
higherlevelsof marital instability (separation 
anddivorce)(LikerandElderl983] Divorce 
IS more likely among low income people, 
a finding which has held good over decades 
of research Unskilled work has also been 
associated with greater mantai instab.lity 
[Raschke 1987 603] It may be that stressful 
and unsatisfying work experience are 
displaced into the home where they lead to 
conflict [Piotruwski RapoportandRapoport 
1987 2661 

There is considerable evidence that stress 
tul living conditions - including unemploy 
ment low income and/or discrimination - 
are associated wiln child abuse and neglect 
iKadushiii and Martin 1981 16 19] The 
widespread notion that child abuse and 
neglect occur to the same extent at all levels 
ol the class siiucture is false As one 
researchcrcomments Every national survey 
ol officially rt ported incidents of child 
neglect and abuse has indicated that the 
prcponcerancc of the reports involves 
taniilies from the lowest socio-economic 
levels' IPcIton 1981 24. Starr 1988 132 
Kadushin and Martin 1981 16] 

This IS not simplv a result of the greater 
vulnerability of the poor to exposure and 
reporting Particularly telling is the fact that 
the majority of fatal vii tims of child abuse 
and neglect arc from poor families fPelton 
1981 29] Because of the greater visibility 
ami the greater exposure, abuse fatalities are 
proof against the repotting biases which, it 
has been argued, plague i hild abuse statistics 
The tact that the incidence is so mui h higher 
ainon,^ the poor is therefore of broad 
significance for understanding the social 
incidence of abuse 

C0N( IIJSION 

Our brief survey of the available data on 
the effects of unemployment, under 
employment and low pud employment 
reveals that there is a strong tendency for 
the downwardly mobile to direct their anger 
inward tohecomedepiessed, hostile towards 
their family and to withdraw from 
neighbours fnends. foimer workers This 
behaviour is aided and abetted by the major 
political parties themass media and acadnnic 
publicists who point to the inevitability of 
‘globalisation . the virtues of 'market 
competitiveness’ and the 'need' for labour 
flexibility, which presents the problem of 
the individual victim as the product of 
impersonal forces beyond her/his control 
Insofar as there is an absence of an ideology 
(and institutions to transmit it) which 
identi fies the negative outcomes as a product 
of corporate calculation based on class 


interests opposed to those of li^KHir, the 
downwardly mobile workers have as their 
only 'referenceRoups' theinmmediatecircle 
~ themselves, their families and their 
acquaintances Whatcvci aggressions and 
frustrations accumulate, they are deflected 
downward and inwaid rather than outward, 
as the wealth of data we have cited shows 
The problem of advocates for the 
downwardly mobile workers then is how to 
accompany’ the fall with channels of 
communications and ideology which creates 
new sites of activity outside of the home, 
provides activity in the extra timeframes for 
costructive action directed at the source 
That teaches famil v \ aluesof solidarity based 
on the common need to counter corporate abuse 
instead of domestic violence and child abuse 
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REVIEWS 


Interrogating Anthropology 

Mary E John 

Fictions of Feminist Ethnography by Kamala Viswcswaran, Oxford University 
Press, Delhi, 1996, pp xii + 205 Rs 145 First published in 1993 by the University 
of Minnesota Press, Minnesota 


KAMALA VISWESWAR AN’S book stands 
out as one of the more innovative and 
courageous efforts to deconstruct, it not 
undermine the disapline of anthropology 
by an insider The Uiok consists ol nine 
discrete essays loosely interconnected by 
virtue of their production at the conjuncture 
of anthropology, post-stnictiiralist theory 
and (eminism in the UvS In her introductory 
chapter Vtsweswaran nc knowledges that hci 
book IS largely aimed at North American 
audiences, even though she also expects to 
be read in south Asia Thebook smost obvious 
interest for an Indian readei (hut by no incan^ 
Its only one) lies in those essays which draw 
upon fieldwork expcnences during her project 
on Tamil women’s participation in Indian 
nationalism, a protect that i s not yet complete 
Taking my cue from Visweswaran s un 
certainties about shutiling between ciiltvrcs 
andhei belie (that ‘di'ic.entaudiencc< might 
requite dilferent loinis of wiitmg md 
theorising’(p II) thisresicwcxploicsthe 
signiticance ot her be ok lor an Indian 
audience 

As an ethnography that i' self t onsc ion .ly 
expenmentai Futim i of I <mim\l Fthno 
IfraphvdoL'i cons’dcrabi j more than p’-acticc 
the by now quite well known nd well worn) 
precepts of the cxpcinntntal turn in the 
discipline, which que stioncnl older assuinpt 
lonsof’wntingculturc Firsiolall according 
to Viswcswaran ihc much piocl iimc*d new 
ness (if experimental anthropology during 
the 198()s was something of i misjudgmem 
- a signilu ml number (it US women 
anthropologists have for instance, been 
working across genres employing modes ot 
fiction lutobiography andsoon.astarback 
as the carlici part ot this century Secondly, 
much of the tr idcmaik self reflexiviiy ol the 
newer appioac hes designed to inlernsgatc 
the ethnographic authoniy underwriting the 
ahilitv to represent o'her culhircs tor the west 
has too often scived instead to rcintorce this 
very authority While the lirst two chapteis 
ol Visweswaran s book arc c'ngagcd in 
retrieving marginalised anthropological 
voices (such as I ranr Boas first genctation 
of female students) for their relevant tcminist 
enuques of mainstream posiiivistic assumpt¬ 
ions, the remaining chapters are devoted to 
a demonstration ot the kind ol deconstructi ve 
method Viswrswaian has come to inhabit 


The titles ot some of the chapters - 
’Betrayal An Analysts in Three Acts’, 
'Refusing the Subject’, ‘Feminist 
Fthnoguphy as Failure’ - provide some 
indicaium perhaps, of the author’s special 
concern with the apparently less than 
successlul aspects of the ethnographic 
enierp use Negative expenenres in the field, 
that ate usually only taken to be failures that 
must subsequently be overcome, serve here 
a<' a kind of tout hstone, enabling the author 
to rctlcci on questions of form method, the 
status o( fiction and the posiiion of the 
anthropologist 'Deconstruction stands for 
the textual ability to undermine authority, 
by ac lively working with the problem of the 
effects of relations of power - whether 
between the investigatorand the investigated, 
among her inteiviewcres themselves, within 
the family or netween nationalist discourse 
and (he women it came to mtc-pcllatc 
Within our Indian context tnc carceis ot 
ocidl and cultural anthropology fwhethcr 
housed in the discipline of sociology or 
not) hisc engendered nothing akin to the 
tiuriv of questionings, simultaneously 
methodological and poliiical of which 
futions of Femmst Eihnogtaphv is an 
exemplar Nor ha vc feminist inroads into the 
discipline of anthropology here made any 
significant impact on its overall frames of 
rcteicnic or mcihcxls of inqutiy This is not 
the place to try and fathom such divergent 
lcgacK\ except to note in passing that a 
critique ol (he making of Indian anthropology 
and sociology is long overdue (My point 
IS not to show up Indian anthropology for 
being behind the times, but simply to wonder 
at the lonsidcrahle distance that continues 
lo separate thcdisc iplmc from (oniemporary 
experiences and issues) 

Sine e the author does not directly address 
the spcctficity oi the institutional field she 
1 ^ working witliin, we are left with the 
assumpti n that the overwhelming problem 
tor the new ethnography has to do with 
representing cultural difference For a 
feminist ethnographer this translates into the 
reality of the iatiure of sisterhood - the 
breakduwnot ’fabicsofrapport’ thesilences, 
betrayals and refusals lo speak In one of her 
chapters, Viswcswaran stages an account of 
an interview that failed, but the moral of this 
story IS not that the anthropologist will try 


and do better next time Instead, she draws 
suggestive contrasts and connections 
between ’fieldwork’ and ‘homework’ 
Expenences of failure in fieldwork appear 
to have sensitised Visweswaran to her taken- 
for-granted ‘home’ in the US, which, like 
most ethnographers, she had left behind in 
order to enter the Ticld' The US turns out 
to be a place neither she nor North American 
anthropology more generally have sufficiently 
reclaimed as a site for ethnographic investi¬ 
gation lor ‘homework As Visweswaran 
puts It, “home once interrogated is a place 
wc have never before been" (p 111) 

We thus get a remarkably imbneated 
account of the predicaments and complexities 
of contemporary US identity politics from 
the pcrspectivcof asecond generation Indian- 
Amencan of mixed parentage Much of its 
value lies in the way Visweswaran is able 
(o (ontextualisc and histoncise the making 
ot the Indian-Amcncan community within 
the deceptive multi culturalism'ot the US 
This lnclude^ NRI s indifference towards, 
if not erasure of, native American ‘Indians’, 
as well as the active promotion of conser¬ 
vative anti-aifirmative action lobbyists such 
asDinesliD Sou/a Thus the feminist ethno 
grapher’s purpose is hardly one of simply 
reclaiming an identity or a community 
My second genctation hyphenated identity 
IS formed in (he process of negotiating 
political atfinit) and alliances of coming to 
terms with whom I owe allegiance, and 
where my accountabilities lie, activating at 
times membership in Asian American and 
south Asian coalitional identities, at other 
times identification as woman of colour or 
Thud World woman’ (p 139) 

Since Viswcswaran’s overall concerns 
have to do with the possibilities and limits 
of reconstituting the home’ and the ‘field’ 
across cultures, how might one respond to 
her representational strategies regarding 
India, herleminist interventions witiiinTamil 
nationalism’’ 

One of the most important tasks she 
performs is to confound the expectations of 
her western audiences, eager for native 
voices and stones from the field Given the 
normative powei of western feminism, now 
ready to receive ‘Thud Woiid women’ in all 
their fascinating diffetence, Visweswaran’s 
multiple cautions are timely and necessary 
As Visweswaran underscores, western 
ethnographers, including feminist ones, not 
only have to unlearn their assumptions about 
gender.but must confront informants’ refusal 
to speak on cue into the tape recorder 
At the same time the strong emphasis on 
problems of failure in the field seems to 
place an overwhelming burden precisely on 
these expenences of failure, and on the 
particular women interviewed, such as 
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‘Uma*. ilaiuid\ ‘M‘. >MiBe I, for one, an . 
happy cee the category of experience 
rescued from ite predpitate gection by post- 
stnicturdist theory, its effective theorisation 
requires a mote active engagement with the 
relevant historical context of contemporary 
India and Tamil Nadu. The notion of 
‘conjuncturalism' offered in tiic book as a 
way of dealing with interactive global cultural 
processes does not quite address the site of 
fieldwork/homework in India as a socio¬ 
political location confiituted by intellectual 
and political engagements. There is some¬ 
thing abstract about the brief discussion of 
nationalism, the family and marriage that is 
offered; moreover, the very plausibility and 
ordinariness of the problems Visweswaran 
encountered get crowded out in the process. 

Thus, for instance, the fact that one of the 
women she interviewed, Uma, did not reveal 
to Visweswaran that she had been a child 
widow (which wa^ betrayed to the author 
by Uma's friend and co-nationalist Janaki) 
seems quite understandable, considering the 
over-determined status of the ‘widow’ ever 
since social reform movements produced 
her as the emblematic figure most m need 
of redemption. 1 am therefore unclear what 
to make of Visweswaran's claim that the 
family does not change during nationalism 
(p 57). In different parts of India - south 
and north - the family changed intensely, 
if under complex patriarchal and colonial 


THIS book contains a selection of essays on 
agrarian bisici 7 of colonial India, presented 
with a wcll-wntten introduction on the 
evolution of the discipline, and with a useful 
and comprehensive annotated bibliography. 
The essays themsel ves are taken from works 
well known in the field, and arc deservedly 
reprinted. 

Beyond a^shared concern in ‘com¬ 
mercialisation’ of agricullurc in a loose sense, 
there is little in common among the essays, 
as one can guess from the book’s generous 
ail-inclusive title. Some, in fact, are more 
about regiqns than about agriculture. The 
detailed themes include; rise of commodity 
production (B B Chaudhuri on Bengal, A 
Satyanarayana on coastal Andhra), pro¬ 
duction andexchange relations (Sugau Bose 
on Bengal,TC A Raghavan on central India, 
Shahid Amin on eastern UP sugarcane), 
migrant labour (Crispin Bates on central 
India), and explanationsof eco-nomic growth 
or stagnation (Eric Stokes on UP, Vasant 


conditions thiaf precluded 'auRmomous 
struggje'by women. (Forinstance, the break¬ 
up and transformation of the Namboodiri- 
Nair alliance in Kerala under the pressures, 
amongst other things, of the natiunalist 
ideology of conjugality, may not even be the 
most dramatic historical example one could 
cite.) Given the crucial importance of 
regional, as well as caste/class/gcndcr 
difference (which is another way of saying 
that the very shape caste, class and gender 
issues take are fundamentally affected by 
regional considerations), one must also pause 
before applying an essay such as Panha 
Chaiterjee's ‘Nationalist Resolution of the 
Women’s Question’ without any mediations; 
Can an analysis of I9fh century Bengal 
speak directly to 20lli cnitury Tamil Nadu? 

1 have raised these doubts in order to point 
ahead to the fuller exploration of questions 
of the family, marriage, social refortn and 
agency for women during Tamil nationalism 
that Visweswaran's present book leads us 
to expect. Having overturned the orthodox 
anthropological requirement of wnting a 
monograph before venturing into the essay, 
there is no telling just what may iic in store, 
when so much of the western ethnographic 
structure has broken down. Given 
Viswc.swaran's accountability to multiple 
audiences, and her recognition that such an 
accountability may require different 
acecounts, we are not likely to bedtsappointed. 


Kaiwar on Bombay Presidency. Ian Sione 
on UP, and partly Satyanarayana). Smne ol 
the articles, to be taken up next, can only 
be discus.sed individually. 

Chaudhun'.s workrui Bengal is too I ami liar 
to need any introduction. Hic ailicic hcie 
describe.s the progress of commercialisation 
crop by crop, and .-ihows how local factors 
interacted with the nvure rapidly changing 
macro-economic conditions aiding expoits. 
Satyanarayana’s research on coastal Andhra 
is similar in spirit, but covers a wider range 
of activities connected with agriculture. Bnsi’ 
and Raghavan deal with class structuic. 
Disputing the celebrated 'jotedar thesis', 
proposed by Rajat and Ratna Ray. wbicn 
generalised for colonial Bengal an organisat¬ 
ion dominated by ‘village-controlling rich 
farmers’, Bose distinguishes three types of 
organisations; the jotedar-sharecropper 
complex of north Bengal, peasant small¬ 
holding of eastern Bengal, and small-holding 
with demesne labour in central Bengal. This 


typolo^ is used to clarify regional politicai 
configurations. Raghavan shows th« in the 
Narmada valley, commercialisation and 
redermed property rights generated three 
tendencies, dominance of the ‘malguzars’, 
though the iastruments of control evolved; 
struggle over rents and rights of occupancy 
tenants; and vulnerability of peasants 
operating on iasecure rights, poorer soil, and 
perpetual indebtedness. Bates studies one 
source of central Indian commercialisation, 
“the presence of backward reserves of cheap 
grain and laboui-” (p 367), mainly migrant 
labour from Chhattisgarh. They were 
‘overexploited’ in the malguzar-dominated 
wheat area, and somewhat hetier-otT in die 
cotton areas of Bcrar, but in cither case, came 
from “a tribal form of economy which in 
itself acted as an obstacle to the penetration 
of capital" (p 348). Amin examines 
‘ dimensions of dependence” in eastern UP 
sugar milling in the 1930$ - polarity of 
interests between canc-growers and mills, 
and nialtrcatmem of the funner by the latter. 
Tlic unbalanced bargaining “stemmed from 
condition.s specific to the region - a 
cunse(.]ucnce of peasant dependence which 
had now acquired a new dimension through 
the growth of .sugar mtlls" (p 25o). 

All the remaining essays of the volume 
can be discussed together, because they 
•uliiicss, implicitly or explicitly, a single 
i|ucstion ot broad and iiitci-disciplinary 
iiUerc:si. The qutstion can be phrased as. 
When does commercialisation enable 
devolopm^iii ? II ‘development’ is defined 
us sustained i ise in productivity, it is identical, 
at Ica.si 111 tile long run, with high or rising 
rulc.s of investment in land Analytically, 
two types of explanations arc possible for 
under investmcot m land; (I) dominance of 
mm-profit iricome.s - leni, tnbiiteor interest 
- over profits, a situation altiibutabledirectly 
to power-relations, but perhaps 
fuiidainentally. In sheer .scarcity of land and 
capital relative to tillers; and (2) inadequate 
state intcivention in extending supply of 
siMree re.soui ee^ - formal credit, water which 
cun augment land, knowledge and skills 
which equip and empower labour, etc. 

Within this framework, several lines of 
reasoning can occur to explain why 
commerce did not necessarily generate 
development m colonial India. I shall deal 
with th:ec of these, land-scarcity, credit- 
scarcity, and mfrastructuic-scarcity. 

Eric .Stu'i;es' essay contrasts eastern and 
wTstcin UP primarily in terms of 
demographic situations which gave rise, in 
the poorer cast, to early land-scarcity and 
stronger icnt ier relations. Cunously, the .study 
no more than ca.sually mentions the fact that 
western UP recciv^ much greater land- 
augmenting public investment. Kaiwar too 
stresses population density as a factor in 
western India's regression from prosperity 
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to stagnation, but goes one step further, and 
attributes high-fertility demographic regime 
to social practices enabling easy access to 
subsistence Population recurs also in Bose’s 
account of the eastern Bengal peasant, 
“weighed down by scarcity of land" {p 301). 

Kaiwar argues that most other theones of 
undcr-investment that preceded him - 
shortage of capital, or proximity to the 
techrucal frontier at given private resources 
- arc wrong. He does not, in my view, 
succeed in this entique. Kaiwai's own data 
do not disprove that capital was .scarce, but 
suggests that it was scarce only in regions 
where risks to lenders were great. In general, 
and as one would expect, credit-supply was 
positively correlated with prospects of return 
over risks acrossspaceanduvertime. The point 
he misses is that high rhk was endemic in 
Indian agriculture, and so too, therefore, was 
high costand small quantity of credit supplied. 
On the technical barrier. Kaiwar points out 
that in theory it was possible to raise yield by 
changing practices. Maybe, but since it is not 
shown whether these changes were cost- 
neutral or not. one wonders whether capital 
wasn't the main reason why such changes 
did not happen widely. If anything, the 
belief that capital was scarce appears stronger 
after his critique, pending more careful 
analysis. 


Tlie few ii»t«nces of actual devdopmeit 
show how important infrastructure, 
especially cheap commonly-shared water, 
could be a.s a positive stimulus. On canal 
irrigation in northen India, E Whitcombe's 
sceptical asses.sment has been influential. 
While the scepticism may be well-founded, 
a possible implication of her study, that the 
canals weic on the balance harmful to the 
cultivators, is so absurdly counter-intuitive, 
that the issue demanded further probing. 
Stone offers a more credible judgment. He 
argues that m the Upper Doab, canals did 
in fact have the expected positive effects: 
shift to higher-valued crops, increased area 
and yield, lowering of risks, higher labour- 
demand, and better food-security. 
Satyanarayanailiustrates forcoastal Andhra, 
not only the positive specialisation-effects 
of canals, but also the general stimulation 
to commerce and industry that followed in 
the wake of a broad-based infrastructural 
development of which canals were a part. 

Let me state more generally the important 
conclusion common to these aiticles, implicit 
in each one of them, and ignored in the 
editonalimroduction. Itis, public investment 
mattered, above all. It is strange that, 
invanably, the essays go about the task of 
explaining the connection between com¬ 
mercialisation and underdevelopment by 


meUascd'esKmially local variables, widnut 
pausing to ask- how consequential was the 
colonial state us an investor in common 
assets, by the standards of British practices 
in other colonies, and of developing 
economies elsewhere'? My impression, 
indirectly confirmed by the essays, is that 
the British Indian government created so 
little public goods and productive assets, 
and especially little in rural India, that it is 
unnecessary to look for any other cause of 
the region's poverty and underdevelopment 
by 1947.1 may be wrong, but at any rate 
appropriate standards and informed positions 
on the role of the state are necessary before 
as.sessment of any local changes can made. 

The preceding criticism suggests what is 
not right with the volume. It docs reflect 
scholarship, as it is meant to, but does it 
passively. The discipline is sufficiently 
evolved to have enabled a volume focused 
upon a set of narrowly defined questions, 
instead, what we have is a rather arbitrary 
collection - the same title, introduction and 
bibliography could well have accommodated 
different combinations of authors and aiticles. 
Having said that, one must acknowledge thaC 
a gtoup of individually important wuiks 
reprinted together always rcpre.sents a useful 
tcaching-aid lor (he protcssiun, and this 
volume is no exception 
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SPECIAL ARTICLES 


Budgetary Policy and Economic Growth 

Errol D’Souza 

The share of capital expenditures in government expenditures has been slipping and the tax reforms have not yet 
improved the income elasticity of the tax system. In order to keep the economy on a high growth path direct measures 
to boost savings and public investment are required, both of which measures require a new thrust to economic policy 
management that is missing in the budget. 


1 

THE motto of the United Front government, 
according to the finance minister is growth 
with social justice. Moreover, growth is 
seen as a precondition for social Justice 
because "unless the country’s GDP grows 
at over 7 per cent per year in the next 10 
years, we will not be able to abolish poverty 
and unemployment” (budget speech). The 
problem in keeping growth going is two¬ 
fold. First, "we cannot sustain a 7 per cent 
growth unless we can revitalise - 
infrastructure sectors” (budget speech). 
Second, "the biggest challenge that we face 
is the fiscal challenge” (budget speech). To 
tackle the fiscal challenge the strategy 
pro|)osed has two planks - to raise more 
revenues together with establishing acredibic 
public expenditure management policy. It is 
with this emphasis on growth that this article 
IS concerned. Given the preoccupation with 
growth we ask how tax reforms - the only 
area of reforms that has been cumpre- 
hcnsi vely implemented in successive budgets 
and which has generated a large consensus 
- given the cuirent economic conjuncture 
can contribute to promoting this objective 
and what sort of supporting policy measures 
can be of help in this regard. We review the 
expenditure and revenue patterns during the 
reforms period and some of the specific 
budgetary proposals this year before 
analysing the impact of tax reforms on 
economic growth. 

The scenario on the expenditure front has 
deteriorated over the years. The Tax Reforms 
Committee had .stres.sed that control over the 
growth of public expenditure is a prerequisite 
for the success of tax reforms and there has 
been a marginal attempt to rein in die growth 
of expenditures. The trend growth rate of 
central government expenditure during 
1985-86to 1990-91 ithe pre-reforms period) 
for instance was 13.66 per cent and from 
1990-91 to 1995-96 (the reforms period) 
this has fallen to 11.45 per cent. However, 
it is the composition of these expenditures 
which is proving to be a constraint on the 
management of fiscal policy and the 
expenditure management and Reforms 
Commission proposed to be set up wilt have 
todeal with tl^ harder issues in die interests 


of the promotion of fiscal stability. Current 
transfer payments (interest, subsidies, etc) 
averaged 30.11 per cent of total central 
government expenditures in thepre-reforn: 
period. In the reforms period this component 
of expenditures has mushroomed with the 
figures being 35.88 per cent in 1990-91 
and 40.55 per cent budgeted for 1996-97 
(Table 1). Similarly, consumption expendi¬ 
tures as a proportion of central government 
expenditures which had averaged 36.94 per 
cent in the pre-reforms (iciiod have in¬ 
creased from 33.94 per cent in 1990-91 to 
a budgeted 38.96 per cent in 1996-97. The 
increase in transfer payments and consump¬ 
tion expenditures has been at the co.st of 
capital expenditures which is the growth 
promoting component of government 
expenditure. 

Capital expenditures' as a proportion ol 
central govcrnmciii expenditures had 
averaged 32.62 per cent in the pre-retoim.s 
period and declined sliarjily from 30.18 (»er 
cent in 1990-91 to a budgeted 20 49 per cent 
in 1996-97. To gel growth going, transfer 
payments and consumption ex[>enditures will 
have to be reined in so as to make the uind.<- 
availablc for capital expe.nditurc’i. As intciest 
payments arc a major pait of tiansfcr 
payments - they amount to 72.28 pci cent 
of transfer payments in 1996-9/ - the bite 
will have to be centred on .subsidies and 
grants to states in order to curtail this 
component. 'fTiis confiicts with the objective 
of the United I’roiu goventmeni to tiaiister 
more issources to the state.* and to help 
vulnerable sections of the population. 
Similarly, nio.-t ol the increa.se .ii con- 
.sumption expenditures in 1996-97 comes 
from pn> visions for likely revisions of salaries 
and pensionary benefits (by Rs 4.(X)0 cioic 
over last year) and the National Prugranimc 
ol Nutritional Support to Primary Education 
(Rs 788.21 ciore over last year), both of 
which do not give scope for reductions. It 
is no wonder then that the finance minister 
has taken the .step of postponing a decision 
on this important matter with the hope that 
the Expenditure Commission will be able to 
build a consensus on the matter. It is easier, 
however, to have consensus on taxation when 
all tax rates are to be reduced and so in 
absolute terms everybody gains. When not 


all expenditures arc to be reduced, however, 
some interest that is represented in the agenda 
of a political party will not be promoted and 
the resisiance this generates will make it 
hard to attain coiLseiisus. With a coalition 
ul poiilical parties sharing power the veto 
is a more credible blocking strategy when 
some interest i.s threatened and that makes 
expenditure compression much more 
Jifficuit. It seems then that expenditure 
inanagcmcni in a way that will promote the 
capital expenditures of government will not 
be forthcoming. 

The tinance minister reali.ses this and so 
has resorted to the strategy of making funds 
available forcaiiital expenditures, especially 
iiifi asiniclurc, through raising more resources 
and attempting to gamer c.xtra-budgetary 
support ratlicr than through expenditure 
manageiiicnt. I'lsturther this a 2 per cent 
speci-il customs duty on imports has been 
profxisfd which is expected to rai.se Rs I .fiOO 
('r(•rc in the current year and this money will 
be used for iiitrastructuie development. At 
tlie inaigin this measure will raise the price 
of imported inputs and reduce the 
competitiveness ol Indian industry. To the 
extent, however, that the resources .so raised 
increase snl'rastructuic investment and this 
crowds in private investment and improves 
the cost cfliciency of production, the 
escalation in input costs will be neutralised. 
Second, :m infiustruclurc development 
fmance i-oinpany is to be established with 
ail auihorised capital of Rs 5,000 crore (the 
largest investmcn'. in a publicscclorcompany 
since the reforms period) with contributions 
‘'rom the tinaiice ministry. RBI, and iinanc.al 
institutions. 1'hird, Rs 2(X) crote has been 
set aside lor the National Highways Authority 
for building and maintaining national 
highways. This comes at a time when the 
capital ex|)enditurc on roads and bridges had 
declined in ihc last year. Financial provisions 
have beciv made for irrigation, soil 
conservation and watershed management in 
the agricultural sector. The fourth measure 
is an indirect measure in that it gives no 
direct resources to Ihc government but 
provides an incentive to the private sector 
to invest in infrastructure through tax rebates 
on the proceeds from investments in equity 
shares and debentures that are used to create 
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mew infrastnicture facitiues. or to getwrate 
or dutnbute power India spent much less 
.isaproponion of GDP than other developing 
countnes in the l9K0s on infrastrui'urr 
investment and the evidence is strong that 
intrastructure investment crowds-in pnvate 
investment (Serven 1996] The impart of 
these measures should therefore he 
favourable in improving the resource 
allocation towards in vestment expenditures 
On the revenue side of the budget there 
have been wide-iaiiging cuts in customs and 
excise in the spirit ot continuing the tax 
reforms Ihe share oi direct taxes in the 
centre’s tax revenues has incieascd from 
15 86 per cent in 1990-91 to a budgeted 
26 19 per cent in 1996-97 Thisisasigmficant 
increase from the average of 16 39 jier cent 
in the pre-rctorms penod Fhe t.otpuratiun 
tax has shown buoyancy being 12 41 per 
cento! thccentre’s net tax revenue in 1990 
91 and increasing to a budgeted 19 67 per 
cent in 1996-97 (Table 1) Similailv the 
income tax share has improved item 2 91 
percent in 1990-91 to 5 07 percent in 1996- 
97 The increased share ot direct taxes has 
however not compensated tor the tali in 
indirecttaxrevcnuesandthcs'iarc otccntie s 
net tax revenue m GDH wine h averaged 8 29 
percent m(hepre r<*tormsperiod Icll to 7 52 
per cent in the rctorms period (lable 2) 
Hence the endcasour ot the fax Ketornis 
Committee to enh.uii c the income elasticity 
of the tax system has not m iti.naliscd as ytt 
It IS notewonliv that customs duties which 
had come down from 48 01 per cent ol the 
centre s tax revenues in 1990 91 lo <9 71 
per cent in 1994 95 aic budgeted to go up 
to45 77pcitentm iW6 97 and this mere asecl 
reliance on customs (due to higher imports 
and the depreciating rufice) is reducing the 
contributions ot the two major direc t taxes 
- the corporation tax and the income t ix 
(Tabic 2) It IS a well known result in fiscal 
theory that indued taxes exert a grcalei 
deflationary imp id on the econon'y than do 
equal yiclciing direct tixcs JPesion 1971 
D’Soura 19%) and so this diitt in the 
substitution of direct laxes by customs duties 
has negative implications tor giowth 
This budget has halvid the suaharge on 
corporate tax - a measure that will benefit 
all companies - but in an attempt to reduce 
the “laxity tn the lax 'ystem has iniroduc ed 
a ‘minimum alternac tax iMAT) The 
tinance tnimsler instead ot dirctdv tackling 
this laxity which enables v ompames to avoid 
paying taxes by using the mvcslmcnt 
exemptions and dcprecijtiun allowances in 
the tax code has sought to indirectly icsolve 
the problem by intioJucing the MAT Many 
zero tax paying con , antes (Reliance SAIL 
Tisco) had earlier capitalised mdctiniielv on 
unabsoibed depreciuion Sv cairying it 
forward and setting it otf against future 
income and this provision has been now 


plugged Prim* fteie it serins tbit equity iM» 
been promoted in the sense that thm is no 
discrimination that allows a distinction 
between corpoiations that pay and (hose that 
don't pay taxes Economic thinking on the 
matter is a little more sophisticated The 
general equilibrium impact following 
Harberger (l%2) results in capital in the 
industry newly taxed now having to cover 
the costs ol tltt. tax as well as [irovide a return 
to the owners ot capital ’Dus results in a nse 
in the relative priv c ot the industry along with 
a fall in its output and an outflow of capital 
tiom the industry The wage rate falls (rises) 
|t demand lor the industiv s output is price 
clastic (inelastic) and (actor substitution in 
the industry is inelastic (elas'it) It is quite 
possible then that labour will hear a greater 
share ot the burden than otherwise would be 
the case and tins is inequitable 
Some ot the impact ot the introduc Don ot 
the M AI w ill be offset by other tax reductions 
like the hal ving of the corporate tax sui c harge 
The tax on long-term capital gains tor 
dome tic companies has been reduced from 
30 per cent to 20 per cent, bringing it into 
line with the tax on loreign coiiipantes 
Customs dunes on chemicals inoials, 
plastics, electronic and telecom ‘quipmcnt, 
edible oils allopathic medic iiw ind vam 
have been reduced Moreover ova the next 
two ycais the number ot excise duty rates 
will be reduced from eleven to four and a 
system ol sell i scssment tor the levy of 
excise duty has been intiodu'cd In terms 
of giowih impact thectlectol MAl depends 
on the literiiativc uses of funds ( apital in 
(lie tonnci zero tax enmpanit s now has lo 
make pros "■ ions tor MAT which will transfer 
resources to the gov emment instead ot being 
used to turther capital accumul ition within 
the firm lo the extent that these lescnirccs 
are used by the government I or in ti asi i ucture 
investments that directly promote pnvate 
investment or to icducc the fiscal deliat 
which indiicctly raisi*s investment through 
a reduction in interest rates the impact will 


be growth promoting provided such 
investments in absolute terms can more than 
substitute for those which were undertaken 
by fundsprovidedasaresult of the investment 
provisions and depreciation allowances that 
were earlier not diverted to MAT 
The amendment to the Compames Aa of 
1956 in order to permit non-voting shares 
up to 25 per cent of the issued equity capital 
will create obstacles to the natural 
evolutionary processof the growth anddecay 
oi fii ms fhe idea that takeovers ot domestic 
firms should be constrained ignores the role 
ot takeovcis m an era of slow growth which 
cal Is tor the radical restructuring ot industnes 
so as tc) enhance productivity Takeovers 
often do the job of revamping old production 
practices and management sUategics that are 
no longer vi iblc and that too in an orderly 
mannei raiher tlian through the costly exit 
ot the finn as it gradually decays in a 
coiniietitivecnviionment More importantly 
hoAever, such a legislation implicitly and 
iaisely assume^ that the board of directors 
of a company is altruistically motivated and 
always acts in the interests of shaieholdcrs 
and ni ver to I refers t the interests ol managers 
or their own positions as board members 
It also doe. not app eciate that the essence 
ot the anangement between i pnncipal 
(stockholJer) and an agent (managers and 
board oi ditcctuis) i, that the tomier hue 
the latter to take vnmc actions on his or hci 
bchall Hie essence of this conn act is the 
CO opctalive arrangement between the 
principal and agent whcichy the piiticipal 
retains contiol rights over the tirni but 
delegates a wide range ot decision right 
regarding pioduction the Innng ol labour, 
etc, to the agent The non voUng share negates 
this beoelil of >pccialisaUon by effectively 
passing on control rights as well to the agent 
who lo the extent he is not altrut' iic w ill not 
promote the interests ot the pnncipal Agents 
would use this instrument to insulate 
themselves from the discipline ot the outside 
market tor control at the expense ct the 


Tabu I 11 osomk Ci assiiic mion of Cfnixal Govfrnmlni Fmihi itui>i^ 

(Ht crore) 



1990 91 

1991 92 

1992 91 

!991 94 

1994 95 

1995 9o 
(RL) 

1996 97 
(BE) 

Cunent transfer payments 

Vim 

429)7 

45847 

51976 

59465 

71972 

81007 


Ol 88) 

(38 52) 

(1719) 

(16 64) 

(1699) 

(39 55) 

V40 55) 

Capital expinditures 

S17X'' 

29122 

29916 

11482 

18658 

18^48 

41919 


(1018) 

(26 14) 

(24 40) 

(2160) 

(24 05) 

(21 13) 

(20 49) 

Consumption Fspenditurcs 

15719 

19175 

46855 

56195 

62616 

71549 

79751 


(1194) 

(15 14) 

08 21) 

(19 76) 

(18 96) 

09 32) 

(18 96) 

Total govi.mnK A cxiwndituie 

105298 

II14I4 

122618 

141851 

1607)9 

181969 

204697 

Net centre s t,ix revenue 

42978 

50069 

54044 

51449 

67454 

81088 

95002 

Nun tax revenues 

11976 

15962 

20084 

22004 

21629 

29103 

13035 

Kecuvery ol loons 

5712 

6021 

6156 

6191 

6145 

7411 

7048 

Disinvcstnunt ut equity 


1018 

1961 

-48 

5607 

357 

5000 

Fiscal detail 

44632 

16124 

40171 

60257 

57704 

64010 

64612 


Note\ Figures in brockeu are peieeniagcs to total government expenditures issues of bonus shares 
are ircait J as reductions in capital expendiiuRs 
idurif Bu Jget Dueumenw 1996 97 
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fhar^kfati df the fiitn and'this has a 
negative impaet on the efficiency of the 
economy. Most importantly it violates the 
fundamental basis of the contract between 
a principal and agent by giving to the agent 
the right which properly belongs to the 
principal - i e. the right to change the control 
aspect of the contract by preventing the right 
of the principal (stockholder) from firing the 
agent. This raises a barrier in the efficiency 
of the contract between shareholders and 
managements with negative consequences 
for growth. 

Non-voting shares will also allowadilution 
of the norm in certain areas of economic 
activity whereby foreign firms’ equity 
participation is limited. Currently foreign 
firms are restricted to keep their equity up 
to 50 per cent in the mining sector and 49 
per cent in the telecom sector. Foreign 
financial institutions are allowed 75 per cent 
foreign equity with a condition that this 
equity should be at least $ 5 million and so 
with the introduction of 25 per cent non¬ 
voting shares foreign financial service 
companies will be given dc facto control 
over the firm. Several foreign firms have 
been claiming that they find it difllcult to 
locate Indian partners with whom they can 
participate in their proposed ventures hcrc.^ 
What foreign firms have in essence been 
claiming is that there are transaction costs 
to entering into a contract which locks them 
into a relationship with Indian firms a.^ such 
contracts by their very nature are incomplete 
and leave out many contingencies. TTicre 
are four types of costs a.s.sociatcd with long¬ 
term contracting [Hart ana Holmstrom 1987]: 
(1) the costs of anticipating the various 
eventualities that may occur. (2) the cost of 
deciding and reaching agreement on how to 
deal with such eventualities, (3) the cost of 
writing the contract in a way that is 
sufficiently clear to be enforceable, and 
(4) the legal cost of enforcement. When 
contracting costs are high and long-term 
contracts are difficult. Hart and Moore (1990) 
show that efficiency is .sensitive to who 
owns the physical assets that are used in 
production - specifically, complementary 
as.sets such as organisational styles of 
functioning as regards the co-ordination of 
production activities and the means of 
production should be owned together. The 
government should thus do away with the 
insistence on joint ventures vonce of course 
the desirability of foreign investment has 
been established) and instead regulate foreign 
firms ill terms of their exports, minimum set¬ 
up equity, etc, and not facilitate their entry 
through the policy of non-voting shares. 

U 

The finance minister believes that the 
“economy is on a high growth curve” and 
that in order to remain oii that curve we need 


mwe reforms andnot less. TheDisinvestment 
Commission has been .set up, an expert 
committee to rewrite the Income-Tax Act of 
1961 has been announced, an Expenditure 
Management and Reforms Commission will 
soon be announced as well as a committee 
to rewrite the Companies Act. 1956, a 
discussion paper on subsidies will be 
presented soon, and details of a restructured 
PDS will be announced soon. Meanwhile 
this budget has continued the policy of wide- 
ranging cuts in customs and exci.se duties 
with the aim of furthering lax reforms - the 
reforms that the previous government will 
be remembered for. The tax reforms arc 
intended to subscribe to the objective of 
reactivating investment and thus getting the 
economy on to a higher growth path through 
the following mechanism. The impact of the 
reductions i n cu.stoms and excise duties would 
be to reduce the atler-tox prices of a whole 
range of commodities and that would bring 
down inflation. With these declining prices 
ex pons would become more compet iti vc and 
foreign demand would increase and in the 
home market a.s well consumers would benefit 
from the reduced prices and be induced to 
increa.se domestic demand. Hiis would not 
only increa.se capacity utilisation, but entre¬ 
preneurs noting the pick-up in demand would 
invest more in capital goods by the workings 
of the mechanism of an accelerator process. 
The cut in taxc.s thus kills two birds 
simultaneously - inflation and unemployment. 
Moreover various other measures, like 
reducing the tariffs on capital goods imports, 
allowing finns to take credit for excises paid 
on purchases of equipment, and unifying and 
reducing the tax on corporate incomes, were 
i mplemenled to reduce the u.ser cost of capit al 
and directly boost investment. 


In ordeiv to ilnderstand what conthtions 
makeitpossible for tax reforms to contribute 
to growth we use a simple rnacnveconomic 
model. The government has three target 
variables - the level of output, the price 
level, and the balance of trade surplus. Given 
the debate and the lack of agreement about 
the luisignment pattern of policy instruments 
to various targets and the trade-offs between 
the.se targets in developing countries [Ross 
1988], we concentrate on those ainditions 
where none of the targets are fully satisfied. 
This less demanding method has the 
advantage of generality as various schools 
of thought can be accommodated within its 
ambit. Whatever values the government 
chooses for the three above-mentioned target 
variables, the following goods market 
equilibrium must hold for the economy: 

SfV) + T{Y.t) = l(r.g.Y) + G(Y) + B(P.Y) 

...( 1 ) 

where, 

0<S^< 1; T^. T,>0; I,<0: 1^>0; I^>0; 

Gy<0; B^, Bp<(). 

Savings (S) is a positive function of 
disposable income, Y'*. where Y'' = Y - T. 
As the movements in the interest rate in India 
are sluggish, and intcre.st rates in theorganised 
sector of the money market are generally 
sticky 1 Pandit 1991], the rate of interest has 
no impact on the magnitude of savings which 
is determined mainly by dispo.sable. income.' 
Wc postulate total tax revenue (T) to rise 
with increases in aggregate output (Y) and 
an index of tax rates (t). Investment (I) 
depends negatively on the real rate of interest 
(r), and positively on aggregate output (Y) 
and government capital expenditures (g). 
Government expenditure (G) which is 


Table 2: Trends in Revenues of Central Govebnmfjvt 

(Rs crtirr) 



1990-91 

1991-92 

1992-93 

1993-94 

1994-95 

1995-96 

(RE) 

1996-97 

(BE) 

Corporation tax 

ms 

7853 

8899 

10060 

13822 

162.50 

18688 


(12.41) 

(1.5.68) 

(16.47) 

(18 82) 

(2049) 

(20 04) 

(19 67) 

Income tax 

1250 

1627 

1831 

1.355 

3468 

3812 

4819 


(2.91) 

(3.25) 

(3.39) 

(2.54) 

(.5.14) 

(4 70) 

(5.07) 

Customs 

20644 

22257 

23776 

22193 

26789 

35352 

4.3485 


(48.03) 

(44.45) 

(43.99) 

(41 52) 

(.39.71) 

(43.60) 

(45.77) 

Union excise duties 

14100 

16017 

16367 

17224 

21064 

2.3022 

24697 


(32.81) 

(31.99) 

(30.28) 

(32.23) 

(31.23) 

(28. <9) 

(2600) 

Net centre’s tax revenue 

42978 

50069 

54044 

53449 

67454 

81088 

95002 

Total direct uxes 

6818 

lOlOO 

11923 

12.301 

18211 

21062 

24877 


(1.5.86) 

(20.17) 

(22.06) 

(23.01) 

(27.00) 

(25 97) 

(26.19) 

Non-Uix revenues 

11976 

l.5%2 

20084 

22004 

23629 

29103 

33035 

GDP at market prices 

535.5.34 

616799 

705328 

801032 

94.5615 

1084915* 

1245320* 

Central government 
expenditure 

105298 

111412 

122618 

141853 

160739 

181969 

204697 

Total direct raxes/GDP 

1.27 

1.64 

1.69 

1.54 

1.93 

1.94 

2.00 

Net centre's tax 
revenue/GDP 

8.03 

8.12 ■ 

7.68 

6.67 

7.13 

7.47 

7.63 


Nines: Figures in brackets are percentages to net centre’s tax revenue. 

* These figures arc calculated from the fiscal deficit/GDP ratios in the Budget documents. 
Simn'e: Budget Documents, 1996-97. 
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dMR|)es.iRftaboniMfndii-iiifladaiiluntn 
move togeiher. 

To study the effect of lax ciiu on the taifet 
variables identified - the price level, the 
balance of trade, and the level of output - 
we construct iso-piioe, Iso-balance-of-trade 
and iso-output lines in (r4 ) space which 
dqiict constant levds of the target variables. 
To do so we totally differentiate equations 
(1) and (2) and solve for dP and dY. To 
dtfive the iso-output equation we then set 
dY s 0 and obtain 


dr 

dt 


T.(l-S^)-B^ . 

I. 


<0 


...(3) 


The reason for the downward slope of the 
iso-output curves is easy to see. A ruction 
of tax rates has two effects. One is that it 
increases disposable income and hence the 
consumption expenditure that stimulates 


negatively related to output* has two 
components. Government consumption 
expenditure (c) is a fraction of total 
government spending and equals (1- a)G. 
Government investment expenditure (g) 
equals oG. Most tests for India show that 
public investmeiu (especially infrastructure 
investment) crowds-in privme investment. 
Hence, an increase in public investment 
expenditure (g) increases private investment. 
The bidance of hade (B) is just exports 
minus imports measured in units of the 
domestic good and is related negatively to 
the domestic pace level (P) and total output.’ 

The price level of the economy (P) obtains 
from the following general relationship;* 

P « P(Y.t) ...(2) 

where, Py, P, > 0. 

There are many ways in which the positive 
relationship between output and the price 
level can be justified. One standard argument 
is that if money wages are sticky and 
diminishing returns to variable factors 
prevails, any increase in output will result 
in a rise in the price level. On the other hand, 
if there IS an increase in output that is 
accompanied by the slack in the labour market 
tightemng, the bargaining power of labour 
improves which translates into demands for 
higher money wages that get passed on as 
higher pnees as in a conflicting claims theory 
'if inflation [Rowthoro 1977; Patnaik 1986; 
l^timar 1986]. 

3)iat taxes have price-inflating effects is 
the n-)tion captured by the derivative P^. 
Again there arc several well known 
mechamgins at work here. Increases in 
indirect t axes are known to have an immediate 
cost-pus)} effect on prices. Also, increases 
in either (|,tect or indirect taxes may lead 
to wageietahation as income earners attempt 
to re-esti,blish their relative income earning 
parities (oemberg 1974, Hicks 1973; Kumar 


1983; D'Souza 1992) Yet another 
mechanism is that proposed by Mankiw 
(1987) who posits two revenue sources to 
finance government expenditures - the 
inflation tax and tax rates on output. Both 
taxes are distortionary and impose a welfare 
cost that tsincreasmg on their ratesof taxation 
and so at the optimum the marginal cost of 
each tax has to be equated m eveiy period. 


demand. The other effect is of a reduction 
in the price level through (2) which makes 
exports more comp^iti ve and boosts foreign 
demand whilst increasing the surplus in the 
balance of trade. However, a reduction, in 
tax rates must be accompanied by a rise in 
interest rates in order for the same level of 
output to prevail and that entails a reduction 
in investment which causes the iso-output 


Tasu 3' Oaoss Domestic Savinos and Investment 

(Rs ftvrg) 


1988-89 I989-9(X> l990-9iP I99I-92P I992-93P 1993-94P 1994-9ST 


Household sector 

68200 

82313 

106276 

109269 

118704 

139146 

178696 

Per cent of GDP 

17 23 

18.06 

19 84 

17.72 

16 83 

17.37 

18.90 

Financial assets (net) 

27132 

37214 

46353 

62049 

39328 

86131 

105302 

Per cent of GDP 
«/ which 

Currency and 

6.86 

8.15 

8.66 

10.06 

8.41 

1073 

II 14 

bank deposits (net) 

7567 

12398 

14371 

22446 

20284 

33453 

47365 

Non-bank deposits and 

[27 89] 

[33.83] 

[31.00] 

[3617] 

[3419] 

[38.84] 

[44.98] 

trade debt (net) 

1023 

-2.33 

-513 

-24 

661 

3286 

4302 

Net claims on 

(3.771 

[-0.63] 

[-l.ll] 

(-0.041 

[111] 

[614] 

[4.09] 

government 

3004 

6026 

7331 

4420 

3508 

6038 

10074 


[1844] 

(16 19] 

[15.82] 

(7121 

[5.91] 

(7.011 

(9 57] 

Other contnctual savings 

13338 

18823 

25166 

35207 

34875 

41354 

43561 


[49 90] 

[5058} 

[3429] 

[»741 

[3878] 

[48.01] 

[41.37] 

Physical assets 

41068 

45299 

39923 

47220 

59376 

53015 

73394 

Per cent of GDP 

10 38 

992 

11.19 

766 

842 

6.62 

776 

Private corporate sector 

8319 

11630 

14940 

19490 

19841 

27666 

35966 

Per cent of GDP 

2.10 

2.33 

2.79 

3 16 

2.81 

3.45 

3.80 

Public sector 

8101 

7423 

5436 

11888 

10820 

4372 

13986 

Per cent of GDP 

2.05 

i.62 

1.02 

1.93 

1.33 

0.35 

169 

Gross Domesdc Savingi 

84620 

101586 

126652 

140647 

149365 

171184 

230648 

Per cent of GDP 

Ner inflow of foreign 

21.38 

22.24 

23.63 

2280 

21 18 

2137 

24.39 

resources 

10931 

13005 

17959 

3678 

14063 

2149 

8493 

Aggregate Investment 

95351 

114591 

I446II 

144325 

163428 

173333 

239141 

Per cent of GDP 

Gross Domestic 

24.14 

25.08 

27.00 

23 40 

23 17 

21.64 

25.29 

Product 

395782 

456821 

535534 

616799 

705328 

801032 

94S6IS 


Nates- P. Provisional Esdmale. 

T: Teiuauve Estimate. 

Figures in square brackets an shares of Net Household Financial Asset savings. 
Source Report on Currency wuiFuiam,e,tUiU 1994-93. 
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curve to have a negative slope. As for a fixed 
value of t smaller values of r will result in 
highcrinvestments, it follows that iso-output 
lines representing higher levels of output 
must be closer to the origin. 

Similarly, we can derive the equation for 
the iso-price line by .setting dP=0 to yield 


dr 

dt 




s-T^. - (I +al,) G^-BJ 
_ 


...(4) 


The iso-price lines can be positively or 
negatively sloped depending on how .strong 
are the demand inflating effects relative to 
the demand deflating effects. The demand 
inflating effects that must he countered by 
a decrease in investment in order for the 
economy to remain on the same iso-price 
line are the increase in consumption and 
investment as a result of the fall in the tax, 
ic,T,(l I.,. The demand-deflating 

effects are the increase in savings and tax 
revenues amongst other factors located in 
the curly bracket that come into play as a 
result of the fall in the tax generating a i isc 
in output so as to keep the price from 
changing,’ i e, 

{-'S^l -T^) + T^-B^-(l+aI,)G^).Thc 

^■Y 

deterioration in the foreign trade balance is 
caused by an increased domestic demand 
which results in a rise in imports or a fail 
in exports as output is diverted to the domestic 
market. Theiso-piicelines will slopeupwards 
the greater are the demand-deflating effects 
relative to the demand-inflating effects. Also, 
any movement upwards along a particular 
iso-output line implies a fall in tax rates and 
from (2), lower price levels. Hence, iso-price 
lines that intersect the vertical axis (r-axis) 
higher up represent lower price levels. 


In a similar fa.shion we derive the iso- 
balance-of-trade equation by substituting the 
solutions for dP and dY into the total 
differential for B( Y.P) and then settingdB=0 
to obtain: 

dri . T,(1-.S^) 


dl 


I 


B^P.{S^(I-T,) T^-1,-(I-hx1,)G^) 

...(5) 


(B, B^P,)I, 


The interpretation ot (S) follows along lines 
similar to that of (4). The graphs of equations 

(3) to (5) arc drawn w Figure I" when the 
demand-inflating cifects dominate the 
demand-deflating effects in (4) and (S) and 
in Figure 2 when (he reverse holds, i e, the 
demand-deflating effects dominate the 
demand-inflating effects. The circumstances 
that Figure I depicts arc more likely to 
prevail in an economy where some 
combination of the following hold:- 
(I) The tax revenue induced by the increased 
domestic aggregate demand as a result 


of the fall in the tax rates ( 


T^) is 


less than the tax revenue lost due to the 
fall in the tax rate (Tj), 

(2) Tax cuts are not pas.sed on to consumers 
but result instead in a rise in the profit- 
margins of entrepreneurs or in the 
compensation of employees, i e, P, is 


small. 

(3) The current level of economic activity 
is characterised by strong distributive 
conflicts that results in inflation, i c, P, 
is large. 

(4) An increase in output does not exert a 
strong inducement to purchase import¬ 
ables, i e, is small. 

(5) There is a large inducement to spend out 
of the increase in disposable incomes 
that result from a tax rate reduction. 


(6) The fraction of government expenditure 
devoted to investment is such that its 
impact on private investment (od ) is 
limited. 

The above six conditions have obtained 
in the Indian economy in various 
combinatiems since the reforms of 1991. The 
first condition was demonstrated for the 
post-reforms I ndian economy when wc noted 
above that the tax revenue/GDP ratio has 
fallen. It has been noted by many 
commentators that even if prices were slashed 
following a policy announcement of tax cuts 
they soon reverted back close to theirprevious 
level.s.*The current accounl/GDPratio which 
was -3.2 per cent in 1990-91 jind reduced 
to-0.1 percent in 1993-94, rose .subsequently 
to -1.6 per cent in 1995-96 reflecting the 
import compression up to 1993-94. Also, as 
argued above the Capital expenditure share 
of government expenditure fell 10 per centage 
points during the reforms. The Gross 
domestic suvings/GDP ratio also fell from 
a peak level of 23.65 per cent In 1990-91 
to 21.37 per cent in 1993-94 before climbing 
up again to 24.39 per cent in 1994-95. In 
Figure I the area DEG represents the 
economic outcome for a cut in tax rates 
which results in increased output, lower 
price levels, and an improvement in the 
balance of trade surplus. For the economy 
to move in to this area from point E in Figure 
I there is the rcr.|uircmen( that interest rates 
rise and accompany the fall in tax rates, i c, 
a restrictive monetary policy prevails. 

The principal monetary policy lever of 
(he Reserve Bank of India in the reforms 
period due to the absence of well developed 
.seconriary market .s for government securities 
has been the minimum lending rate (MLR) 
by virtue of the commitment to reduce the 
indicators of ‘financial repression* that 
represented pre-reforms monetary policy 
instruments: the cash reserve ratio and the 
statutory liquidity ratio. Despite the reduct¬ 
ions in the MLR, the real value of the MLR 
have been kept high so as to secure a high 
interest rate spread that will enable banks 
to recapitalise and so as to limit inflationaty 
credit expansion. The commitment to reduc¬ 
ing inHalion and the deficit in the balance 
of trade and to incrca.sing output has rc-sulted 
in the economic outcome that a reduction 
in tax rales must be accompanied by a tight 
monetary policy. The re.sult is that govern¬ 
ment can only fulfil its targets regarding prices, 
output, and the balance of trade, by accepting 
a reduction in investment that accompanies 
the tight monetary policy. The reduction in 
gross domestic investment as a percentage 
of GDP up to 1993-94 is explainable then 
in terms of the combination of factors 
prevalent that result in the economic situation 
depicted by Figure I. Declining cafntai 
expenditure by government and high interest 
rates affected investment expenditure 
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adversely and the stow output growth was 
unable tocounlertheeflects of these two deter¬ 
minants of investment. Despite an improve¬ 
ment in the gross domestic investment/GDP 
ratio in I994-9S which is associated with the 
higherGDP growth rate in that year, the ratio 
is still below its value in 1990-91, 

The major implication of tax cuts reducing 
investment expenditure is that there :s a 
reduction of the growth rate. In order for 
tax policy to not result in such a growth 
reducing outcome it is necessary for the 
economic configuration to be given by the 
representation in Figure 2. This outcome is 
possible if the iso-balance-of-trade line and 
the iso-price line are upward sloping resulting 
in an expansion of the conical-.shapcd area 
DEG and the possibility of tax cuts being 
accompanied by a reduction in the inicresl 
rate which then triggers off investment 
expenditures in the economy. The iso-price 
line can be upward sloping if distributive 
conflict and hence inllation is low, there is 
a surge in imports which widens the trade 
balance, the savings rate improves, and there 
is a recovery in the tax revcnuc/GDP and 
government capital expenditure/government 
expenditure ratios. In the period after 
1993-94 inflation has come down, there has 
been a detenoration of the trade balance and 
the savings rate has gone up. However, due 
to the lax system not exhibiting an improved 
income elasticity interest rales have remained 
high. Even if tax administration and 
enforcement improves the lax system can be 
rendered mureincomeciastic with improved 
economic growth. Theic is thus a ca.se for 
policies that increase the rule played by the 
demand-deflating factors so that the iso¬ 
price line slotics upwards. The import option 
though contributing to thcdemand-dcllating 
factors that enhance the possibility of an 
economic configuration rcjirescnted by 
Figure 2 would not promote our objective 
if It simultaneously results in a reduction in 
the balance of trade surplus and so is not 
an option that recommends itscl f favourably. 
Also, often the government is not in a position 
to ensure that tax cuts arc passed on to 
consumers instead of inflating profit-margins 
or to control the distributive conflict in the 
economy. Expenditure reforms so that the 
.share of capital expenditures in total 
government expenditure increases arc 
doubtful as we argued above and in any case 
will take time to materialise. Expenditure 
reforms can also have the ef fect of resulting 
in an upward sloping iso-price line and 
enhancing the possibility ot Figure 2 like 
situation for the economy. At this juncture, 
given that interest rates have no effects on 
the volume of savings in the Indian context 
as we argued earlier, a direct approach that 
boosts savings is called for. 

Household savings in the reforms period 
has on an average been 79.7 per cent of 


gross domestic savings and accountk for 
most of the variation in the savings rate. In 
the reforms period the share of various 
components in household savings have 
changed considerably. The share of house¬ 
hold savings in physical assets has declined 
and the share of net financial savings has 
gone up from 43.62 per cent in 1990-91 to 
58.93 per cent in 1994-95. The components 
of net financial household savings have also 
changed considerably. Thus, net claims on 
government and some components of 
contractual savings (Units of Unit Trust of 
India) have witnessed declining shares, 
whereas the component of net currency and 
bank deposits have been rising. Hence, the 
data reveal that the savings composition is 
moving in favour of financial savings and 
that loo in favour of currency and bank 
deposits followed by contractual savings, 
mostly in life insurance, pension and 
provident funds. Even though there may be 
cnois in the estimate of household savings 
in physical assets given their derivation as 
a residual in the estimation of total capital 
formation, the compo.sitioii of hou.sehold 
savings is movingin favour of liquid financial 
assets.'" It IS in enhancing these types of 
savings by providing tax concessions along 
with increasing the share of capital 
expenditure in total government expenditures 
that will result in the outcome that Figure 
2 depici.s This budget makes no attempt to 
generate higher savings that will make the 
growth potential of Figure 2 possible and 
due to its failure on this count will not be 
able U) serve its major objective of getting 
growth going. And if we cannot sustain 
growth, (hen we Cannot make dents on 
poverty and unemployment. 

Of course, tax concessions to savings in 
the form ot deductions, exclusions knd lax 
credits implies sacrifleing the principles of 
mclusiveness and transparency that the Tax 
Reforms Committee laid down as a guideline 
lor policy proposals. The Tax Reforms 
Committee would view the promotion of tax 
shelters for savings as contributing to a 
decline in hori/ontal equity. That is becau.se 
It identifies income, defined as 
comprehensively as possible as the ideal tax 
base on which to apply the tenet of taxation 
according to the ability-to-pay. What we arc 
proposing in.stead on the basis of the Indian 
macro-economic situation is that the ideal 
base for taxation is that income which is not 
saved. This implies that there is a distinction 
between people who consume and take out 
from the societal pool of resouacs and people 
who .save and so in as much as these savings 
gel converted to investments add to the 
future pool of the resources of society. 
Treating all the possible uses of income as 
equivalent is in our view tantamount to 
treating people unequally and the Tax 
Reforms Committee proposals discriminate 


against those who promote national savings. 
Inasmuch as two individuals are equal only 
to the extent that they have identical tastes, 
opportunities, and resources, it would imply 
that two people with the same resources 
(income) but with different tastes (for presoit 
versus future consumption) are by definition 
unequal. A basic principle of tax theory 
which is the cousin of the horizontal equity 
principle is the vcitical equity principle which 
states that unequals should be treated 
unequally. Inasmuch as those who consume 
are not the equals of those who save, it is 
perfectly valid to treat savings from income 
to a lower rate of taxation and so more 
favourably than consumption from income. 
Savings is not just a re.sidual after one 
subtracts consumption from income. It is a 
forward-looking activity that expands the 
pool of resources forinvestment that enables 
the introduction of new machinery and 
technology which reduce costs, widen the 
market, and expand profitability. Tax policies 
favouring savings over consumption will 
make resources available for private 
investment plans lobe implemented and will 
stimulate economic growth. 

Notes 

1 From 1995-96 (RE) a new category of capital 
expenditures and receipts have been added 
to (he budget in the form of the issue of bonus 
shares by public sector enterprises lo the 
government. For instance, ONGC issued Rs 
1,035 crore as bunu.s shares in 1995-96 and 
that has been shown as both a capital 
expenditure as welt as a capital receipt. As 
we view the budget as expressing the financial 
position of the government vts-a-vi.i the rest 
of the economy we do not include this category 
of expenditure and receipts. Consequently 
the total expenditure and receipts of 
government stands reduced by the amount of 
the issue of bonus shares 

2 Credit Lyonnais Securities (Asia) forinstance 
had voiced strong reservadons against forming 
joint ventures with local stock brokers and 
in us application before the Foreign Investment 
Promotion Board (FIPB) had stated that there 
were vast differences between the nature of 
business, business philosophies and commer¬ 
cial expectations of foreign and local brokers 
The equity norm was bypassed for the Sony 
Corporation in 1994 when it was allowed to 
set up a I (X) per cent owned company in India 
after it made similar claims before the FIPB. 

3 Other studies for developing counuies such 
as Giovannini (1983) also reveal that interest 
rates are not significant determinants of 
savings. 

4 Taylor (1993) emphasises thai a “minimally 
ad^uate country model" must include'the 
feature that taxes and other receipts increase 
more rapidly than the real spending of 
government when economic activity goes up. 

5 We ignore the effect of exchange rate changes 
by considering an insular economy in the 
sense thai the domestic interest rate is 
determined independently of those prevailing 
abroad and domestic absorption is not 
influenced by exchange rate changes. 
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S We tie ignoring liieCivaiioenectiwfe-1 e. 
increased inttrest rales form a ma(k>up price 
element which leads to a cost-push effect on 
prices. See Bruno (1979). 

7 — is the expression for the extent of the 
•*v 

change in output as a result of the fall in the 
tax when dP = 0 

8 It can easily be verified that 

> 0 and this property ts reflected in the .slope 
of the iso-price line and iso-baiance-of-trade 
lines in Figure I. 

9 Monmohan Singh had announced on many 
occasions that any tax cuts not passed on to 
consumers will invite penal action. These 
were always made immediately after a budget 
was presented with no follow-up action. 

0 Ghosh (1996) argues that the jump in the 
savings rate in 1994-95 may be due to the 
increa.<ied net factor income from abroad, the 
savings from which by families of migrants 
would have got erroneously absorbed in the 
estimate of gross domestic savings. However, 
the better savings rale has resulted in all 
sectors - household, private corporate, and 
public sectors. The significant event with 
regard to household.s is the increased financial 
mterinciliatioii that has revulled. 
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Union Bu^t 1996-97 

Liliiits of Resource Mobilisation under Market Conditions 

Ama Kamar 

Though many concessions have been given to the private sector (including foreign capital}, investment and especially 
the inflow of foreign capital remain uncertain. Even to maintain the current level of investment, more and more 
concessions may be needed. This creates inequity and problems for resource mobilisation which worsen the budgetary 
position leading to slow-down of public investment and the capacity to fight poverty. 

Market-based solutions to increase investment activity also cause economic fluctuations to increase, resulting in 
uncertainty and speculative activity whose victims are the poor. They reduce the degree of freedom of the state 
governments to operate programmes suited to their needs. 


THE Union Budget for 1996-97 has come 
late, piesented by the new government 
which assumed office in June. However, 
it is hardly different from the interim budget 
as presented by the previous government 
in February 19%. In essence, not only does 
this imply a continuity in policies as spelt 
out by the imvious regime but actually 
endorses them. This is surprising only to 
those who expected that the new regime, 
consisting of forces favouring social Justice, 
would chart a new (alternative) economic 
path, consistent with the different social 
and political framework of some of its 
vocal if not dominant constituents 
(belonging to Left and socialist hues). 
However, it has been clear that no altemati ve 
path IS likely to suddenly emerge with the 
present conjuncture of political forces 
[Kumar 1993b] since the ground work for 
such an alternative path has not been 
prepared.' 

llie budget speech of the finance minister 
in keeping with Uie rhetoric of the vocal 
sections of the new regime repeatedly refers 
to social justice. But many have pointed out 
since then that words have not bm backed 
with funds from the budget It was also 
expected from the new regime dominated 
as it is by regional parties and forces that 
the stales facing a budgetary crisis would 
receive funds generously. But this is not so 
and the budget continues the pattern of the 
previous year showing no new emphasis 
[Kumar 1996]. 

The finance minister has stressed tlw need 
to invest in infrastructure, both rural and for 
the modem sector (power, transport and 
telecom). Yet here ^so the funds from the 
budget are comparable to the allocations last 
year (in soipe cases die revised estimates and 
in others the budget estimates) so that no 
new thrust can be said to have been given 
[Kumar 1996]. What then is the finance 
minister’s seWne of things? 

He has lett icsource mobilisation to the 
market forces to a greater extent than in 
previous yean. Naturally, thequesdon arises 
whether this would deliver the goods and 
what would be the consequence of such a 
policy for the country? 


I 

Budget and Market Forces 

Concessions roa Rural Areas 

The budget for 1996-97 has not allocated 
markedly larger funds for the creation of 
the rural infrastructure or the modem 
infrastructure but has proposed various 
measures to encourage private investments 
in these sectors. For instance, there are 
announcements regarding the creation of the 
niral local banks, the Rural Infrastructure 
Development Fund (RIDP) and state level 
agriculture development finance institutions. 
These schemes are supposed to funnel private 
funds into rural areas for the development 
of agriculture and rural infrastructure. 

The New Economic Policies are supposed 
to make the financial system viable in the 
sense of being profitable. So the proposed 
schemes would be expected to be viable 
in the above sense. What kind of activities 
will these be? If such activities existed in 
the rural areas, would they not have already 
been financed by the existing financial 
institutions? Hence the budgetary proposals 
cannot give a push to the rate of investment 
in the present structure of rural activities. 

Clearty, newer activities are anticipated 
by the government These perhaps relate to 
the new thrusts in agriculture, based on 
capital-intensive farming, like horticulture 
and floriculture and food processing. Other 
concessions to rural areas announced in the 
budget point in the same direction since they 
are for power tillers, tractors and drip 
irrigation. The budgetary package is aimed 
at the rich farmer and to facilitate corporate 
sector entry into t^cullure. It needs to be 
remember^ that there has been pressure in 
the last few years for the relaxation of the 
various land ceiling laws so as to enable 
large farms to come up. 

The budget docs not focus on the existing 
activities in agriculture in which the bulk of 
the rural populace is involved. Hence this 
segment is unlikely to witness increased 
profitihUlty and as such will not be able to 
benefit from the new ma^et-based 
concessions contained in the budget The 
budget proposals can only increase the 


existing differentiation in agriculture. It may 
acceleratethechangesin theciopping pattern 
away from the more traditional crops as 
corporatisatiim of agricultmv occurs. 

Similarly, for rural infrastructure, the 
schemes that could have fetched market 
related rates of returns probably have been 
financed. The real problem lies in the 
development of activities which would be 
loss-mijcing in the short run (or even long 
run) like rural roads, assured drinking water 
supply, village primary schools, primary 
health centres, etc. The institutions now 
proposed to be set up are unlikely to finance 
these activities. So the need for public 
investment in rural infrastructure is strong 
if the bulk of the rural population is to be 
catered to. 

Since the budgetary allocations for rural 
areas have risen marginally and mo.st of the 
investments are expected from private capital, 
the above arguments would suggest that there 
will be growing differentiation in rural India 
both in terms of incomes and quality of life. 

Direct Taxes 

Direct taxes fall on the income of the well 
off (currently on the incomes of those who 
annually earn at least six times the per capita 
income). Though salaried persons dominate 
in numbers, the bulk of th^ taxes are paid 
by those with property incomes (Kumar 
1994], Hence direct tax concessions benefit 
mostly the propertied classes.’ 

Hie real concessions in the budget are to 
the corporate sector, like reduction of the 
surcharge on corporate tax, concessions to 
investment in infrastructure and R and D, 
concessions on long-term capital gains and 
on depreciation provisions. Increased 
provision under mescal insurance is alto to 
boost the corporate hospitals which are 
coming up in the metropolitan centres. 

'Die creation of a Central depository and 
the steps towards the privatisation and 
computerisation of the insurance sectors are 
also likely to benefit the corporate sector 
through increased availability of funds. The 
threat of opening up insurance will mean 
greater mi^ct orientation of this sector 
and result in the shift of funds to where 
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proms are mgn vine corporate seciorj. 
Computerisation is a high cost solution as 
the banking sector has demonstrated, 
requiring minimum charges to tte raised and 
resulting in pricing out of the markets the 
less well off. The insurance sector is moving 
in the same direction in spite of the provision 
of schemes fv>r the less well off. 

Changes are propo.sed in the Companies 
Act 19S6 but the direction of modification 
is unclear. Given other indications it can 
only be to reduce the degree of regulation 
and control on the corporate sector. Cuming 
at atime when scams relating to thecorporate 
sector and politicians are coming thick and 
fast and are linked to the freeing of controls 
on the.se entities, this bodes ill for the 
economy. 

The corporate sector must have heaved a 
sigh of relief that there are no measures to 
unearth their black incomes. If anything, 
they will be enabled to generate more black 
incomes. Relaxations in MODVAT pro¬ 
cedures and self-assessment can only result 
in more output evasion and price mis- 
dixlaration. In this context it is worth noting 
that while corporate profits have soared in 
the last three years, exci.se collections are 
rising rather slowly. Tlte finance minister 
himself suspects that evasion of excise may 
have increu.sed. 

But the big .sop to Indian corporate sector 
is the proposal that they can issue non¬ 
voting shares up to 25 per cent of their issued 
equity capital. This will reduce the threat of 
takeover that Indian businesses have faced 
in the process of expansion. Even in cases 
of joint ventuics with foreigners. Indian 
partners unable to match the financial muscle 
of their foreign collaborators are either forced 
to concede a dominant share to latter or to 
stall growth. In cases like Maruti, the 
government has not conceded to the demand 
of Suzuki and this has led to stagnation in 
investments. In case of DCM-Daewoo, 
Oaew(K) is taking the dominant share by 
buying out the DCM share. 

If 25 per cent of the equity is without 
voting rights, then it would be easier to 
maintain the status quo. However, the 
question arises why should anyone buy shares 
without voting rights? Clearly, they would 
be like bonds. As such, they would be 
purchased only if they offer an assured and 
higher return than regular equity/honds. It 
could even offer a minimum fixed return and 
a variable part linked to thedi videtid declared 
by the company if it is above the minimum 
guaranteed. Many small investors who in 
any case have no say in the running of 
companies may then prefer this instrument 
to regular equity. Given the attractiveness 
of the scheme to Indian corporate sector 
some innovations arc likely to be seen in the 
neat future. While the corporate .sector has 
much to be happy with, there is one proposal 
which they are unhappy about, the Minimum 
Alternate Tax (MAT). 


> H nas Dcen mown mat many compamci 
pay no corporate tax in spite of earning l«ge 
profits. This has reduc^ the buoyancy of 
corporation tax. Companies have using 
a plethora of available deductions and 
conccs,sions to lower theirtax liability.’ MAT 
is supposed to force companies to pay a 
minimum rate of tax, 30 per cent of book 
profits. An exception will be made in case 
of companies investing in infrastructure. 
Given the pressures, an exception may also 
be made for export profits. Hence the 
phenomenon of zero tax companies will not 
disappear. It will be slightly more difficult 
to remain a zero tax company. 

Accounting jugglery by clever accountants 
and lax lawyers along with a large number 
of concessions and deductions are always 
available to companies to engage in sinail legal 
tax dodges. For instance, companies present 
one set of accounts for declaring dividends 
to their shareholders and another set of 
accounts for paying taxes. The idea is to maxi¬ 
mise the former while minimising the latter. 

'fhe issue is why does the government not 
eliminate this (legal) dual accounting 
practice? The other issue is that the 
government can eliminate most of the 
deductions and concessions presently 
allowed so as to simplify the tax regime 
which would make black income generation 
more difficult. While MAT may bring in a 
thousand crores of additional revenue, 
checking black income generation by the 
corporate sector may bring in many times 
more taxes [Kumar 1994). In brief, while 
the introduction of MAT is a positive step 
it is not what is needed since it continues 
lO keep the tax structure complex which 
enables black incomes to be generated - a far 
bigger problem. MAT seems to be a diversion 
.so that the government does not have to 
traverse the real path of corporate taxation. 

FDl AND Fll 

Foreign capital continues to obtain con¬ 
cessions from budget to budget. It has been 
argued that this is required since the country 
is running a current account deficit and will 
continue to do so in the near future because 
of (a) the large debt and interest payment 
obligations, and (b) imports exceeding 
expoits (to enable technological upgradation). 
Thu.s, private capital inflows are seen to be 
essential to cover the current account deficit 
and maintain a healthy reserves position. 

Thi s is presented as the rationale for making 
India attractive for both Foreign Institutional 
Investors (Fll) .nd Foreign Direct Investment 
(FDl). The finance minister has proposed 
that India should aim at getting around S10 
bn of FDl annually. To obtain this order of 
investment, various concessions have had 
to be given and more are seen to be necessary. 
It is argued that no distinction need be drawn 
between essential and inessential goods since 
from the point of vicwofallocativeefficiency 
there is no difference between them. This 


ts mejnstincanon tor impon oi low pnonty 
goods or their production in the economy 
by foreign capital even if this pre-empts 
resources from essential activities. 

It is even argued that labour-intensive 
industry set up by FDl should be preferred 
to high-technology low-empJoyment- 
gencraiing investment. Hence FDl in potato 
chips is thought to be better than in micro¬ 
chips (electronics). However, this argument 
is Hawed since the comparison is invalid. 
While technology for potato chips is 
indigenously available that for micro-chips 
is not. So the economy need not bear an 
additional burden for the former but may 
choose to do so for the sake of the latter. 

Ceteris paribus, the prolit earned on potato 
chips will increase the current account deficit 
when the dividend is repatriated. To cover 
this, capital would have to be attracted which 
would require additional concessions. The 
dividend servicing requirements of FDl are 
likely to be much higher than the interest 
payments on borrowings in the foreign 
money markets (not that one should borrow 
for inessential imports or production) so that 
the outflow can be substantial. Finally, while 
micro-chips are likely to increase production 
and productivity elsewhere, potato chips are 
unlikely to have any such linkage. 

Further, if demand is stagnant, production 
based on FDl may be at the expense of local 
production. Since FDl using more modern 
technology tends to be less labour-intensive 
than the indigenous existing technology, 
overall employmcut may decline lathcr than 
rise. This may be the case with, say, Kellog 
com flakes. With regard to the new biced 
of automobiles based on a high import 
content, in comparison with the old 
Ambassador, Padmini, NE 118, etc. there 
will be a double effect so that the employment 
elasticity is likely to be very low. 

Finally, concessions to foreign capital to 
cover the rise in4he current account deficit, 
would result in lower tax buoyancy, ceteris 
paribus, and higher revenue and fiscal 
deHcils. To keep government’s borrowing 
requirements low. thi.s would force a cut in 
other essential expenditures or a slow-down 
in the growth of public investments. 

Incurring all these costs may be justified 
tor the production of c.ssential items but not 
for inessential goods. The point remains 
how docs one upgrade the quality of goods 
using indigenous technology.’ But would 
one chop off an arm to get rid of the pain 
in a pulled muscle? 

Since the new government has come to 
office, the pace of clearances tor FDl in 
inessential goods has increased. The shifting 
of Foreign Investment Promotion Board (HPB) 
from the prime minister’s office to the indu¬ 
stries ministry and higher limit of automatic 
clearances seem to have done the trick.’ 

Fils are being allowed greater flexibility 
in their operations in the secondary stock 
markets. This has Indian industry worried 
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stiMe this iiudces a IwsUIe take over easier 
Along with the GDRs available in the 
international mariccts which can be converted 
into the underlying equity and which k on 
top of the 24 per cent purthasc of equity 
allowed in the Indian stock markets, the 
control of foreign investors can easily exceed 
SO per cent Heme if it suits a foreign entity. 

It can turn many a blue chip Indian companies 
into foreign-controlled companies * 

The ministry of finance has denied such 
a possibility The argument otfered is that 
the overall limit ol 24 per cent will hold for 
the total FII holding If this is the case, 
further large investment by His in Indian 
blue chips is unlikely since these companies 
have also issued GDRs In tact. Fils may 
start disinvestment in some of the blue chips 
to meet the 10 per cent and the overal' 24 
per cent limits Consequently, the inflow of 
HI funds IS likely to be uncertain and this 
may affect the stock markets 

II 

Market-Based Solutions and Capital 

The discussion m the previous section 
suggests that the Union Budget tor 19% 97 
has ottered many concessions to capital to 
develop the rural areas and to piomoie 
industry Fhc budget has simultaneouslv de 
emphasised the role of the Plan (therefore 
the budget or direct slate intervention) in 
achiesmg these goals This is in keeping 
with tli„ trends of the past five budgets since 
1991 and the interim budget ot 1996 It 
reflects the idea that supply side responses 
can be generated through concessions to 
capital (sec Kumar 1995a] 

In pre Keynesian times this used to be the 
stale of affairs with animal spirits guiding 
investments and capitalist economies went 
through fluctuations - the level ot economic 
activity went up and down This involved 
waste of resources since capital which was 
installed in one boom period remained 
potential to be utilised in the next boom 
(Kalecki 1971] During the depression the 
economy underutilises resources including 
labour this has a social cost over and above 
the economic cost 

With slow down in investments and 
decline in profits, the most nsky investment 
research and development slows down 
While It IS true that lailure of firms duiing 
the depression and depreciation oi plant and 
equipment piesents newer insestinent 
oppumimties, the latter process is slower ihan 
dunng the boom It is unclear that supply side 
responses work counlercyclically and il this 
is correct then they cannot generatea sustain 
ed boom If an economy dependent largely 
on the market mechanism experiences a 
sustained boom thecausesmay lieelsewhere 
Ot course, it is unclear that the Indian 
economy expenencing a high rate of growth 
in the last two years has entered a penod of 
sustained boom Thecurrent growth is based 


on vanous factors none of which lelales to 
the supply side response but more likely 
depend on cyclical factors and good mon¬ 
soons (Alternative Survey Group 1995 27] 

It has been argued in Shikar (1996 5) 55) 
that the Indian economy is experiencing 
large fluctuations in vanous ma^ets - lor 
instance, in the market for foreign exchange 
call money market, real estate markets and 
the stock market All these signal uncertainly 
and in such situations investment becomes 
nsky and economic agents prefer to remain 
liquid 

Uncertainty lends itsell to speculative 
activity Quick profits can he made on 
guessing the direction ot movements in 
vanous variables In relation to this, the 
returns on industrial investments seem 
insignificant heme less desirable With 
economic agents preferring to remain liquid, 
return flow ol funds into banks slows down 
and the velocity ot circulation ot money 
drops Interest rams remain high and industry 
complains of shortage ot funds Fhis again 
sets back long term investments 
Slow down in the rale ol nse of public 
investments lowers additional demand 
generation ind concessions aggrav.ue this 
piohlem ]Kumar 1995a] Hence long run 
gniwih in deman I slows down and lowers 
the trend growth rate This is t onsistent with 
periods ol boom like at present 

III 

Consequences for the Poor 

Supply side responses gcnciatcd through 
concessions lo capital tend to aggravate 
inequities Sincetlu sutcotthemarketdepends 
on the whims ol the ac tors in the market they 
are able to extract concessions Irom the s'ate 
and obtain a larger share ot the mtional cake 
This lends lo translate into a more skewed 
individual income distribution 
For instance as argued earlier, li in rural 
India maikct based solutions lo rural 
inirastruciurc arc sought to be implemented 
this may benetii the rich tarmers or the 
coipurate sec tot wishing to enter rural areas 
but It would leave the bulk of the ruril 
papulation worse ot( 

Tlic current increase in the rate «)t growth 
in the cctinomy is based on a high giowth 
rate in the industiial scctoi This sector has 
also been known as the least employment 
intensive llic situation could only have 
worsened since 1991 due to the slow down 
in emplovmcni generation in the public 
sector, upgradation in technology and 
mergers in the piivaic sector Indications are 
that production is moving to less labour 
intensive modes and in many ol the high 
growth aicas to more import-intensive 
products so that employment generation 
cannot he very buoyant in spile of the 
economic Imom This has a direct impact on 
persistence of poverty which may ilso be 
getting regionally entrenched 


Hie current budget will also accelerate the 
tale of inflation Hie changes in mdiiect lax 
rates will \ icid a net ot Rs 1,700 crore The 
IHiblicseci >itscxpectedtoraisegubstanti8lly 
higher resouiccs for investments and this 
would require increases in administered 
prices Food prices are set to nse since the 
subsidy lor food has not been raised com¬ 
mensurate with the promises of increases tti 
public distribution As a consequence of 
these features of the budget prices ol many 
basic commodities, like steel and oal, are 
set to increase Add to this the pu budget 
increases in pciio goods pmes and nse in 
railway freight tales and this would constitute 
a step up in the inflationary potential due 
to the cascading effect A nse in tht rate of 
inflation would adversely affect workers in 
the unorganised sectors 
In short market-ba.sed solutions which 
limit budgetary resources force a nse in the 
inflationary potential in the economy and 
limit additional employment generation and, 
therefore help perpetuate poverty or aggra¬ 
vate It This has been re«»gms^ even by 
the proponents of the New Economic Policies 
who advocate a safely net tocounler poverty 
The same rcsourtc shortage lorces direct 
real expenditures *'rom the union budget on 
employment generation and the sue lal sectors 
to stagnate or rise at a rate which is inadequate 
to the needs The current budget illustrates 
this II may he aigucd that a in ijor portion 
ol ex|)endilurcs on the social sectors are 
through the states but since they face a 
resource cium h due to inadequate increases 
in (laiisters liom the iciiiri they rt also 
uinblcio take care of then poor(e\cnil they 
wanted to) 

Poverty ha, regional dimensK is indcan 
be best tackled thiougli local cflorts Phe 
kind ot employment generation tequired to 
deal with poverty differs from state lo 
state Hence the involvement ol liie slates 
in poverty alleviation is essential hut il their 
resources arc inadequate then this task can 
only remain incomplete 

Mark! rs AN,) Till Prom 

In Andhra Pradesh and Haryana 'he poor, 
and specially women have identified 
dnnkmg i>acauscotihwiipoverty Fuihcr 
in Andhra Pradesh the people voted lor 
cheap iicc which calls Itir subsidy I he state 
govcinments in these two stall s have 
implemented these piogrammcs ind lost 
substantial revenues which were collected 
through state excise duties on liquor Since 
the k-cntre reluscd lo bail them out these 
stales have been laced with a serious 
budgetary c risis In Ardhra Pradesh the cnsis 
was deeper siwe ii not only lost icvenucs 
but needed to find additional resources for 
subsidised supply ol rice 
Thts has raisedan imponanl issue namely, 
in a democracy the will ol the people as 
expressed through elections can come into 
contradiction with the dictates ot markets 
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The market-based supply side response 
desired by the central government has forced 
reduced resource mobilisation by it and led 
to its inability to transfer more resources to 
the states. Ihis is standing in the way of 
some states implementing the will of their 
people. The issue is impottant in the context 
of (a) the argument that markets promote 
democracy - through enlarging choices and 
(b) the question if the will of the people 
should be subservient to the markets. 

It is not that the centre is obliged to give 
resources to one state at the expense of 
another. The former is required to collect 
resources on behalf of the states and transfer 
them so that they can fulfil their people's 
aspirations. The question is how should 
resources be raised for programmes which 
people may want and. more specifically, 
does prohibition which is a social bad. accord¬ 
ing to the perceptions of the people of Andhra 
and Haryana, lead to a reduction in resources. 

The centre has been raising resources in 
a manner that the states get a small share 
of it. In 199.5-96, the centre got an additional 
revenue of Rs 10,000crore above the budget 
estimates but the states got nothingadditional. 
The states are supposed to get 80 per cent 
of the income tax collections and, due to the 
substantial black economy, the centre is 
estimated to collect only 10 percent of what 
it could collect. If the centre was serious 
about tackling the black economy the stales 
could get twice the funds that they get at 
present from the centre. However, uridcr the 
new regime of supply side response, income 
tax collections are supposed to be dc- 
emphasi.scd to give incentive. 

indications are that the size Of the black 
economy has increased since 1991. Inflow 
of gold into rhe economy has not only gone 
up but its smuggling is no less. The misuse 
of VABAL indicates continued over- and 
under-invoicing of imports and exports. The 
lack of buoyancy in excise duties in spite 
of rapid rise in industrial production and 
corporate profits indicates misuse of 
MODVAT for excise evasion. 

The financial sector scam, the PSD 
disinvestment scam, the sugar scam, the 
telecom scam-and the fertiliser scam all 
indicate the the scale of black income 
generation has only increased with the Mew 
Economic Policies, l,arge regional scams in 
Bihar and Orissa have also been talked of. 
Businesses with reduced scrutiny and 
restraint from the state are obviously less 
afraid of generating black incomes. They 
have found newer means of making illegal 
incomes and now hiding them is far easier 
under the shroud of business secrecy. With 
the opening up of the economy, it is easier 
to take money abroad and then bring it back 
to avail of tax concessions. Hence there is 
an incentive to generate black incomes and 
recycle them if necessary through this route. 

In brief, the centre could have raised a 
lot more resources for the states if it had so 


wisiKd and the market-iinked policies arc 
aggravating the problems further. Why don’t 
the states themselves raise more resources? 
After all, for families where drinking has 
declined, the resource position may have 
improved. Expenditures on other items of 
consumption may have increased - food, 
clothing, etc. With subsidised rice, the family 
budget must enable a larger purchase of non¬ 
food items. Even the productivity of those 
who have reduced drinking may have risen. 
In brief, reduced drinking may have released 
resources for more produaive activities. 

The excise duties on goods whose demand 
may have increased are typically lower than 
on liquor and accrue to the centre with the 
states getting only 45 per cent share. Hence 
the states are bound to lose revenues which 
can only be made up if they get larger 
transfers. The states can collect more of 
resources it they are willing to tax their 
rich.’. But then the tax differentials amongst 
the states may rise and lead to loss of revenue 
through migration, etc. 

States implementing prohibition may also 
have to create additional employment for 
tho.se who were formerly employed in the 
liquor business. This requires more invest¬ 
ment resources. Hence there is no escaping 
the fact that a state wishing to play an active 
social and political role must also be active 
in restructuring the economic sphere. 

IV 

Conclusion 

Not that market based solutions cannot 
generate additional investments but the above 
analysis points to the difficulties in its way. 
Even though many concessions have been 
granted to the private sector (including FIIs 
and FDI), investments and specially the 
inflow of foreign capital remain uncertain. 
Even to maintain the current level of 
investments, more and more concessions 
may be needed which creates inequity and 
problems for resource mobilisation which 
worsen the budgetary position leading to a 
slow-down in public investment and the 
capacity to fight poverty. 

The market-based solution to increased 
investment activity in the economy causes 
economic fluctuations to increase resulting 
in uncertainty and speculati veactivity whose 
victims arc the pour.-It reduces the degrees 
of freedom of the state governments to operate 
programmes suited to their needs. The free 
play of the markets by circumscribing the 
choices available to a majority of the people 
stands in opposition to democracy. 

Notes 

I Even though several alternatives have been 
proposed in the last five years since the New 
Economic Policies were launched in 1991, 
none has hod the social support that is essentia! 
to claim that an alternative exists. Many 
critiques have been offered but nothing concrete 
has emerged out of these since they stop short 


Of speiHiig Out au attcnulive puib. One such 
crii^^ is the Afrernoii'vr Econamic Survey of 

While some of the centrist political portia are 
perfectly happy to pursue the New Economic 
Policies now that they ore in power and this 
was expected of them since their criticism 
seemed only to gain power, it is the Left which 
finds itself trapped. For the first tune it is 
sharing power at the centre and has no 
alternative policies to propose and for lack of 
anything better is forced to agree to what is 
going on. 

2 No doubt the budget proposes concessions to 
cancer and AIDS patients, trade unions, senior 
citiams, etc, but these are for basically cosmetic 
reasons. Some benefits also accrue to the 
salaried classes but these are minor in the 
overall calculations, in Kuroor (1994) it has 
been argued that the real burden of Uuiation 
on the salaried classes is indirect taxation. 
They would benefit by a reduction in excise 
taxes and an increase in direct taxation. 
Unfonunaiety. even (he Left does not appreciate 
(his point and has demanded a reduction in 
direct tuxes. 

3 It is estimated that there ore over a thousand 
zero tax companies. Even (hough the marginal 
rate of Uix has been about 45 per cent, the 
average rate of tax paid by (he corporate sector 
has bMii less than half this figure. 

4 An entire package of policies is needed to 
moke industry conscious of R and D and 
quality ami .icl on these aspects. Such a package 
is given in Kumar (1994) based on taxation, 
concessions, increased internal competition 
and limited protection. 

5 At one point it appeared that entry of foreign 
capital into print media had also been approved 
but it turned out lo be a trial balloon and the 
goveramcnl did not press with its decision. 

6 The government has also announced the take 
over code and suggested that the Indian 
financial institutions may disinvest their 
substantial shareholding in blue chips. 

7 In Kumar (1994) several feasible ways ore 
mentioned for raising resources from tiK rich. 
The White Paper issued by the Andhra Pradesh 
government in June 1996 shows the crisis in 
the state's finances but stops short of indicating 
ways of raising revenues. It is implied that 
prohibition should be lifted and subsidy to rice 
drastically reduced. 
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Secularism: Bench-Marked by Hindu Right 

Brenda Cossman 
Ratna Kapur 

The recent series of Supreme Court judgments m cases against elected representatnes of the Shiv Sena-BJP 
government in Mahatashtra has delivered a mixed message While finding several of the accused guilty of corrupt 
electoral piattices, the court has given legal sanction to the Hindu right s ideology of hindutva as well as to its 
discursive strategy of hijacking secularism far its oun unsecular agenda This paper examines the coutt’s decisions 
in detail and shows how it has erred in failing to take into account the political context in which the concepts of 
hindutva and secularism have h^en evolved by the right. 


IN a recent senes ol judgments involving 
the prosecution of elected representatives 
of the Shiv-Sena-BJP government in 
Maharaslitra tor lorrupt practices under the 
Representation of the People Act. the 
Supreme Court of India has delivered a 
mixed message to the cause ot seculansm 
On the one hand, the court found several ot 
the accused - most lotably the Shiv Sena 
leader Bal Thackeray - guiltv ot both 
appealing to religion to gain votes and ot 
promoting religious enmity and hatred But, 
the court also held that 'hindutva , the 
ideological lynchpin ot the Hindu right s 
ettorts to establish a Hindu rasiiira (Hindu 
state), simply reprcseiUed *a way of lite in 
the subcontinent', and was nut in and of 
Itself a violation of the Representation ul the 
People Act 1951 * The dciisions have 
pros oked both cel-bration and outrage The 
Hindu light has heralded the decision as 
ushering in a new era of hindutva, while the 
democratic secular forces committed to 
fighting the communalisation of political 
and social life by the Hindu right have 
routinely denounced the decision 
In this essay, we examine two deeply 
problematic aspects of the Supreme Court’s 
judgment which remain, notwithstanding 
thecourt’sc laim to have clanfied its decision 
(I) the conclusion on the meaning of 
hindutva, and (2) the conclusion on the 
secularcharacterof the speeches ot the Hindu 
right First, we argue that the Supreme Court 
erred in concluding that hindutva constitutes 
a way of life of the people of the subconti nent, 
and that its deployment constitutes neither 
a violation ot the prohibition on appeal to 
religion to gam votes nor a violation of the 
prohibition on promoting religious enmity 
and hatred Wc argue that the Supreme Court 
has erred in eliding its discussion oi the 
meaning of Hinduism with the meaning of 
hindutva, and that itsconclusionson hindutva 
are without legal precedent or authonty 
Moreover, by examining the histoncal and 
political context within which the concept 
of hindutva has acquired meaning, we argue 
that hindutva cannot be separated from its 
appeal to religion, nor from its assault on 
tte legitimacy of reLgious minorities 
Second, wc argue that the Supreme Court 


has ened m its acceptance of the secular 
nature ot the speeches of the Hindu right 
By examining the broader discursise 
struggles over the meaning of seculansm in 
India, we illustrate the extent to which the 
Supreme Court s conclusion has etfectively 
vindicated the profoundly anti-serulai vision 
of seculansm that the Hindu right has long 
been trying to promote In so doing, we 
challenge the Supreme Court’s views that 
there is nothing inconsistent between its 
cunclustons m (he Manohar Jushi case, and 
Its earlier decisions, most notably in (he 
Bommai lase Wc further argue tha' the 
conclusion m the hindutva case, and the 
significant victory It represents torthe Hindu 
right, has been I icilitaied by the failure to 
take these disc ui si vc strategics ol the I lindu 
right on board and to pay sufficient attention 
to (he spe> ilic manipulations ol seculansm 
\>ccumng at its hands As we have aigucd 
elsewheie the Hindu right has hijacked (he 
dominant imdcr'.tandmgof scculan im as the 
equal respect ot all religions to promote its 
vision of hindutva and its agendi ct 
establishing i Hindu stale ' In its hand,., (he 
equal respect ul all religions becomes a tool 
tor attacking the nghts ot minority religious 
communities Its emphasis on format 
equal I ty, that is. on the formal equal treatment 
of all icligions operates as an unmodified 
majuntananism whereby the majonty Hindu 
community bet omes (he norm against which 
all others are to be judged and treated * Alter 
reviewing this discursive strategy, we argue 
that in tailing to pay suffiticm attention lo 
these strategies and particularly, m lailin£ 
to more t leariy articulate an altemati vc vi sion 
ot equality that must inform the concept ot 
the equal respect of all religions the forces 
of democratic secularism including the 
Supreme Court have left (he door ajar, and 
unwittingly allowed the Hindu right to 
continue ihcir discursive strategy of hi¬ 
jacking secularism for their own very 
unsecul >r agenda 

I 

Supreme Court Hindutva 
Judgments 

In the cases ot Manohar Joshi v Nitm 
' Bhaurao Paul and eleven others,' the election 


ol ShivSena/BJPtandidates in the December 
1987 state elections in Maharashtra were* 
challenged as having committed corrupt 
practices in violation of section 123 of the 
Representation of People’s Act, 1951. 
Sec tion 123(3)of the act prohibits candidates 
from any appeal to his or her religion, race, 
caste, community or language to Airther Ms 
or her prospect tor election, or for 
prejudicially affecting the election of any 
other candidate ^ Section 123(3 A) prohibits 
candidates horn promoting “feelings of 
enmity or hatied between different classes 
ot thcciti/cnsoflndiaon grounds ot religion, 
race, caste, community or language’’ for the 
purposes of gaming votes, or prejudicially 
affecting the votes of another candidate' 
Charges were brought against 12 members 
ot the llmda nght. including Thackeray, 
leader of the Shiv Sena and Manohar Joshi, 
chiel minister of Manarashtra, for violating 
these provisions * 

At the Supreme Court, the mam opinion 
on the interpretation ul the Rcpiesentation 
ul the People Act, and whether an appeal 
to hindutva constituted a v lolalion of the act, 
was rendered in the case of R Y Prabhoo 
vs P K Kunlc," which involved charges of 
corrupt practices against Prabhoo, the mayor 
ot Bombay, and his agent Bat Thackeray 
'The Bombay High Court had found Prabhoo 
and Thackeray guilty ot corrupt practices on 
the ground that they had appealed for votes 
on the ground ot religion and promoted 
feelings ot enmity and hatred between 
diflerent classes ol citirens of India On 
appeal, Prabhoo challenged the consti¬ 
tutionality oi section 123 of the Repre¬ 
sentation ot the People Act on the ground 
that It violated the iundamcntiil nght to 
freedom of speech in Article 19(1) of the 
Cunsliluiiun It was turtlicr argued that the 
high court had erred in tindmg that an appeal 
to ‘hindutva’ constituted a violation of the 
act It was argued that hindutva means Indian 
culture, not Hindu culture, and moreover, 
that the public speeches of the candidate 
"cnttcised the anti-secular stance of the 
Congress Party in practising discrimination 
against Hindus and giving undue favour to 
tlic minorities which is not an appeal for 
votes on the ground of Hindu religion 
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'' The court Hnst turned to the question of 
the meaning of section 123(3). that is, the 
frobibition of appeals to religion to gain 
votes. In the court’s view, the prohibition 
did not mean that religion could never be 
mentioned in election speeches. A speech 
‘witha secular stance' which rai.sed questions 
about discrimination against a particular 
religion would not be caught by section 
123(3). Rather, section 123(3) was intended 
to prohibit a candidate from seeking votes 
on the basis of his religion, or of trying to 
alienate votes from another candidate on the 
basis of that candidate’s religion. The court 
then considered the question of the meaning 
of the prohibition on the promotion of 
feelings of enmity or hat red bet ween di fferent 
Kligious communities contained in section 
123(3A). in its view, the clear objective of 
the section was to curb 'the tendency to 
promote or attempt to promote communal, 
linguistic or any other factional enmity or 
httred to prevent the divisive tendencies'." 
The court accepted the arguments of the 
appellants that the prejudicial effect on public 
or^r is implicit in this section.*' 

The court subsequently considered and 
rejected the constitutional challenge to 
sections 123(3) and 123(3A)," and then 
turned to consider the meaning of hindutva 
and Hinduism, and whether an appeal to 
• hindutva constitutes a violation of these 
provisions of the Representations of People 
Act. The court began by reviewing what it 
described as the relevant Supreme Court 
jurisprudence on the meaning of ‘Hindu’, 
'Hinduism' and 'hindutva'. After reviewing 
several ca.scs on the meaning of 'Hindu' and 
'Hinduism', the court concluded that these 
constitutional bench decisions “indicate that 
no precise meaning can be ascribed to the 
terms ‘Hindu’, 'hindulva and 'Hinduism' 
and no meaning in the abstract can confine 
it to the narrow limits of religion alone, 
excluding the content of Indian culture and 
heritage” (emphasis added).*' On the meaning 
of hindutva, the court concluded. 

...that the term 'hindutva' is related more 
to the way of life of the people in the 
suhcontineni. It is difficult to appreciate 
how in the tact of these decisions the term 
'hindutva' or 'Hindui.sm' per .re, in the 
abstract, can be as.sumed to mean and be 
equated with narrow fundamentalist Hindu 
religious bigotry, or be construed to fall with 
the prohibition in (section 123(3) or (3A))*’ 
(emphasis added). 

In the court's view, hindutva is ordinarily 
to be understood “as a way of life or state 
of mind and it is not to be equated with, or 
understood as religiou.s Hindu funda¬ 
mentalism’’.** The words Hinduism and 
hindutva should not be construed narrowly 
to refer only to the “strict Hindu religious 
practices unrelated to the culture and ethos 
of the people of India". Rather, in the abstract, 
these terms .should simply be seen to reflect 


the "way of life of the Indian pedple”. 
Accordingly.the court concluded that simply 
referring to hindutvaor Hinduism in aspeech 
does not automatically make the speech one 
based on the Hindu religion and thus is not 
an appeal to religion. Nor, in the court’s 
view, docs such a reference necessarily 
“depict an attitude hostile to all persons 
practising any religion other than the Hindu 
religion”. Rather, it is the particular “use 
made of thc.se words and the meaning sought 
to be conveyed in the speech which has to 
be seen’’.*’ Such words may be used in a 
speech “to promote secularism or to 
emphasise the way of life of the Indian 
people and the Indian culture or ethos or to 
criticise the policy of any political party as 
discriminatory or intolerant*’. The court thus 
rejected the argument that the use of hindutva 
per se ncces.sarily constitutes a violation of 
sections 123(3)or(3A)of the Representation 
of Peoples Act, 19SI. Instead, the court was 
of the view that the question of whether a 
particular reference to hindutva or Hinduism 
constitutes a violation of these sections must 
be a question of fact in each case. 

On the facts of the case again.st Prabhoo 
and his agent, Thackeray, the court found 
that all three of Thackeray’s speeches at 
issue constituted a clear appeal to the Hindu 
voters to vote for Prabhoo because he was 
a Hindu, and thus was in violation of section 
123(3). Further, the court was of the view 
that one of Thackeray’s speeches included 
derogatory references to Muslims that clearly 
amounted to an attempt to promote feelings 
of enmity and hatred between Hindus and 
Muslims, and thus were in violation of section 
123(3A). Thus, both Prabhoo andThackeray 
were found guilty of corrupt practices. By 
way of contrast, in the case against Manohar 
Joshi, for a speech in which he stated that 
“the first Hindu stale will be established in 
Mahara.shtra’, the court held that Joshi was 
not guilty of violating section 123(3) or 
(3 A). Such a statement was not. in the court ’ s 
view, an appeal to votes on the basis of 
religion, but simply ‘the expression, at bc.st, 
of such a hope".'* 

The outcomes of other cases were similarly 
divided, though theprcponderuncedismis.sed 
the convictions of the Bombay High Court. 
Thecon viction against R G Kapsc (an elected 
BJP candidate to the Lok Sabha), joined 
with notices against Framed Mahajan and 
Sadhvi Ritambara, were overturned by the 
Supreme Court. The speeches made by 
Mahajan and Ritambara were nut, in the 
court’s view, made with Kapse's consent. 
The fact that Ritambara was present at and 
participated in a public meeting at which 
Kapse was allegedly present could not be 
taken as consent to the content of those 
speeches.** Moreover. Kapse denied that he 
was even present at the meeting, and in the 
court’s view there was no reliable evidence 


to prove Itis alleged conduct. ’The charges 
in relation to Mahajan’sspeechweiesiinilarly 
dismissed on evidentiary grounds, that is, 
there was not sufficient evidence to prove 
that he had used the words hindutva or 
Hindu religion in his speeches, nor that he 
had raised the Ram Janmabhoomi issue, or 
otherwise appealed to religion. The court 
further held that the fact that these issues 
were raised in the BJP manifesto was not 
sufficient to find an individual candidate 
guilty of corrupt practices. The charges 
against Shiv Sena candidate Ramkant 
Mayeker were al.so dismissed. The mere fact 
that Bal Thackeray, the leader of the Shiv 
Sena, was found guilty of corrupt practices 
was not in itself sufficient evidence to 
establish that other members of the party 
were guilty of corrupt practices. Rather, a 
candidate’s consent to the corrupt practices 
of the leader must be proven. In the court’s 
view, there was insufficient evidence to prove 
that the candidate had even been present at 
the speeches in question.’" 

By way of contrast was the case Sury ankant 
Venkatrao Mahadik vs Saroj Sandesh Naik, 
in which the Supreme Court held that the 
particular use of the term hindutva did 
constitute a violation of s 123(3) Mahadik's 
speech “was an appeal by a Hindu to a 
congregation of Hindu devotees in a Hindu 
temple during a Hindu religious festival 
with emphasis on the Hindu religion for 
giving votes to a Hindu candidate espousing 
the cause of the Hindu religion’’.-’* In the 
court’s view, the use of the word ‘hindutva’ 
in that speech ‘at that time, place and occasion 
has to be understood only as an appeal on 
the ground of Hindu religion’. Following its 
holding in Prabhoo’s case, the court held 
that although in its general or abstract 
meaning of the word ‘hindutva’ refers only 
to Indian culture and heritage, in this 
particular context it could only be interpreted 
as an appeal to religion. 

A writ petition was subsequently brought, 
requesting that the court reconsider its 
conclusions in the hindutva case. The petition 
was rejected by the court.” Put in an attempt 
to clarify its decision, the court made several 
further observations. First, the court noted 
that there was nothing in the Manohar Joshi 
case that was inconsistent with the earlier 
decision of the Supreme Court in Bommai. 
In its view, Bommai did not relate to the 
interpretation of sections 3 and 3(A> of the 
Representation of People Act, 1951, “and 
therefore nothing in the decision in Bommai 
is of assistance for construing the meaning 
and scope" of tho.se sections of the act. Any 
reference to the Bommai decision was thus, 
in the court’s words, “inapposite in this 
context". The court further commented that 
the challenge in the writ petition to the 
correctness of the Manohar Joshi decision 
was “based on a misreading of that decision”. 
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Ra^Kr, the decinon was simply based on 
eariier constitution bench decisions of the 
Supreme Coun, which the coutt was bound 
to follow, in its view, “a careful and 
dispassionate reading of the decision would 
show that the apprehensions and misgivings 
expressed in the writ petition are imaginary 
and baseles.s”. There was nothing in the 
Judgment to give rise to the fear that it has 
in any way condoned the appeal to religion 
to gain votes in an election. Although the 
court's emphasis that it did not sanction an 
appeal to religion in electoral politics was 
a welcome one, thecourt has failed to addre-ss 
the fundamental contradictions in the 
Manohar Joshi decision, and in fact may 
only intensify these contradictions. In our 
view, the court erred in the original decisions 
on two significant points - the interpretation 
of the meaning of hindutva. and the secular 
nature of the speeches of the Hindu right. 
In the .sections that follow, we take a closer 
look at these particular dimensions of the 
hindutva decision and reveal the dangerous 
implications of the errors made by the court. 

Although the court’s emphasis that it did 
not sanction an appeal to religion in electoral 
politics was a welcome one. the court has 
faded to address the fundamental 
contradictions in the decisions, and in fact 
may only intensify these contradictions. In 
our view, the court erred on two significant 
points - the interpretation of the meaning 
of hindutva, and the secular nature of the 
speeches of the Hindu right, in the sections 
that follow, we take a closer look at these 
particular dimensions of the hindutva 
decision, and reveal the dangerous impli¬ 
cations of the errors made by the court. 

II 

Vindicating Hindutva 

The apex Court has ful ly and unambiguously 
endorsed the concept of hindutva which the 
(BJP] has been propounding since its 
inception. 

Organiser, Editorial, December 24, 1995 

The Supreme Court decision was 
immediately claimed by the Hindu right as 
a vindication of their vi.sion of hindutva.^' 
The front page of the December 24th edition 
of the Organiser proudl y declared‘Triumph 
of Truth', and several articles in the edition 
waxed eloquently on the deci.sivc victory 
that the judgment represented for the forces 
of hindutva and Hindu rasbtra.^' One article 
trumpeted; ‘The Supreme Court has put its 
seal of judicial imprimatur on the Sangh 
ideology of hindutva by stating that it is a 
way of life or state of mind and that it is 
not to be equated with or understood as 
religious fundamentalism." H V Seshadri, 
leader of the RSS, welcomed the judgment 
as “a vindication of the San^‘4 philosophy 
of Hindu rashU‘8’’.“Con verscly, the Supreme 


Court's comments on hindutva came under 
immediate fire from those committed to 
demmtratic secularism. In this section, we 
take a clo.scr look at the Supreme Court 
reasoning on the meaning of hindutva. in 
our view, there is good reason to be concerned 
about the conclu.sions reached by the court. 
First, the conclusions are unsupported on the 
face of the decision itself - that is, the court 
did not provide any evidentiary basis (factual 
nor expert) nor any precedential authority 
for its conclusion. Second, we argue that the 
court could not do so precisely because the 
conclusion is inconsistent with the historic 
and contemporary iiolitical meaning of (he 
term hindutva. 

‘A Way of Lir:’ witiioui PatCEriFjsT 

In reaching its conclu.sions on the meaning 
of hindutva, the Supreme Court quoted 
extensively from two earlier decisions of the 
constitutional bench of (he Supreme Court. 
The first, Sastri Yugnaparushadji and Others 
vs Muldas Bhudardas Vaishya and Another,^*' 
involved a lengthy discussion on who and 
what are Hindus, which passed considerable 
comment on the meaning of Hinduism: 
Unlikeothcrreligions in the world, the Hindu 
religion does not claim any one prophet; it 
does not worship any one god; it docs not 
subscribe to any one dogma; it does not 
believe in any one philosophic concept; it 
does not follow any one set of religious riles 
or performances;; in fact, it does not appear 
to satisfy the narrow traditional featuics of 
any religion or creed, li may broadly he 
describedasa way oflife and nothing nu re... 
When we consider this broad sweep of the 
Hindu philosophic concepts, it would be 
realised that under Hindu philosophy there 
is no scope fur excommunicating any notion 
or principle as heretical and rejecting it as 
such... Hinduism takes it fur granted that 
there is more than one valid approach to 
truth and to salvation and ihe.se different 
approaches arc not only compalibic with 
each othci, hut are complementary’^ 
(emphasis added). 

The second case, Commr Of Wealth Tax. 
Madras, and Ors vs Late R Sridharan by 
LRs,’* also involved a con.siderabic dis¬ 
cussion of the meaning of Hinduism:’*' 

It is a matter of common knowledge that 
Hindui.sm embraces within itself so many 
diverse forms of beliefs, faiths, practices 
and worship that it is difficult to define the 
term Hindu with precision.^ 

But the passages cited from the Sridharan 
case further elaborated on the nature of 
Hinduism, which it deEned as “incoipo- 
rat(ing) all forms of belief and worship 
without necessitating the selection or 
elimination of any. Tlie Hindu is inclined 
to revere the divine in every manifestation, 
whatever it may be, is doctrinally tolerant, 
leaving others - including both Hindus and 
non-Hindus - whatever creed and worship 
practices suit them best.’’^' 


Based on these two dedsions. the cour 
in Manohar Joshi concluded that no precise 
meaning could be given to the words Hindu, 
Hinduism or hindutva: 

...no meaning in the abstract can confine it 
to the narrow limns of religion alone, 
excluding the content of Indian culture and 
heritage. It is also indicated that the term 
'hindutva' is related more to the way of life 
of the people in (he sub-coniinent. It is 
difficult to appreciate how in the face of 
thc.se decisions the term 'hindutva' or 
'Hinduism' per .te. in the abstract, can be 
atisumed 10 mean and be equated with narrow 
fundamentalist Hindu religious bigotry, or 
. .fall within (he prohibition of ..section 123 
of the Rcprrsentntinii ol the People Act.” 
There arc a number of troubling 
dimensions to (his conclusion. First, in the 
court's view, even the term ‘Hinduism’ 
cannot be given any precise meaning, and 
is not limited to ‘the narrow confines of 
religion'. Rather, even the word 'Hinduism' 
is seen to reflect ‘the way oflife of the Indian 
people’. Although the court’s conclusion 
that 'Hinduism' ought not be reduced to “or 
equaled with nanow fundamentalist Hin^u 
religious bigotry" is uncontentious, its 
conclusion that Hinduism ought not be 
confined to religion at all is highly con¬ 
tentious. and in our view, erroneous. The 
very definitions cited by the court in 
Sridharan all point to the common under¬ 
standing of Hinduism as a religion, albolt 
one that embraces a multiplicity of gods, 
texts and religious riles. 

Yet. even more troubling arc the court’s 
conclusions on the meaning of hindutva. 
What the court does not mention, nor does 
it seem to be remotely troubled by, is the 
fact that neither of these two decisions of 
the constitutional bench so much as 
mentioned the word ‘hindutva’. TTie court 
neverthclc.ss goes on to elaborate on the 
meaning of hindutva as 'the way of life or 
slate of mind of the people of the 
subcontinent; a meaning that it derives from 
the two decisions dealing with the meaning 
of Hinduism. In further support of its 
conclusions that hindutva represents a ‘way 
of life’, and not simply ‘religious Hindu 
fundamentalism’, the court then ':{uoted a 
passage from the work of Maulana 
Wahiduddin Khan (1994): 

The .strategy worked out to solve the 
minorities problem was, although differently 
worded, that of hindutva or Indiani-sation. 
This strategy, briefly stated, aims at 
developing a uniform culture by ohliieraltng 
the differences between all of (he cuhures 
coexisting in the country. This was felt to 
be the way to communal harmony and 
national unity. It was thought that this would 
put an end once and for all to the minorities 
problem.” 

This passage is cited by the court to support 
the conclusion that ‘the word ‘hindutva’ is 
used and understood as a synonym ol 
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‘tiidiailiution’, i e. the development of 
uniform culture by obliterating the differ¬ 
ences between all the cultures co-existing 
in die country.’*^ What the court does not 
mention, nor does it seem to be in any way 
troubled by, is the fact that the passage quot¬ 
ed is a dewription of a particular strategy 
woriced out by a particular political party - 
the Bharatiya Jana Sangh, the ideological 
precursor of the BJP. Although their dis¬ 
course did equate hindutva with Indiani- 
sation, this equation within the political 
rhetwic of the Hindu right should hardly be 
comforting. It should, to the contrary, be 
considerable cause for concern. The court, 
however, docs not interrogate the strategy 
of Indianisation. It did not consider what 
was involved in the creation of a uniform 
culture (i c, a Hindu culture), nor the 
Obliteration of differences (i e, of Muslim 
religion/identity). Rather, it simply deploys 
thepassage as an authority forihe proposition 
that hindutva is synonymous with 
Indianisation. And by taking the passage out 
of context, the court uses it as further support 
for its view that hindutva is simply a way 
of life of the Indian people. 

The ccMitt subsequently quoted at length 
from Kultar Singh vs Mukhtiar Singh, 
another decision of the constitutional bench 
of the Supreme Court, which held that a 
poster which contained the word ‘Panth ’ did 
not constitute an appeal to votes on the basis. 
of religion, since the word ‘panth* did not 
mean the Sikh religion.'’ The court once 
again reiterated its ba.sic conclusion: 

Thus, it cannot be doubted, particularly in 
view of the Constitution Bench decisions of 
this court that the words ‘Hinduism' or 
‘hindutva* are not necessarily to be under¬ 
stood and construed narrowly,confined only 
to the strict Hindu religious practices unrelat¬ 
ed to the culture and ethos of the people of 
India, depicting the way of life of the Indian 
people. Unless the context of a speech 
indicates a contrary meaning or use, in the 
abstract these terms arc indicative more of 
a way of life of the Indian people and are 
not confined merely to describe persons 
practicing the Hindu religion as a faith.** 
The court further emphasised that there was 
nothing inherent in the terms Hinduism or 
hindutva that depicts any hostility, enmity 
or intolerance towards any other religious 
community. Although the terms may have 
been misused by some to promote 
communalism. such misuse does not change 
'the true meaning of these terms*Relumi ng 
to the issue at hand, the court then concluded 
that mere references to the words Hinduism 
or hindutva in a speech docs not constitute 
a violation of either $ 123(3) of s 123(3A) 
of the Representation of the People Act. 
Rather, it is “the kind of use made of these 
! wordsandthemcaningsoughttobeconveyod 
in each particular speech which must be 
considered’*.'* The issue, then, of the violation 




of die act becomes a question bffadf it) «ai^ 
case. 

What is most extraordinary about the 
court's reasoning, from a strictly legal 
point of view, is that it can draw such an 
unequivocal conclusion as to the meaning 
of hindutva without having cited virtually 
any authorities - judicial or otherwise - in 
support. None of the Constitutional Bench 
decisions from which it purported to draw 
support addressed the meaning of the term 
hindutva, but simply the meaning of Hindu 
or Hindui.sm. The Supreme Court takes no 
notice of the po.s.sibility that these terms may 
not in fact converge, but proceeds from the 
assumption (hat their meaning can he 
conflated, and thus infers the meaning of one 
(hindutva) from the other (Hinduism). Since 
Hinduism is taken to mean the way of life 
of the people of the subcontinent, then so 
trx) does hindutva. 

The Supreme Court's conclusion on the 
meaning of Inndutva further exemplifies the 
way in which the unstated norms of the 
majority come to be inscribed in legal 
principles. Hinduism, the religion of the 
majority of Indians, comes to reflect the way 
of life of all Indians. Hindutva. similarly 
abstracted from the religion of the majority, 
also becomes the way of life of all the people 
of the subcontinent. The court 
unprobicmatically assumes that the norms 
of the majority can simply be extended to 
apply to all Indians; regardless of their 
religious or cultural identity. Similarly, 
‘Indianisation* is taken by the court to 
represent the political and cultural aspirations 
of alMndians, in and through theconsiraction 
of a uniform culture. The court docs not stop 
to consider that this uniform culture is one 
based on assimilating religious and cultural 
minorities and on rccon.slituting all Indian 
citizens in the image of the unstated dominant 
norm, that is, a Hindu norm. The court 
simply assumes, rather than in any way 
critically interrogates, that majoritarian 
norms are the appropriate measure against 
which the practices and rhetoric of the Hindu 
right can be judged. Although thcreis nothing 
particularly extraordinary about the court's 
implicit reliance on unstated dominant norms 
- judicial reasoning more oflen than not 
does incorporate the.se assumptions - the 
implications of these norms for religious and 
cultural minorities who deviate from these 
norms can be very damaging. And, as we 
will attempt to reveal in (he sections that 
follow, the implications of these unstated 
norms of the Hindu majority in the Supreme 
Court's conclusions on hindutva are 
particularly devastating for these minorities, 
who are the vety targets of the Hindu right. 

Hindutva and Hindu Right 

In concluding that the term hindutva was 
not in and of itself an appeal to religion, nor 


an expression of enmity or habed towtuda 
other religious groups, but simply the way 
of life of Indian people, the Supreme Court 
has obscured the historical background as 
well as the contemporary political context 
within which the term has acquired meaning. 
As sevml commentators have pointed out. 
the court has failed to recognise that the term 
hindutva has historically had a very particular 
meaning, associated with the political 
philosophy of Savarkar and Golwalkar and 
the political agenda of the Hindu right.”The 
contemporary meaning of hindutva has its 
roots in the writings of Savarkar, particularly 
in his pamphlet hindutva: Who is a Hindu? 
written in 1923.'"’ In first articulating the 
concepts of hindutva and Hinduness as 
political concepts, Savarkar emphasised that 
'hindutva is different from Hinduism’; 
Hindutva is not identical with what is vaguely 
indicated by the term Hinduism. By an ‘ism’ 
is generally meant a theory or a code more 
or les.s based on spiritual or religious dogma 
or .system But when we attempt to in vesugate 
into the essential significance of hindutva 
we do not piimanly - and certainly not 
mainly - concern ourselves with any 
particular theocratic or religious dogma or 
creed. Had not linguistic usage stood in our 
way then Hinduness would have certainly 
been a better word than Hinduism as a near 
parallel to hindutva. Hindutva embraces all 
the departments of thought and activity of 
the whole being of our Hindu role.'*' 

In rather striking contrast to the Supreme 
Court decision. Savarkar posited the concept 
of hindutva as something distinct from 
Hinduism and as a means for achieving 
superiority of the Hindu race, rather than the 
religion. According to Savarkar, ‘Hindus 
are not merely the citizens of the Indian state 
because they arc united not only by the 
bonds of love they bear to a common 
motherland but also by the bonds of a 
common blood... All Hindus claim to have 
in their veins the blood of the mighty race 
incorporated with and descended from the 
Vedic forefathers’.*’ In this definition, a 
Hindu is thus cast as a race.*' But. Savarkar 
did not .stop at this concept of a common 
fatherlandandacommonracial bond.Rather, 
for him, a Hindu was also one who inherits 
Indian civilisation “as represented in a 
common history,commonheroes.acommon 
literature, a common art, a common law and 
a common jurisprudence, common fairs and 
festivals, rites and rituals, ceremonies and 
sacraments**.** Hindus were thus defined in 
terms of their common cultural heritage. 

Again, Savarkardid not stop here. A Hindu 
was further defined as one who followed 
“the religion of the people peculiar and 
native to this land”, namely, Hinduism. In 
Savarkar* s definition a Hindu ts a “person 
who regards the land of Bharatvarsha from 
Indus to the Seas as his Fatherland as well 
as his Holyland - that is the cradle of his 
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A Htoda m thw one whwe 
‘^ilblmnH’ and ‘punyaUiumi* correspond. 
U is dmwgh this elision of fadieriand uid 
bOlyland that Savaikv constructs the poli¬ 
tical category of Hindu in opposition to non- 
Hindus, particularly, to Muslims and 
Christians. Despite the fact that Muslims 
and Christians 'have inherited along with 
Hindus a common Fatherland and a greater 
part of the wealth of common culture - 
language, law, custom, folklore and history, 
[they] are txn and cannot be recognised as 
Hindus... Their Holyland is far off in Arabia 
or Persia'.^ The construction of a 'Hindu 
race’ was thus achieved by continuously 
positing a conflict between the 'Hindu' and 
'others’, most notably, the 'Muslim 
invader’." 

Although Savarkar was emphatic that 
hindutva was distinct from Hinduism, it was 
also clear in his writings that Hinduism was 
an important part of being Hindu. As 
Purshottam Agarwai has argued, Savarkar 
effectively transforms the role of religion in 
constituting the category of Hindu: “In 
religiousdiscoursc the community isdefincd 
in terms of a shared creed or dogma. In the 
political discourse of communalism, the 
community is defined primarily as a race. 
Religion, insteadufbeingadenning criterion, 
is transformed into a fetish owned by an 
already defined community’’Hindus, 
according to Savarkar. were a race who by 
definition followed apaiticularrcligion. And 
by definition, Hindus were constituted in 
opposition to Muslims and Christians whose 
very identities were constituted as always 
posing a threat of disloyalty. Although 
Muslims and Christians were atro constituted 
in racial terms, it was clear that the threat 
that they posed lay in the fact that their 
holyland was other than in India. Again, 
despite the emphasis on racial differences, 
it was the difference of religion that remained 
as a constituting movement of the 
oppositional identities. 

The definition of a Hindu and of hindutva 
was further articulated in the writings of 
Golwatkar. Golwalkar’s vision of a Hindu 
nation included five components; 

The idea contained in the word Nation is 
a compound of five distinct factors fused 
into one indissoluble whole, the famous five 
unities; Geographical (Country), Racial 
(Race), Religious (Religion). Cultural 
(Culture) and Linguistic (Language)." 
Oolwaikar elaborated in considerable detail 
the meaning he ascribed to each of these 
categories. Country is described as “heredi¬ 
tary territory... relating to which [a people] 
has certain indissoluble bonds of com¬ 
munity’’.'” A race is defined as “a hneditary 
society having common customs, common 
language, common memories of glory or 
disaster, in short, it is a population with a 
common originunder one culture.””' Religion 


and cuitme are defined together, because in 
Golwilkar’s view, the two are often 
indistinguishable: 

Where religion forms the very life-breath of 
a people, where it governs every action of 
the iiidividual as well as of the society as 
a whole, where in short, it forms the only 
incentive to all action, wholly and spiritually, 
itisdifikuktodistinguishthesctwofaciors'' 
In elaborating on his definition of religion, 
Goiwalkar argued that those who argue that 
religion has no place in politics fail to 
understand the real meaning of religion: 
Religion, in its essence is (hat which by 
regulating society in all its functions, makes 
room for all individual idiosyncrasies, and 
provides suitable ways and means for nil 
sorts of mental frames to adopt, and evolve 
and which at the same time raises the whole 
society as such, from the material through 
the moral to the spiritual plane.”’ 

In his view, this religion “cannot be ignored 
in individual or in public life”." Finally, 
language is defined as an essential charac¬ 
teristic belon,';ing to every nation; “Every 
race, living in its own country, evolves a 
language of its own, reflecting its culture, 
its religion, its history and tradition”.” 

Goiwalkar argued that the Hindus qualify 
under each of these categories, and thus, 
constitute a nation. “Hindustan, the land of 
the Hindus ...a definite gcograpbidal unity” 
constitutes a rountry. “[Tlhe Hindu Race is 
united together by common ttaditions, 
...memories, ...culture, ...language, ...land] 
customs’*, and thus constitutes a race.-" On 
religion and culture: 

This great Hindu Race professes its illustrious 
Hindu Religion, the only religion in the 
world wonliy of being so denominated, which 
in its variety is still an organic whole... 
Guided by this Religion in all walks of life, 
individual, social, political, the Race evolved 
a culture which despite the degenerating 
contact with thedebas^ ‘civilisations’ of the 
Mussalmans and the Europeans, for the last 
tencenturic.s. is still the noblest in the world.” 
In Golwalkar’s view “No race is more 
fortunate in being given a Religion, which 
could produce such a culture".-'" On the 
question of language, he recognised a 
problem, insofar as it appears that each 
region has its own language. But. he argued 
“thereis but one language, Sanskrit, of which 
these many languages are mere offshools’’.” 
Thus, Goiwalkar concluded, “this country, 
Hindustan, the Hindu Race with its Hindu 
Religion, Hindu Culture, and Hindu 
Language, complete the Nation concept".*" 
In this definition, although religion is but 
one of the five qualifying categories of the 
Hindu nation, it can Ire seen to underlie the 
other four categories. Race is defined not so 
much in terms of a common blood line (as 
in Savarkar's definition), as it is in terms of 
a common culture. It is less a biological 
category than acuitural cat^ory. And culture 


is in ttun defined almoin wholly in terms of 
a common religion, since in Golwatkar’s 
view, religion and culture for the Hindus is 
virtually indistinguishable. Thus, both race 
and culture are constituted in and through 
the category of religion. Despite the efforts 
to insist that the category of Hindu is broader 
than that of Hinduism, we can begin to see 
that the religion of Hinduism remains the 
constituting moment of this broader political 
category. The other two categories - of 
country and language - can in turn be seen 
to be derivative of this religious category. 
Country is simply the geographical territory 
where a people united by religion/culmt^ 
race live, and language, similarly, that which 
a people united by religion/culture/race, 
speak. And the priority of religion within 
this construct of religion/culturc/race reveals 
that, despite Golwalkar’s efforts to insist on 
the distinct nature of the five categories, it 
is in fact the common religion of Hinduism 
from which the entire definition of the Hindu 
nation is derived. 

TItc primacy of religion is further evident 
in Golwaikar's discussion of the ‘problem’ 
of those who live in Hindustan, but who are 
not part of the Hindu race, religion and 
culture, namely. the Muslims and Christians. 
In his view, those who were not a port of 
the Hindu Race, still had a chamx to be a 
part of the Hindu nation if certain conditions 
were met: 

All those ...£an have no place in ilie national 
life, unless they abandon their differences, 
adopt the religion, culture and language of 
the Nation and completely merge themselves 
in the National Race. So long, however, as 
(hey maintain their racial, religious and 
cultural differences, they cannot but be only 
foicigiieis..., the strangers have to 
acknowledge the National Religion as the 
State Religion and in every other respect 
inseparably merge in the National 
Communily." 

Although the Muslims and Christians are 
cast as ‘foreign races’, the constituting 
moment of this racial category remains one 
of religion. As in Savarkar's writings, the 
problem with these minorities is not that 
they do not share a common land, a common 
language, or even part of a common culture. 
The real problem lie.s with the absence of 
the requisite ‘mental allegiance', a mental 
allegiance that Muslims and Christiaas have 
not demonstrated. It is the fact that Muslims 
and the Christians do not look upon India 
as their holy land, and thus continue to 
display a religious allegiance to a foreign 
land that is of concern to Goiwalkar. The 
call on these communities to “give up their 
present foreign mental complexion and merge 
in the common stream of our national life”,*" 
is thus a call to give up their religion, which 
lies other than in the Hindu nation. Despite 
the fact that Goiwalkar speaks of racial and 
cultural differences, these differences only 
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MAHARASHTRA STATE LOTTERY 







BUMPER DRAW 


ONE COMMON PRIZE OF RS. 15 LAKH (GUARANTEED) 

Four series - Total 2 lakh 66 thousand 714 prizes 
TOTAL AMOUNT OF PRIZES Rs. 1 CRORE 21 LAKH 25 THOUSANDS. 


FEATURES: 


20 prizes of Rs. 1 lakh each 
8 prizes of Rs. 50,000 each 
16 prizes of Rs. 25,000 each 
24 prizes of Rs. 5,000 each 
240 prizes of Rs. 1,000 each 
2,400 prizes of Rs. 100 each 
24,000 prizes of Rs. 50 each 

Total 2 lakh 40 thousand prizes of Rs. 25 each on last digit. 


CONSOLATION PRIZES 

Total 5 prizes of Rs. 5,000/- each for the ticket numbers immediately preceding 
and succeeding the common prize winning number and also for the said number 
in non-winning series. 


TOTAL AMOUNT OF PRIZES Rs. 90 UKH 65 THOUSANDS. 


Draw: On September 30, 1996 at 4.30 p.m. at ALIBAUG, RAIGAD 


Ticket price Rs. 10/- only. 
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auHee wnse ib reianaa .w uie wncnying 
category of tdigion. TliecallforassifnUation 
is thus fust and foremost a call for religious 
assimilation, for minorities to return to the 
folds of Hinduism. It is only secondly a call 
to assimilate into the culture and race, insofar 
as this cuHuce and race is one that is derivative 
of the religious category. 

Moreover, it is in the.sc discussions of the 
minorities th^ we can again sec the extent 
to which the political category of Hindu has 
been constituted in opposition to religious 
minorities, and premised on the very 
elimination of these minorities, through 
assimilation or considerably more violent 
means. Religious minorities are constituted 
in this discourse as presenting a threat to the 
integrity of the nation, and could not be 
recognised or accommodated as a legitimate 
part of the Hindu nation. Golwalkar was 
very clear that there, was no place fur religious 
minorities who failed to assimilate: they 
must “lose their separate existence to merge 
in the Hindu race, or may stay in the rountiy', 
wholly subordinated to the Hindu nation, 
claiming notniiig, deserving no privileges, 
far less any picfei ential treatment - not even 
citizen’s nf^hts"”' (emphasis added). The 
Hindu nation wa.s thus con.stitutcd in the 
writings of Golwalkar through an attack on 
the very legitimacy of religious minoriiic.s, 
and on a denial of any protection of minority 
rights within the Hindu nation. 

The.se conceptualisations of the Hindu 
nation continue to inform the political agenda 
of (he Hindu right today. Hinduiva means 
establishing a Hindu rashtra - a Hindu state, 
based on a Hindu way of life. As Savarkar 
did before them, the contemporary 
ideologues of the Hindu right continue to 
emphasise a distinction between Hindu and 
Hinduism. And like Golwalkar befntc them, 
they continue to insist that Hindu is an 
attitude of allegiance. Forcxampic. Seshadri 
writes: 

Hindu is not the name of a religious failh 
likethe ‘Muslim' orthe 'Christian' It denotes 
a national way of life here All those wlio 
feel firmly corimittcd to the unity and 
sanctity of our country and our people and 
look upon our great forebearers os their 
national heroes and the sublime values of 
our cultural life as their points of veneration 
and emulation are all Hindus.''^ 

Yet, despite this continued emphasis lliat 
Hindu means more than the 'ism' of 
Hinduism, it remains all tem evident that the 
constituting moment of Hinduness is still 
religion. Hinduism continues to be the 
religion followed by the Hindus. And it 
continues to be asserted as the only religion 
worthy of the name. It is time and again 
' asserted as the only religion premised on the 
notion of toleration, which is in turn used 
to justify the claim that only Hindus arc truly 
secular.*’ The supremacy of Hinduism 
remains the basis of the political claims 


Bgainsi me minonnes, who milow religions 
thtt allow neither toleration nor secularism. 
While the political category of Hindu 
continues to be given precedence, Hinduism 
nevertheless remains as a crucial dimension 
of this category. 

Indeed, if anything, the salience of religion 
in the discourse of the Hindu right has only 
increased .since the advent of the VHP. The 
emphasis on Hindu as a racial rather than 
a religious category, and the distinction 
between Hindu and Hinduism, has begun to 
blur. The VHP is an virganisation explicitly 
committed to promoting Hinduism. 
Moreover, it claims to represent the totality 
of Hinduism; in effect, it attempts to 
reconstitute Hinduism as an organised 
religion under its central auspices. As Basu 
Cl al have argued, this appeal to religion in 
and through the VHP has been part of the 
phase of popularising hindutva; that is, of 
moving beyond the elite cells of the RSS 
shakhas and popularising the mc.s.sage of 
hindutva among the Hindu masses. "It is 
within this copiexl of popularising hindutva 
that the Ram Junmabhoomi campaign 
acquired such importance and dynamism 
within the I lindii right. It is, moreover, within 
the context ofthis campaign that the teligioiis 
nature of the political rhetoric of the Hindu 
right has become most esidcnl. The 
ascendance oi the Ram legend, as well as 
Ihc political mohilisation of hirge numbers 
ot sants and sadhiis into the popular finnt 
I'f the Hindu nghi, has given it adistinctivciy 
^cliglou.^ tlavmii Although truces ot the 
racial consiructiun of Hindus remains in 
evidence, particularly in the ongoing attacks 
on the Muslim community, the VHP is 
unapolcgeiic in its cmpha.sis on religion. 

In its contemporary deployment, the subtle 
distinction between Hindu, hindutva and 
Hinduism of earlier limes is often lost. The 
political discourse is imbued with religious 
discourse sometimes espou.sing the 
superioiiiy of Hinduism, or other times, 
simply punctuating political appeals with 
the language, symbols and ceremonies of 
Hmdui.sm. But, the relationship between 
Hindu as a political category and Hinduism 
as a religious category remains complex. For 
example, the explicitly religious claims of 
the VHP to represent an already existing 
collectivity of Hindus only makes sense in 
relation to ihc underlying conceptualisation 
of Hindu as a racial category.*’ Moreover, 
while the appeal to religion has grown, the 
concept of llindu rashira and hindutva does 
continue to mean moic than an appeal to the 
religion of Hinduism. For the Hindu right, 
an equally important dimension of hindutva 
is the attack on the legitimacy of minoniy 
rights, Hindutva continues to mean the 
assimilation of all minorities into the culture, 
the way of life, ultimately the religion, of 
the majority. Hk concept of hindutva thus 


retains its oppositional meaning, that is, to 
be constituted largely in relation to that 
which tlicy oppose- Muslims and (Christians. 
I1ie attack on the legitimacy of minori^ 
religious communities continues to go to the 
very core of the concept of Hindu rashtra 
and hinduiva. From Savarkar to Golwalkar 
to the contemporary ideologues, it is this 
attack on religious minorities, on the effort 
to a.ssi>iiilatc these minorities back into the 
folds of Hinduism that has given hindutva 
Its political character. The current phase of 
populansing the agenda ot the Hindu right 
through the VHP retains this essentially 
political attack on religious minorities. The 
apiieal to religion has not fundamentally 
altered this character, but simply popularised 
it through the invocation of religious 
discourse. 

In the contemporary political terrain, 
hindutva thus continues to be a political 
category that is distinct from the religion of 
Hinduism, but which relies on religion in 
constituting the political category of Hindu. 
The .Supreme Court has completely failed' 
to understand the meaning of the term, and 
its complex relationship to the religion of 
Hinduism."* For the court to infer the meaning 
of hindutva simply trom reviewing its 
jurisprudence on the meaning of Hinduism 
and Hindu is .simply inaccurate. Al the same 
time, for the court to conclude that an appeal 
to hindutva ir not persem appeal to religion 
is to also misrt'pie.seni Ihc complex 
rclatuinsliip between these terms in the 
contemporary strategics of the Hindu right. 
Although the concept of hindutva has 
developed as distinct trom llmduisin, it is 
a concept that ncvcrthcle.vs presuppo.scs the 
religion of its constituency. And in recent 
years, Ihc political usage of Ihc tenn has 
become more and more imbued with 
explicitly religious discourse. When used in 
the context of electoral politics, hindutva is 
an appeal to religion, and as such, ought to 
constitute a violation of section 12.1(3) of 
the Representation of the People Act. 

Secondly, hinduiva continues to be a 
political category that at its cure is an .attack 
on the legitimacy ot minority nghts. For the 
court to conclude that there i.* nothing 
inherent in the concept ol hindutva that 
involves the promniton of religious enmity, 
huticd or disharmony is again, simply 
inaccurate. The Supreme Court h.is failed to 
understand the assault on religious minorities 
that <s a constituent element of the concept 
of hindutva. From its roots in the writings 
of Savarkar to its contemporary deployment 
hy the likes of Bal Thackeray, Manohar 
Joshi, Sadhvi Rithambara and L K Advani, 
hindutva has been based on the idea of 
Indian society fractured hy the ccmnict 
between religious communities, particularly 
between the Hindus and Muslims, wherein 
the majority of Hindus have been and 
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continue to be oppressed at the hands of the 
Muslim minority, hindutva is a call to unite 
against these religious minorities; at best it 
is a call to assimilate these minorities into 
the ostensibly more tolerant fabric of 
Hinduism; and at its more extreme, it is a 
caii to simply destroy them. In both its more 
modest assimilationist mode and in its more 
extreme and violent mode, hindutva is an 
attack on the rights, indeed on the very 
legitimacy of religious niinonties. As a call 
to assimilate or otherwise undermine the 
very identity and integrity of minority 
communities, it is based on a total disregard 
and lack of respect for other religious groups. 
And as such, its political deployment can 
only be seen as promoting enmity, 
disharmony, and often hatred between 
Kligious groups. The Supreme Court has 
simply failed to understand the political 
agemh that informs the meaning of hindutva 
in the contemporary political landscape, 
where an appeal to hindutva is both an 
appeal to religion, and an appeal promoting 
enmity and haired between religious groups. 
When used in the context of electoral politics, 
hindutva ought to constitute a violation of 
both section 123(3) and section I23(3A) of 
the Representation of People Act, 1951. 

For the Hindu right, hindutva is indeed 
a way of life - a way of life of the Hindus 
who by definition, practice Hinduism. It is 
not about tlic way of life of the Muslims or 
the Chri.stian.s in India. For the Hindu right, 
hindutva is about the assimilation and 
ultimate negation of these religious 
minorities. This is the meaning of hindutva 
both in its historic and contemporary context. 
It is in this light that the Supreme Court 
conclusions that hindutva simply represents 
a way of lifeof the peopieof the subcontinent 
must be evaluated, and ultimately rejected. 
Hindutva is not the way of life of all the 
people of the subcontinent. At best, it aspires 
to represent the Hindu people, and to 
assimilate non-Hindus into its fold by 
whatever means possible. The Supreme Court 
has not only effectively condoned this 
political vision, it has elevated it to a 
description of an existing state of affairs.*" 
It can hardly come as a surprise that the 
Hindu right has claimed the decision as an 
unequivocal victory.™ 

The efforts of the Supreme Court to clarify 
its views has allayed the fears of many of 
thosecommittcd to secular democracy.^' But 
we remain unpersuaded. In its rejection of 
the review petition, the court has failed to 
appreciate precisely where the problems lie. 
It did not address the highly problematic 
and unsustainable conclusions about the 
meaning of hindutva as a way of life in the 
subcontinent. The conclusion remains 
without jurisprudential precedent, and 
without any appreciation of the historical, 
political and social context ot the term 


hindutva. The court has failed to see how 
its conclusions on the meaning of the term 
hindutva will allow those forces committed 
to establishing a Hindu rashtra to continue 
to pursue their agenda, fearless of the 
implications of appealing to the concept of 
hindutva. In our view, the conclusions of the 
court have left the legal framework of 
democratic politics considerably weakened 
against the political use of religion by the 
Hindu right. Despite the prohibition on such 
an appeal in the Representation of Peoples 
Act, and the Supreme Court's emphasis that 
it has not sanctioned such appeals, the 
Manohar Joshi case has, perhaps unwittingly, 
given the Hindu rightagreen light to continue 
to both iu hindutva campaigns and its efforts 
to establish a Hindu rashtra. Although strictly 
speaking, an appeal to hindutva has not been 
completely immunised from prosecution 
under the act in so far as the court has 
emphasised that it is the specific context in 
which it is used that must be examined, the 
court's conclusions on the meaning of 
hindutva have nevertheless legitimised the 
term. The Hindu right is free to continue its 
appeal to hindutva and to the establishment 
of a Hindu state if it is careful to not too 
directly appeal to the religion of the 
candidate.” And the Hindu right has wasted 
no time in doing just so. Its main electoral 
platform in the 19% national elections is 
once again hindutva.^' 

The prohibition on the promotion of 
icligious enmity and hatred is also left 
weakened in the aftermath of the decision. 
Although the court did condemn Thackeray 
tor promoting hatred towards the Mu.slim 
community, the court did not recognise the 
extent to which the concept of hindutva 
itself implies an attack on minority rights 
While the court's findings against Thackeray 
signals that his rhetoric remains beyond the 
realm of legitimate political speech, it is 
difficult to imagine speeches more loaded 
with hatred towards a minority religious 
group than tho.se of Thackeray.™ If the 
prohibition on the promotion of enmity and 
rctigious hatred to garner votes is to mean 
anything at all, it would have to capture such 
speech.™ At the same ti me, the more technical 
aspects of the Supreme Court decisions have 
created ample opportunity for the Hindu 
right to continue <is often vehement attacks 
on minorities. The narrow test established 
by the court for proving that a candidate 
consented to the speeches of another will 
allow the Hindu right to carefully orchestrate 
its campaigns, ensuring that speakers other 
than electoral candidates are assigned the 
task of spewing the most hateful rhetoric.™ 
Moreover, as we discuss in the next section, 
the court's conclusions on the secular nature 
of some of the speeches of the Hindu right 
will continue to allow considerable latitude 
to electoral candidates to attack the legitimacy 


of minority rights, provided that the attack 
is adequatdy disguised within the discourse 
of secularism and equality. 

m 

Vindicating ‘l*seudo-SeculBrisia’ 

...when Hinduism is no religion and is a way 
of life to say that a Hindu state is anti-secular 
is wholly incorrect... Hinduism is secularism 
par excellence. 

Organiser, January 21, 1996, p 2. 

The failure of the court to appreciate the 
meaning of hindutva and thus the 
implications of its deployment in the political 
landscape has done an enormous disservice 
to the cause of secularism. But the extent 
of the damage does not end here. Rather, 
the damage has in our view been compounded 
by the court's comments on the secular nature 
of someof the speeches of the B JP candidates. 
In this section, we begin by briefly reviewing 
these comments and then attempt to illustrate 
their dangerous implications by situating 
these comments within the broader context 
of the highly contested meaning of 
secularism, and the efforts of the Hindu .right 
to appropriate secularism for its own rather 
non-secular purposes. Finally, we challenge 
the views of the Supreme Court that there 
is nothing inconsistent between its 
conclusions, and earlier decisions of the 
constitution bench of the Supreme Court on 
secularism, particularly, Bommai v Union 
of India. 

Simply Secular? 

In considering whether an appeal to 
hindutva constituted a violation of the 
Representation of the People Act, the court 
took into account the fact that many of the 
Hindu right speeches at issue appealed to 
the priiKiple of secularism, and to violations 
of the right to equality. In the court’s view: 
It cannot be doubted that a speech with a 
secular stanceallegingdiscrimination against 
any particular religion and promising 
removal of the imbalance cannot be treated 
as an appeal on the ground of religion as 
Its thrust is for promoting secularism. 
Instances given in the speech of 
discrimination against any religion causing 
the imbalance is the profes.sed goal of 
secularism, the allegation being against any 
individual or any political party, cannot be 
called an appeal on die ground of religion 
forbidden by sub-section(3). Inother words, 
mention of religion as such in an election 
speech is not forbidden by sub-section (3) 
so long as it does not amount to an appeal 
to vote for a candidate on the ground of bis 
religion or to refrain from voting for any 
other candidate on the ground of his 
religion.” 

According to the court, any election speech 
“made in conformity with the fundamental 
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fij^ to fteedomof religion guwanteedunder 
AiQcles 25 to 30 of the Constitution cannot 
be treated as anu-secutar to be prohibited 
by sub-section (3> of Section 123 unless it 
falls within the narrow net of the 
prohibitions A speech that refers to 
“religion during an election campaign with 
a secular stance in conformity with the 
fundamental right to freedom ot religion' 
IS outside the purview ot section 123(3) 
unless It includes an appeal to vote tor or 
against a candidate on the basis of his religion 
Similarly in Rainakant Mayckar the court 
stated “There can be no doubt that mention 
ot any religion in the context ol seculaiisin 
of [sic] tot (.nticistng the anti secular stance 
of any political party or candidate cannot 
amount to a corrupt practice ””The subtext 
of these comments are quite clear the tact 
that the candidates were cnticising the 
‘pseudo-secularism’ ol the Congress 
government and pointing out the 
discrimination against Hindus within this 
version of secularism, meant that the speech 
was of a sccuiai nature 

In our view these small passages repi esent 
some ot the most insidious dimen>i(ins ui 
the inroads made by the Hindu right In this 
passage, the Supreme Couit has cticciisely 
legitimised the secular nature ot the Hindu 
nght s version of scculaiism The paradox 
ot the Hindu right s vcision ot seculaiisni 
has entered ot Ik tally into legal discourse 
Then lung struggle to popularise ind 
Irgilimisc a version ol secularism that 
etlcctively undermines all picvailing noiiuns 
of secularism has won vci another important 
ideological victory in having just been 
awdiued ajudicial seal ot approval In order 
to illustrate the dangerous implications ot 
these passages wc turn first lobnefl v icview 
the dominant discourse ot sec ulansm w ithin 
constitutional law and the way in whii h the 
Hindu right has appropriated this discourse 
for Its own rather non secular purposes 

CoMtSTINC ScfllLARISMS 

Although generally considered as a 
cornerstone ot Indian democracy secularism 
has long been a highly contested concept in 
India *" From the days of the independence 
struggle two very ditlereiit understandings 
ol seculansm have competed for ideological 
dominance Nehru’s vis'on - dhatma 
nirapeksata - was based on a stiong liclict 
in the need to separate religion and (wlitics *' 
By way ot contrast Gandhi s vision - sarva 
dharma sambhava’ - rejected the idea ot the 
separation ot religion and politics and was 
based instead on the principle ot equal respect 
of all religions The contest between these 
two visions of secularism can be seen within 
the broader context of western concep 
tualisations of secularism, and debates 
regarding its appropriateness within the 


Indian context The liberal (tomocraiic vision 
ol secularism is generally seen as 
charactciiscd by three pnncipics (!) hberly 
and freedom ol religion, i2) citi/enship and 
the nght to equality and non discrimination 
and (3) ncumdity and the separation ot state 
and religion “ The lirst iwo principles have 
posed little controversy in the Indian context 
Rather, the right to ircedom ol icTigton and 
the right to equality and non-discnmination 
are gencrallv recognised as imporuiit 
constitutional values in their own right as 
well as a foundation ot Indian secularism *’ 
fhe problem arises however in relation to 
the third piinciplc that is the separation ot 
religion and siau It is in legatd to this third 
principle that some commentators have 
irgued that Indi i is not a secular state,“ that 
others have argued that India has some but 
not all ot the tcuiurcs of a secular state 
ind that yet uthcis argue that il India is to 
be a seculai state it must develop its own 
distinct ivc undei standing of the requirements 
of seculansm It is in relation to this third 
principle that the Nchruvian and Gandhi in 
models pan comp my Nehru was committed 
to a separation ot religion ind politics 
whereas Gandhi was ot ihe view that such 
a separation was ncilhci possible nor 
di sinble within the Indnm context Rather, 
a distinctively Indian conceptualisation ot 
secularism w isicquiicd a secularism which 
would be more in keeping with the culture 
and tradition ol the Indian people Saaiva 
dharma sam ibh 'va was in Ciandhi s view 
such a vision II i (his undetstanding ot 
seculansm as the (.qnal respect ot all religions 
that has conic to dominate legal and polilual 
thought *' 

Within (he context ol conslituiional law 
and disiouisc discussions o' sc'ulansm 
typically locus on the right to trccdom ot 
religion and (he nghi (o equably the first 
two of the general principles of liberal 
demociatic vi lun ot secula'ism Ihc 
litciatuic typically highlights the various 
piOMsions ol ihe constitution that aic 
considered n levant lo the piinciple ol the 
equal respect ot ill religions Aiticles Hand 
15 guarani mg the nght to equality and 
non disc nil iiiition and Article 25 26 
guaranteeing the right to freedom ot religion 
and the right ot tcli^ious dcnominaiions to 
organic* liicir own attairs The right lo 
equality and the nght to treedom of religion 
are wilhinthisvision sceiiaslundanicntally 
interconnec ted - that is that all citi/cns must 
have the equal right In treedom ot religion 
and that the slate must not discriminate on 
the basis ot leligion 1 ollowmg fiom the 
dominant understanding ot secularism as 
saarvadhai ma samabhava, the constitutional 
discourse docs not insist on a wall ol 
separation between religion and politics 
Rather discussions tend to emphasise the 
principle of toleration - that is, ol the equal 


toleration of all religions " in this regan). 
Article 51A prohibiting the establishment of 
a state religion is generally highlighted, as 
are Ihe constitutional prohibitions on 
religious instruction in state schools, and on 
taxation in support of any particular religion, 
lire constitutional guarantees on equality 
and Ircedom ol religion which are seen to 
frame this principle ol equal toleration are 
also again highlighted The constitutional 
(hatactcrisaiton ot secularism can then be 
seen to be charactensed by three pnncipics 
(I) treedom ot religion (2) equality and 
non discrimination and (3) toleration 
Toleration tnus comes to displace neutrality 
as the third principle of seculansm It is 
this subtle hut important shilt trom neutrality 
to toiciation that captures the essence of Ihe 
saaiva dharma samabhava vision of 
secularism and its conceptualisation of the 
apprupnatc relationship between religion 
and slate In stark contrast to the liberal 
democratic model, which insists th<u the 
relationship must be charactensed by non¬ 
intervention thecquni respectof all religions * 
model allows tor state intervention in 
religion, piovided that such intervention is 
in accordance w th (he requirements ot 
equality and treedom ot religion*" 

Within thisconslitutionallramcwork, there 
IS a gencial sense that si,itc intervention in 
religion IS not prnhihitc’d There is also a 
general sensi (hat equality is intricately 
connected to sciulansir (he equal respect 
ol all religions rcquiit s that all individuals 
and religious communities have the equal 
right lo treedom ol religion (lo practice, 
prolcss and piopagale their religion), and 
that the state docs not discriminate among 
(iti/ens on Ihc b,isis ot their religion But, 
the more specific question ol ihe kind ot 
slate action mandated by this vision of 
secularism remains unanswered What kind 
ot state action is required to ensure that all 
iiiatviduals and communities have an equal 
right <0 Ircedom ol religion’’ What kind of 
slate .'Ktion is required l* ensure that no 
,.i(i7cns aie disc riiiiinated against on the 
basis ol their religion ’ Although this vision 
ot secularism allows some form of state 
intervention in so tai as it docs not require 
the wall ot separation between state and 
religion the kind of iiilcrvcntion mandated 
hy this vision ol seculansm remainx 
undclincd Docs the equal respect of all 
religions rc-quirc that the government treat 
all religions the same ’ Or does the equal 
respect ol all religions require that the 
government equal! v accommodate the 
different religions I here is nothing on the 
face of (he concept itself that resolves this 
question 

As we have argued elsewhere, the debate 
over the precise meaning of seculansm is 
very much a debate over the meaning ot 
equality and as such much of the confusion 
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over tite meaning nf i^ulan&m denvus from 
the confusion overthe meaning of equality 
Any attempt tu lesulvc the meaning of 
secularism requires a shift in attention to the 
meaning of equality - a tom ept that is no 
less contested within the contemporary Indian 
polity As we have argued elsewhere, the 
dominant understanding of equality in India, 
particularly within the context of 
constitutional law has been one ot toimal 
equality - that is. on tormally equal 
treatment But a second approach to 
equality is also discernible in Indian political 
and legal thought, that is, one ot substantive 
or compensatory equality In this 
understanding, equality is concerned not 
with equal treatment but with addressing 
disadvantage Substantive equality, as we 
have elaborated in our work is dirocted at 
eliminating the historic and systemic 
discrimination against disadvantaged groups 
that operates to undermine their full and 
equal participation in social, economic, 
political and cultural life'*'' In the Indian 
context, this approach to equality is often 
referred to as compensatory discrimination, 
which IS intended to captuie the idea that 
certain individuals or groups may need to 
be treated dif tcicntly in urdci to compensate 
for the discrimination they have sulfc'ed 
These very different understandings of 
equality have veiy different implications tor 
secularism A toinial understanding ot 
equably would I'isisl ihal the government 
treat all religions the same A suhsuintivc 
understanding ut equality on the other hand, 
would icquire that the guvcniment 
acconiinodaic religious diftcrcnccs 
partuuhily those of minoiiiy icligtous 
groups which have suttcied Ironi hiitoric 
and systemic disadvaiit.ige 

Theie has, however, been surprising! v little 
attention to this question of the meaning of 
equality within the doininani vision of 
seculaiism Fhis continuing silence on the 
under l> mg conceptionol ccjuality is nolongci 
a hdimicss oversight As we illustrate in the 
next section it has become a dangerous 
Silence that the Hindu right has been only 
too willing to exploit in its quest to claim 
the terrain of scculansm as its own The 
discursive strategies ul the Hindu right have 
been based on bunging a vciv particular 
understanding ol equality tu the popular 
undeisiandingcil secularism withpowcriul 
results 

In Till N sMr or Stc ui arism 

The Hindu nght has staked its claim to 
secularism, casting itself as the only true 
upholders ot Indian secularism And 
incicdsingly, as their claim comes to have 
more and more popular appeal, it is a claim 
that those dedicateu to the cause ot secular 
democracy can no longer afford to ignore 


As wehave argued eisewhere,ainoie<]et^Ieil 
exanvnanon of their strategy roveals how 
skitilully the Hindu right has deployed 
constitutional discourses ol secularism and 
equality '*1'he Hindu nght has appropnated 
the c oncept ol secuiansm and through vanous 
ingenious discursive moves, made it very 
much then own Scculansm has now become 
the official banner under which the Hindu 
right campaigns tui a Hindu rashtra, and the 
nghts ol religious minoiiiics are savagely 
attacked and dclcgitimised And its claim tu 
scculansm is intncaiely connected to its 
understanding ut equality 

The Hindu nght explicitly argucsin favour 
ot saarva dharma sambhava and ‘positive 
secularism' fhe BJP has repeatedly stated 
Its support lor this version of scculai isin For 
instance the BJPconstitution provides "The 
Party shall be commuted to Positive 
Secularism that is, Sarva Dharma 
Samabhav' '' 1 he BJP Manifesto similarly 
states ‘‘The BJP believes in positive 
secularism which, according to our 
constitution milkers, meant Sarva Dharma 
Samabhava and which does not connote an 
irreligious state This discourse is based 
on a panicular vision of equal respect of all 
religions that is, on formally equal treatment 
Within this view the equality ot all religions 
requires that all religious coinmuniiies he 
Heated the same in law For ex tmplc, L K 
Advini states The BJP is committed 
unequivocally to sccubinsm as conceived by 
nur constitution tnakeis All citi/ens arc 
equal and theic shall he no disci imination 
between one cili/en and another i n grounds 
ul his tailli ’ ’ Any special or diftcrent 
treatment on the basis ol religion is seen 
as a Moiatum ot secularism The same 
emphasic on tormally equal treatment can 
be seen in RSS political rhetoru ‘The 
R,SS never demands any special rights to 
the Hindus At the same tune, it is against 
giving any concession to other religious 
minoiity gioups and it opposes religious 
disci iniination 

The particular meaning that the Hindu 
right gives to the equal resfiectofall religions 
IS one based on lormall) equal treatment 
Accordingly, any lawsor policies that provide 
spec lal ticatment lot minuntics arc opposed 
as ‘pseudo secularism', or the 'appeasement 
ot minorities’ In the discursive strategy ot 
the I lindu i ighi this approach to secularism 
IS made to sound quite reasonable It is 
simply based on the saarva dharma 
samabhava approach to secularism, which 
IS after all the quintessential understanding 
ot secularism in India, and the formal 
approach to equality, which has been the 
dominant undei standing ot equality withm 
Indian constitutional law Beneath tfte 
surface, however, this discourse ot scculansm 
and equality is an unapolegetic appeal to 
brute majontananism and an assault on the 


very le|itiAiacy of minority rights.'* The 
formal equality of the Htn^ nght means 
that the dominant Hindu community becomes 
the norm agamst which all other communities 
arc to be judged and the norm according to 
which these 'other' communiues are to be 
treated In the hands of the Hindu nght, not 
only IS special protection for the nghts of 
minonties rejected as a violation ot secuia¬ 
nsm, but moreover, their leaders defend this 
vision ot secuiansm in unapologeticaliy 
majontananism terms Porexample.Seshadn 
wntes 

Democracy in normal parlance means the 
rule of the majority In every single 
dcmovratic country, it is the majority culture 
whose ideals and values of life are accepted 
as the national cthu.s by one and alt The 
same applies to the laws of the land No 
religious group can claim any exclusive 
rights or privileges to itself 
One of the very cornerstones of democracy 
- the protection of minoiilirs from the rule 
of the majonty-is simply discarded Through 
this approach, the Hindu nght is attempting 
to establish majonty norms as the ostensibly 
neutral not ms against which all others are 
judged Iheir norm IS a Hindu norm In their 
V tston, the role ot the state in religion is thus 
not one ot neutrality at all hut ot fostenng 
the Hinuu iialioii We can see the paradox 
of this vision ol secuLtrism earned to its 
contradiitory extreme The prai tices of the 
Hindu majority v omc to he viewed as neutral, 
and the slate in turn is seen to be acting 
neutrally only when it rcintorccs these 
practices I hus, Hindus do not need speoai 
nghl> because ot the extent to which alt 
legal nghts come to be based on Hindu 
cultural norms and practices 1 he dtscouise 
ot scculansm comes to reinforce the norms 
ot the dominant Hindu community 
The reconstruction of secuiansm within 
the political rhetone ot the Hindu nght ha.s 
also iclicd on the pnnciple of toleration, a 
principle which in the hands of the Hindu 
right IS cast in wholly religious teinis 
Ciulwalkar, speaking on ihe question of 
secuiansm, stated 

It sometimes seems to mean a denial ot all 
religion - and carries a connotation of being 
mateiialisiic Put if by secularism is meant 
that (he state should not be tagged to onv 
partic ular creed and that all faiths should be 
equally respected then this again would be 
another name of Hindu tradition In fact, 
Hindu tradition goes lar beyond the western 
concept of ‘tolei ance which implies that the 
faith which tolerates is supenos to the 
other With us all faiths all equally sacred 
Hinduism is secularism mils noblest sense "" 
Echoing the views of the ideological leaders 
of the Hindu right before h<m, Deoras ot the 
RSS, similarly argues that only Hindus are 
capable of real secularism 
If secularism means treating all religions on 
an equal footing, proselytisation and 
secuiansm can’t go together Those who 
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netiewc in convoniDD oo h> oocwk iney 
fed tbnt their rehgion is superior to ali 
others Their organisations therefore cannot 
claim to be secular Hinduism, on the other 
hand, does not believe in conversions and 
Hindus have never been proselytisers As 
such, organisations ot Hindus alone can be 
truly secular '* 

Seculansm is defined as the toleration ot all 
religions Hinduism is defined as the only 
religion with a true tolerance for all other 
religions Therefore according to these terms 
only a country based on Hinduism can be 
truly secular The norm ot the dominant 
Hindu community, which remains unstated 
in the Hindu right’s political rhetone around 
equality and non-distnmination is here stab d 
quite explicitly Hinduism is secularism 
par excellence' And paradoxically, it is 
precisely this argument that is used to deflect 
any allegation ot tundamentalism or 
theocracy Because Hinduism is tolerant 
because it represents secularism pat 
exctlUnce' bv detinition ii cannot be 
fundamentalist or theocratic 
Revealingly, there is little emphasis on the 
second principle of Indian secularism 
namely, freedom of religion within the Hindu 
right For example, neither the BJP 
constitution nor manifestos cxphcitly rcter 
to freedom of religion as a basic commitment 
There is a reference within its constitution 
to liberty of faith’ as a basic objective but 
It IS important not to issuine that the term 
IS synonymous with the constitutional 
guarantees of freedom ot religion Rather, 
when the idea of liberty of faith’ is raised 
It tends to he suhsu,n^ within the more 
general rubnc of toleration and is used to 
distinguish Hindu rashtra from a theocratic 
state For instance in Integial Humanism 
Deendayal Upadhyaya cniphaMsed that 
dhariUd rajya'"^ docs not mem a thcociatic 
stale Where a particular sect and its piopliet 
or guru rule supreme that is a theocratic 
state All the nghts are enjoyed by the 
followers of this panic ular sec t Others either 
cannot live in that country or at best enjoin 
a slave like secondary cili/cn s status’ "" 
Upadhyaya insisted that such was not to be 
the case in dhaima rajya 
In a theociatic state one religion has all the 
rights and advantages and thcic arc direct 
or indirect restrictions on all other religions 
Dharma rayja accepts the importance of 
religion in the peace happiness and progi css 
of an individual Therefore the state has the 
responsibility to maintain an itmosphere m 
which every individual can follow the 
religion of his choice and live in peace The 
freedom to follow one » own religion 
ntLetsartly requites loleiame for other 
religumt'"' (emphasis added) 

But, the freedom of religion within this 
vision IS a highly restneted one First, the 
idea of ‘liberty of faith’ or 'freedom to 
worship' IS cast in highly individualistic 


lerim It»the mdmdual’s n{^t to pursue 
his or her own ,.pintual path, it is net the 
collective nghts of a religious community 
to any form of self-determination Rather 
these collective nghts. such as the nght to 
set up educational institutions as guaranteed 
by article 30 of the constitution, are cast as 
a siolation of equality Secondly if is a 
freedom of religion that is brought undci I'lc 
rubnc of Hinduism - that is * Itnduiim alone 
IS seen to pros ide the tok ration that is roqiiirrtl 
for individuals u l>c able to pursue their own 
spiiitual path The idea of Hinduism as 
tolerant is .igain used to prop up the claim 
toseculansm whde framing thi‘ claim within 
an entirely religi lus discourse Thirdly, it 
IS a freedom of religion that does not include 
the nght lo proptgatc one’s religion Rather, 
the propagation of leligion is cast as a 
violation of tok ration as the inability of 
some rel’gions lo tolerate others More 
specifically Islim md Chiistianity the 
ptoseljtising rclig ons are seen lo be 
picmtscd upon the non toleiation of olhcr 
r'ligions and thus on the veiy denial ot the 
right lo frecdon ot religion of those who 
do not subsc ribc to then religions Tiie right 
to propagate one s religion is thereby 
transformed Irom an integral part of freedom 
of religion into a violation of freedom of 
religion 

The sphere o( ireedom of religion is thus 
tadicallv curtailed within the discourse of 
ihc Hindu right It is contained on one side, 
byaformalundersi.indtngoteqaiiit' which 
condemns any special trentment to roligioos 
minorities .is a violaiion of seculansm ( n 
the other side freedom of religion u 
contained by a religious understanding of 
toleration w ilhm whic h Hinduism bcc omes 
the only guaranloi of an indisidual’s ability 
to follow their own religion ind Ihorelorc 
Ihc only gu.ranior of secularism Thus 
framed the Hindu nght can retain just enough 
ot the discourse ot freedom of religion (or 
liberty ot worship) to maintain its claim to 
secularism and lo distinguish itself from 
religious fundamc ntalism 

Through ihcsc vanous manipukUions and 
redefinitions the Hindu nght is thereby able 
tocast Its digumcnis within the requirement > 
of the constitution il discourse ot secularism 
It appeals to the c unstituliunal guarantees ol 
equality >n Articles 14 and which in its 
hands, means the equal treatment ol all 
indivtdutls and communities It appeals lo 
the pnnciplc ol toleration, whic h in its hands 
means the supremacy ot Hinduism And it 
appeals to the constitutional guarantees of 
Ireedom of religion in Anicic 25 which in 
Its hands means only the individual nght to 
worship and is used to reinforce the 
importance of Hinduism’s toleration Each 
dimension is carefully deployed to reinforce 
the other and to immunise itself from the 
allegation ot religious fundamentalism 


Despite its appearance, the Hindu nght't 
discourse of seculansm’ fails to conforit 
to any of the pres ailing definitions ol 
secularism It does not, ot course, follow Um 
formal approach to seculansm in so far at 
there is no separation of religion and politics 
Nor does u in tact follow the saorsadhairoi 
samhhava approach in so far as there is nc 
real lespcci or accommodation for any othei 
religion The Hindu right Joes not equally 
respect all religions since not all rcltgiont 
aic as tolerant as Hinduism then not all 
i^ligions are worthy ol equal respect Rather, 
the objective of hindutva is the asomilatior 
ol minontics into the broader and ostensibly 
more lolciani tabru of Hinduism But 
imicasingly this version of sciulansm t* 
capiiinng the hcans and minds ot Hindi 
subjects Incicnsingly this version ol 
secularism is passing as a reasonable 
alternalive •(> ibe other failed versions 
In the Manohar Joshi decismn even tht 
Supreme Court has now recognised the 
Hindu light s ippropnation of the concepi 
ot secularism as a reasonable alternative 
In the CvHirl’s view speeches that allege 
discrimin.Hinn against a religious community 
.irc simply part tind parcel of thee onsti tut tona 
guarantees ot equality and freedom ol 
tcligton There is a certain logic lo the 
reasoning lol lowing from the conslitutuma 
discoui e ol sccutarom ihc Hindu nghl o 
appealing to the conce pi ol secularism ant 
criticising the failure ol the Congrcsi 
government to implement real secularism 
It IS caslii g Its arguments in the languagi 
ot equality - tot mil equality ant 
Jiscrimin ition against Hindus Appeals an 
expressly made to the guarantees of equahiy 
in Articles 14 and 15 of Ine constitution 
Since the BJP s arguments arc thus cast ii 
the discourse of Indian constitutionalism 
these arguments arc noi seen lo be an appea 
to religion II IS precisely this appeal to thi 
language of sec ulaiism and equality that ha 
made Ihc strategics of the Hindu nght si 
clever and so disturbinply successful Am 
on Its face there is nothing in thi 
constilutional discourse ot secularism tha 
seems to prevent iftromdoingso The Hindi 
right IS able to take up the equal respect o 
all religions and us underlying principle 
of equality and non discrimination freedor 
ol religion and (ulcraiion to argue in tavou 
of a Hindu state Ihc tact that thi 
constitutional discourse has never insiste 
on Ihc separation of religion and state leave 
the Hindu right tree to argue lor a Hind 
rashtra The fact that the meaning of equaiit 
that ought to inform this vision of scculansr 
Jias not been clearly articulalcd leaves th 
Hindu nght free to argue lor its vision c 
equalitv And the fact that the constitution! 
discourse has accepted the importance c 
toleration of other religions as the essenc 
of Indian seculansm means that the Hind 
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dgbt IS liree to argue that Hinduism alone 
provides the basis tor a tolerant, secular 
time 

On one hand, the Supreme Court can 
simply be seen to have bwn guided by the 
basic dictates of constitutional secularism, 
and upon seeing the way in which the BJP 
appealed to this constitutional discourse, 
n^tly concluded that there was no v inlation 
of secularism On the other hand if 
constitutional scculansm is to be guarded 
and protected by ,he judicuiy we miuht 
reasonably expci t the courts to take a harder 
look at the claims before it We might 
reasonably cxptc I the courts to look beneath 
the surface of these claims and interrogate 
whether the claims ol the Hindu nght are 
in fact consistent with the principles of 
constitutional secularism And we might, 
quite reasonably, expect the court to do so 
before it condones the claims of the Hindu 
nght to secularism But in the Manohar 
Joshi case, such reasonablecxpcciaiions were 
not met Rather, the court was content to 
conclude that the speeches were secular 
simply bv virtue oi their appeal to the 
discourse of equality Thccourthas inctfcci, 
fallen into the complex discursive trap set 
by the Hindu light, wherein a fundamentally 
non-secular project is being packaged sold 
and consumed as a secular one And in so 
doing, the court has, perhaps inadvertently, 
legitimised this version of secutansin with 
a judicial seal of approval 

It IS precisely in this legitimation of the 
Hindu right's vision of secularism that the 
Supreme Court decision has sue h dangerous 
implications The strategy of dressing up its 
attack on minority rights, and Us clfort to 
establish a denominational state in the 
language of scculansm, has become enough 
to legitimise the Hindu right's political 
agenda as a secular one Despite the court s 
efforts to clarify that its decision docs not 
in any way allow an appeal to religion to 
gam votes, the fact remains that the Hindu 
nght will he able to continue to pursue us 
discursive strategy ol attacking minunties 
through Us manipulations of the discourse 
of seculansm It means (hat (he Hindu nght 
can continue its efforts to promote enmity 
and hatred against Muslims in the guise ut 
secularism Although the court was clear 
that blatantly hateful comments like those 
of Thackeray would not be tolerated and 
would constitute a violation of the 
Representation oi the People Act 1931 
attacks on the vety legitimacy of minoritv 
nghts that are dressed up in the discourse 
of secularism will att.ich no such liability 

Finally, in Us rejection of the review 
petition the Supreme Court concluded that 
there was nothing inconsistent between the 
Bommai decision and hindutva decision "" 
There is a kernel ol truth in the court s 
conclusions Thete is no clearly articulated 


principle of seculansm thm » undetmlned. 
no protection overruled, no earlier decision 
reversed But that is not the end of the story 
First thcconclusionofthecourt that nothing 
in the Bommai case was of assistance in 
interpreting Sections 3 and 3(A) of the 
Representation ol People Act 1951, is 
unsustainanic - several of the opinions in 
the Bommai decision made spccil ic mention 
oi these sec tions of the Representation of 
People Act and c.ir be seen to have set out 
the framework of scculansm within which 
these sections ought to be interpreted'" 
Moreover a careful reading of the hindutva 
decision reveals many inconsistencies with 
the spirit of seciihnsm atlirmcd by the 
Supreme Couit in the earlier decision The 
conclusions on the meaning of hindiUv a and 
on the secular naiur^ of the speeches of the 
Hindu light, arc fundamentally at odds with 
the conclusions ol the lull constitutional 
bench of the Supreme Court on both the 
meaning and importance of seculansm and 
the unsecuba nature ot the siiatcgies of the 
Hindu nght 

in Bommai v the Union of India the 
declaration of Presidential rule in tour states 
lollowing ihe destruction ot the Babn Masjid 
on December 6 1992 by the mobs of the 
Hindu right was challenged The full 
constitutional bench of the Supreme Court 
upheld the validity of the declaration of 
Presidential rule, and in so doing parsed 
considerable opinion on the importance and 
mcaningof secularism in India Ttieopinions 
of three justices speaking on behalf of six 
members of the Supreme Court, unanimously 
affirmed the importance of secularism to the 
Indian Constitution as well as the 
distinctively Indian concept of seculansm as 
the equal respectot all religions "^Reflecting 
the general iharactei oi Indian seculansm, 
each ol the thiec opinions emphasised the 
equal icspect of all icligions For example, 
Sawant J echoed the common view that m 
India sccularismdocs not involve acnmpicte 
separation of religion and the state but rather 
involves treating all religions equally '"In 
his words The ideal ot a secular slate in 
the sense of a slate which treats all religions 
alike and displays benevolence towards them 
IS in a wav more suited to the Indian 
environment and climate than that of a truly 
secular state by which fts] meant a state 
which cieatcs complete separation between 
religion and the state''" According to 
Sawant J this concept of seculansm as 
religious toleran-e and equal treatment of 
all religious groups included an assurance 
ot the protection ot life, property and places 
of worship of all religious groups And in 
his view, any act of a state government 
“calculated to subs ert or sabotage seculansm 
as enshrined in our constitution can lawfully 
be deemed to give rise to a situation tn which 
the government of the state cannot be cai ned 


on tn ac^rdance with the proviaions of the 
cnnstitunon’’"’Inasiinilar vein, the opinions 
of Jeevan Reddy andRunaswamy Jsiimlarty 
condemned the strategies of the Hindu nght 
as non-secular "* 

In stark contrast to the views expressed 
by the court tn the hindutva case, the court 
in Bommai rccogmsed that the BJP's strategy 
w.ts one of attacking the right to freedom 
of religion of the minonties, and thus of 
undermining one of the very essentials of 
seculansm Perhaps because of the extremity 
of the situation at hand - the destruction of 
the mosque the outbreak of communal nots 
and ihe declaration of presidential rule - the 
court in Bommai was not blinded by the 
discourse of scculansm used by the Hindu 
nght to advance its agenda But in the 
hindutva case, it was the discourse that was 
effectively on tnal It was the discursive 
strategies - of promoting hindutva of 
attacking minonties through the language of 
scculansm and equality, as well as through 
more extremist hate spcci h that was at issue 
Had the Supreme Court been willing lo 
cntically examine this discourse - to examine 
the meaning of hindutva and its implications 
fur minorities as well as the way in which 
the political aspiiations ol hindutva arc now 
cloaked in the rhetonc of seculansm, it would 
have been able to sec the extent to which 
the Hindu nght was undermining the very 
essentials of seculansm The cntical flaw 
in both the hindutva decision and in the 
subsequent dismissal of the review petition, 
wa^ the failure to cntically examine this 
discourse 

At the same time, it is important to 
ret ognise that the conclusions of the Supreme 
Court in the Manohar Joshi case were at least 
partially facilitated by the fact the 
constitutional bench in the Bommai dec istun 
did not articulate the precise meaning of 
equal respect ot all religions The 
pronouncements ol the Supreme Court tn 
Bommai were important affirmations of the 
pnncipleof secularism and equally important 
denunciations oi the communalism ot the 
Hindu right However, the dec ision remains 
marred by the elusive nature ot the underlying 
conception of equality and the kind of state 
action mandated hy this conception It is 
partially because the meaning of equality 
remains unarticulaled thit the Hindu nght 
can continue to advance its positions as a 
legitimate version of seculansm, and that the 
Supreme Court can condone its position as 
such We do not mean to suggest that the 
courts alone are responsible for this 
increasing legitimacy of the claims of the 
Hindu nght to scculansm, nor that the courts 
alone will be able to reverse the trend 
However, we do believe that the courts can 
help uphold the pnnciple of seculansm by 
more carefully and precisely articulating the 
content ot the equal respect ot ail religions. 
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the doon on any further constitution^ 
recognition of the Hindu right’s claim to 
secularism. 

IV 

Conclusion 

In this article we have considered the 
implications of the recent Supreme Court 
decisions under the Representation of People 
Act, 19S1, particularly its conclusions 
regarding hindutva, and its assumptions about 
the secular nature of the Hindu right. We 
have argued that the conclusions of the court 
on the meaning of hindutva are not only 
unsupported on the face of the decision and 
with no precedential authority, but moreover 
are completely out of step with the historical 
and contemporary usageof the term. Further, 
the court’s conclusion that there is nothing 
in the concept of hindutva that promotes 
religious enmity or hatred belies the fact that 
the attack on the religious minorities is a 
constituent clement of hindutva. We have 
also argued that the court’s decision has 
effectively legitimated the Hindu nght’s 
meaning of secularism and opened the dour, 
paradoxically, to the establishment of the 
right’s very nonsecular agenda. 

The dilemmas raised in this paper lead us 
inexorably to the difficult question of how 
to move forward. Secularism is indeed an 
impoitantsiieof struggle, which progressive 
groups must seek to influence if they are to 
challenge the increasingly successful 
incursions being made by the Hindu right 
on this front. And their response must go 
beyond a reassertion of the liberal meaning 
of secularism, that is, as based on the 
separation of religion and .state. Hi.story has 
not been kind to this version of secularism 
in India, and there is no rea.son to believe 
that the current moment will be any kinder. 
We propose, then, to bracket the broader 
question of whether a more complete 
separation of religion and politics might not 
better serve Indian democracy, and work 
instead within the existing paradigm of 
secularism as equal respect for all religions. 
Perhaps one way of moving forward would 
be to revision secularism by challenging the 
meanings currently being given to its three 
constituent elements - equality, freedom of 
religion and toleration. We need to challenge 
the continuous equation of equality with the 
notionof sameness and to expand its meaning 
to oire th'at will be based on disadvantage 
and equality in result, rather than equal 
treatment. Similarly, the notion of freedom 
of religion requires that we reexamine the 
norms on which such a freedom is based, 
that is, the primarily Hindu norms and values 
apinst which the freedom of other religions 
is judged. Finally, the notion of toleration 
ne^s to be unpacked to expose the way in 


whioh it is being used fo sitadc religious 
minorities rather than ensure co-existence. 

At the heart of the Hindu right’s approach 
to secularism lies the policy of assimilation. 
This policy is aimed at ignoring any features 
of a social group, namely, the Muslim 
community, which make them dilTerent from 
the unstated dominant Hindu norm There 
is a need to attack the invidious aspects of 
this policy which appears so rational and 
reasonable on its face. It is a policy that 
requires the Muslim community - a 
historically disadvantaged and culturally 
drstincti ve group - to prove itself according 
to Hindu rules and standards. It further 
enables those espousing the cause of 
hindutva, who arc in a position of 
considerable social and political power, to 
project their normative values as ones that 
arc neutral and unbiased. 

The recent election results in India are 
indicative of the general persuasive power 
of the Hindu right’s rhetoric around 
secularism and the appeal of the hindutva 
agenda. It is essential for progressive groups 
to work with ilic concept of secularism that 
has gained historical and political importance, 
which is based on the equal respect of all 
religions, to be able to challenge the 
pretentious alliance of the Hindu right with 
this concept. Progressive groups and 
individuals must counter the Hindu right by 
cngagingequally forcefully and persuasively 
in this discursive terrain in order to counter 
the hegemnnising potential of the Hindu 
right’s vision oi the world - a world that 
has periiou.s consequences for anyone who 
is ■different'. 
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Thackeray v Prabhakar Kasinath Kunte and 
Ors. (1995) 7 SCALE 1; Ramaehandra G 
Kapse V Haribansh Ramokbal Singh. (1995) 

7 SCALE 60, Pramod Mahajan v Huribonsh 
Singh Ramakhal Singh and Anr. (1995) 7 
SCALE 60; Sadhvi Rilhambara v Haribansh 
Singh Ramukbal Singh and Anr. (1995) 7 
SCALE 60; Ramakant Mayckar v Celine 
D'Silva, (1995) 7 .SCA1>: 72. Sh Chhugann 
Bhuibal V Celine D’SiUa and Anr. (I99S) 7 
SCALE 72; Balasaheb Thackeray v. Celine 
D'Silva and Anr, (199.5) 7 .SCAIJE 72; 
Moreshwor Save v. Dwarkadas Y ashwantrao 
Pathrikar, (1995) 7 SCALE SS.Chandrakama 
Ooyal V Sohan Singh Jodh Singh Kohli. (1995) 

7 SCALE 88; Suryakant Venkairao Matuidik 
V Saroj Snntlcsh Naik, (1995) 7 SCALE 92. 

6 Section 123(3) provides- "1'he appeal by a 
candidate or his agent nr by any other person 
with the convent of a candidate or his election 
agent to vote or refrain from voting for any * 
person on the ground of his religion, race, 
caste, community or language or the use of, 
or appeal to religious symbols or the use of, 
or oppeal lo. national symbols, such ns the 
national Bag or the national emblem, for the 
funherance of the prospects of the eldlion 
of that candidate or for prejudicially affecting 
the election of any candidate.” 

7 .Section 123 (3)(A) provides: "The promotion 
of. or attempt to promote, feelings of enmity 
or hatred between different rtasses of the 
citizens of India on grounds of religion, race, 
ca.vtc. community or language, by a candidate 
or his agent or any other person with the 
consent of n candidate., for the furtherance 
of the prospcctsof the election of that candidate 
or for prcjudirtally affecting the election of 
any candidate." 

8 Charges were brought against 12 individuals, 
but several of the charges were Joined into 
a single cose, resulting in seven separate 
dcei'ions, «upfa note 5. 

9 1995 (7).SCALE I. 

10 Ibid, p 7. 

11 Ibid, p 13, para 20. 

12 In considering the meaning of this section, 

the Court quoted at length from the earlier 
Supreme Court decision in Ziyauddin 
Riirhanuddin Bukhan v Brijmohon Rrmdass 
Mchra 1975 (Suppl)SCR 281: "It seems to 
us that section 123, .sub s (2),(3) and (3A) 
were enacted so os to eliminate, from the 
electoral process, uppeats to those divisive 
factors which arouse irrational passions that 
run counter to the basic tenets of our 
Constitution, and, indeed, of any civilised 
political and social order. Due respect for 
the religious beliefs and practices, race, 
creed, culture and language of other citizens 
is one of the basic postulates of our 
democratic system..Ibid p 14, para 22. 
In Bukhari, the court furtter held: "We 
have to determine the effect of statements 
proved to have been made by a candidate, 
or, on his behalf and with his consent, 
during his election, upon the minds and 
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fcelings of (he ordinor,' average voters of 
this coumiy inevcry case of alleged corrupt 
practice...In alt such coses, the line has no 
doubt to be drawn with care so xs not to 
equate possible impersonal attacks on 
religious bigotry and intolerance with 
personal ones actuated by bigotry and 
intolerance.'* 

13 In considertnp whether section 12.3 
constituted a rea.son.ibte rcsinction to the 
right to free expression which was 
permissible under Article 19(2) of the 
comstitiilton, the Court concluded that the 
provision should be upheld in the interests 
of 'decency or morality* The Court was of 
the view that this clause, was nut confined 
to sexual morality, but included action that 
was against the current standards of 
behaviour or propriety. Supra note I, p 16, 
para 28. Ii held that “In a sccuhu polity, 
the requirement of correct behaviour or 
propriety is dial an appeal lor votes should 
not be made on the ground of the candidate*.s 
religion which by itself is no index of the 
suitability of a candidate lor membership 
of the house.** The soliciting ut votes during 
an election on the grounds of u candidates 
religion in a .secular slate was cuiisidered 
by the Court to be against the "norm-s or 
dwcncy .ind propriety of the .society,'* (ibid, 
para 29) and a provision rcsincimg such 
activity constituted a reasonable feuer on 
the right to free expression 

14 Ibid, p 22, para ?7. 

15 Ibid. 

16 Supra note I. p 22. para 39. 

17 Ibid. 

18 Ibid, p 59 

19 The noticc.s against Riihainb.ira were al.so 
di$mis.sccl. on the basis that she had not been 
given notice as required under ihe 
Represcnialion of Ihe People Act, 1951, and 
was thus denied Ihc opportunity (o dclcnd 
herself against the allegation of cnrrupi 
practices. 

20 Again, on the question of the video ta|)c 
which allegedly contained express appeals 
to hindtilva and (he Hindu religion, the 
Court held that neither the content of (he 
videos nor the candidate Kamkunt 
Mayckar’s conscni to them, had been proven 
The conviction against Chandrakiinta Uoyal. 
a BJP candidate, was dismissed on similar 
grounds - there was in the Court’s view no 
direct evidence of the appellant's consent 
to the spceche.s of Thackuiay or Mahajan. 

21 Suryankani Vcnkairao Mnhadik vs Suroj 
Sandesh Naik. p 99 

22 Mohammed Aslam Bhure v Union of Indio, 
supra note 2. The Court stated that “Article 
32 of ihe Constitution is not available to 
assail the (.orrcctness of adccision on meriis 
ortoclaimits reconsideration" In the Courts 
view, this alone was sufficient to dl.cmiss 
the writ petition. 

23 .See the following articles in the Organtser: 
'Triumph of Truth* (cover story); 
‘Satyameva Jayate* (edilorial)p2, 'Cultural 
Nationalism wins over Pseudo-secularism*. 
p 3. (Dcceinhcr 24.1995), ‘Hinduiva is Ihc 
Soul ot India - H V Seshodn* (December 
31, 1995), p 7; and lustice Gumon Mai 
Lodha"ReleFenia: (o Estahlishmcnt of Hindu 
Slate is noi a Religious Appeal" (December 


Sli 1995). p 7. ‘Wndutva. 

(Jmuary 7.1996),p 16;M 
Judgment on Hindutva Plawlesg* (Jamui> 
21. 1996). p 2; ‘Anse, Awake. Act: H V 
Seshadri's Address March 8.1996** (March 
17, 1996), p 9; and Jagmohan ‘Hinduism, 
Hindutva and the Supreme Court* (March 
31. 1996), p 8. 

24 Sec OrgiuiiKcr (f)cccmber 24, 1995), ibid. 

25 Ibid, p 3. See also Organiser (December 31. 
1995) supra note 23, p 7. ‘Hindutva is the 
Soul of India - H V Seshadri*. wherein 
Seshadn further responded to tiu: Supreme 
Court judgment stating that the decision 
rcflccls**..the very hnsidandall-enibracing 
concept of Hinduiva that (he RSS and Ihc 
RSS-inspired organisations have been 
propagatinK**. 

26 1966 (3) SCR 2^2 

27 Ibid, pp 17-20. para 35 

28 (1976) Siipp SCR 478 

29 The decision included various dictionary 
and encyclopedia definitions of Hinduism. 
For example. Webster's hUttnaUimal 
On tioniirv defined Hinduism as "...a 
complex body of .social, cultural and 
religious belli Is and practices evolved in 
and largely confined to the Indian 
subi'ontincnl, <in outlook lending to view 
all iorms and Iheories as aspects of one 
eternal being and Inilh” Ibid, p 20, para 36. 
The pa.ss,igc from the cose also referred to 
definilions m the Enrychipediii Orilannicri 
and the work of B G Titak 

30 Ibid, p 20, para .36 

31 Ibid, p 20. para 36. / 

32 Ibid, p 22, para 37. 

33 Ibid p 22, para 39 entitled ‘Indian Muslims 

Need for a Positive Outlook’ (1994). 

34 Ibid. 

35 1964 (7) .SCR 190 

36 Ibid, p 24. para 42. 

37 Ibid, p 24, para 43 

38 Ibid, p 24, p.ira 44. 

39 Seeforraowp/eAnilNauriya. ‘*rheHindutva 
Judgments' A Wanting Signal’, Etononuc 
and PoUuiui Weekly, January 6, 1996. p 
11. who argues that (Iw Court has failed “to 
recognise (hat hindutva as an expression 
has a special meaning and is associated with 
(he social and political philosophy of 
Savarkar and Golwalkiu, (hat is, the Hindu 
Mahasahha and the RSS." For a general 
di.scussion on the concept of Hindutva in 
the writings of the Hindu right, sec Riitwan 
Qaiser, ‘The Conceptualisation of 
Coiniminalism and 'Hindu rashira'** in 
Rudolf CI Icrediaand HdwatdMatlua.s (eds). 
Secularism and IJheraliim: Perspectives 
and Strategies Jor India Today, (Indian 
•SiKial Institute, New Delhi, 1995), p IflO. 
Kuwan Qaiser has traced Ihc history of the 
tenns 'Hindu rashtra' and 'hindutva'. He 
argues that initially ihc term Hindu rashtra 
had no coiumunal overtones, but was a 
strategy of resistance to British colonial 
rule and cultural domination. However, in 
(he 1930s and 1940s, certain Hindu 
organisations wanted to establish a Hindu 
loshtra thai meant to total subjugation of 
all non-Hindus to a 'master' race. Qaiser 
points out that the main exponents for this 
version of a Hindu rashtra were V D 
Savarkar, Shyama Prasad Mooketjee and 



I ^Mwalldu. He ttetecibet 
conceptnqliaation of a Hindu latlHni at 
follows; "Flnily.a)l Hindus were one endty 
culturally and politically; secondly the 
interests of all the Hindus was the same, 
which could be jeopardised if they were not 
united: thirdly, (he Muslims were the biggest 
threat to the Hindu interest, therefore 
necessitating the sharpest hostility towards 
them in political as well as cultmal terms." 

40 Savarkar, Hmdatva: Who is a Hindu (1929). 
cites 4ih edition (Gokhole, Pune. 1949), 
p3. 

41 Ibid, pp 3-4. 

42 Ibid, p 68. 

43 As Purshottam Agarwai has argued in 
‘Savarkar, Surat and Draupadi* in Tanika 
Saikarand Urvishi Butaliafeds). supra note 
3. p 41, although Savarkar was by no means 
the first to attempt a racial reconstruction 
of the traditional religious community, he 
wxs undoubtedly the most articulate. ‘'It 
wa.v his discourse that attempts to 
Ihitorciically construct a Hindu political 
community which shared the same racial 
bonds and historical memories came into 
shape." 

44 Savarkar, supra note 40, p 81. 

45 Iblvl, pp 3-4. 

46 Ibid, p 92. 

47 In Savarkar words, "...in this prolonged 
turious conflict our people became intensely 
conscious of ourselves as Hindus and were 
welded into a nation to an extent unknown 
in our history ..** Ibid, Savarkar, p 45. 
Mookerjee's concept of a Hindu Rashtra 
was slightly disiinct from Savarkar's 
according to Qaiser Mookerjee was 
concerned about the humiliation of Hindus 
and Bengal and the failure of Ihe Congress 
Party to defend Hindu rights He 
subsequently joineil Savarkar as a member 
ofthe All India Hindu Mahasabtia and began 
to adopt (he communal rhetoric of Savarkar 
While Savarkar’s preoccupation was with 
the threat of Muslim rule, Mookerjee used 
the concept ot Hindu Rashtra primarily to 
describe how the Hindus alone would 
liberate the country from Bntish rule 

48 Agarwai, supra note 43, p 40 

49 M S Gotwalkar, IVe or Our Nationhood 
History, P N Indurkar, Bharai Publications, 
Mohal, Nagpur. 1939), p |g. 

50 Ibid, p 20. 

51 Ibid, p 21. 

52 Ibid, p 21. 

53 Ibid, p 23. 

54 Ibid. 

55 Ibid, p 26 

56 Ibid, p 40. 

57 Ibid, p 41. 

58 Ibid p 42. 

59 Ibid, p 43. 

60 Ibid, p 43. 

61 Ibid, pp 45-46. 

62 Gulw^kar, Bunch of Thoughts, Bangalore, 

1966, p 1.30. 

63 Ibid, pp 47-48. 

64 H V Seshadri The Way. p 55. 

65 See discussion of the Hindu right's position 
dial Hinduism is the only truly secular 
religion since it alone is based on toleration. 

66 See Basu, et al. Khaki Shorts, St^ron Flags, 
Orieni Longman, New Delhi. 1993. 
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67 Cm ibid. 

68 Thehi«toricaliiieofthetenii‘liidianisation’ 
is similttiy <d»cuied in Ihe Supreme Court 
judgment. The Court foils to recognise that 
the term was used by Jana Sangh leaders 
in the i960s who directed it at the Muslims 
and that it contained the insinuation that 
they were not Indian enough. “For the court 
to suggest that ‘hindutva' is merely to be 
understood as asynonym of 'indianisation', 
therefore, contains an element of truth quite 
different from what the court iiuty have had 
in mind; itis such a synonym but principally 
in the RSS discourse.” see note 39. p 11. 

69 The Court did attempt to distinguish the 
meaning of the word in the abstract from 
the way in which communalists and/or 
fundamentalists may have attempted to 
misuie the word. For instance, the Court 
suited, p 24: “The mischief resulting from 
the misuse of the terms by anyone in his 
speech has to be checked and not its 
permissible use. It is indeed very unfortunau:, 
if in spite of tlie liberal and tolerant features 
of ‘Hinduism’ recognised in judicial 
decisions, these terms are misused by anyone 
during the elections to gain any unfair 
political advantage. Fundamentalism of any 
colour or kind must be curbed with a heavy 
hand to preserve and promote the secular 
creed of the nation.” In so doing, the court 
was attempting to distance itself from the 
communalist agenda of the Hindu right, and 
should not be seen to be explicitly endorsing 
this agenda. Our point, however, is that the 
term cannot be abstracted from the political 
and historical context which has given 
meaning to ‘hindutva*. It is simply not 
possible to speak of hindutva as a abstract 
reprc.sentation of ‘a way of life of the 
subcontinent’, and in so doing, Ihe court 
has, perhaps inadvertently, condoned Ihe 
discursive agenda of Ihe Hindu right. 

70 We do not mean to suggest that the court 
has done so intentionally In other words, 
we are not suggesting that the court has 
been conimiinalised, and is now simply 
espousing the views of the Hindu right. 
Rather, the flaws in the .Supreme Court’s 
reasoning can be seen to lie in the court's 
failure to appreciate Ihe political and 
historical context of the term ‘hindutva*, as 
well as the unstated norms of Ihe miijnrity 
that are so often reflectttd in legal decisions. 

71 See forexampk' 'SC.NoMisuse of Religion*. 
Communalism Combat. No 21, April 1996, 
p4. 

72 There is also the fact that the court has 
established a very strict test for establishing 
that a candidate has consented to the views 
of other speakers associated with the his/ 
her political party and/or other organisation 
of die Hindu right. The mere presence of 
a candidate, on stage with onothei speaker 
who appeals' to religion or promotes enmity 
and haued is not sufficient proof of that 
candidate's consent The implication of this 
conclusion is that the Hindu right can 
carefully orchesuate its rallies and ensure 
that the appeals to religion and the promotion 
of religious enmity comes from speakers 
other than the candidates. The BJP and Shiv 
Sena will thus be able to continue to reap 
Ihe benefits of the dirty work done by the 


RSS and the VHP, and indeed, ewen by the 
non-electoral membenAeaden of theirown 
parties. This question of consent is to be 
heard by the constitutional bench of the 
Supreme Court: see 'Comtituiion Bench 
Will Decide Religion lssue;SC’. The Times 
India, April 17. 19%. 

73 See BJP, For a Sirmg and Prosperous India 
- Election Manifesto. 19%. 

' 74 Interestingly, even one of the articles in the 
Organiser agreed that in finding Thackeray 
guilty of acorrupt practice, “the Court rightly 
deplored bigoiiy*. Organiser, December 24, 
I99S, p 3. However, the article 
continued...**BigoUy is bad whether it is 
religious or linguistic, or for that matter 
casteisi. Pseudo-secularists indulging in 
minorityism and casteists masquerading os 
messiahs of ‘social justice* stand exposed 
before the bar of public opinion. They ore 
guilty of spreading communalism and 
creating social disharmony." While 
condemningThackeray'sspecchas bigotry, 
the Orgonuer article nevertheless used the 
opportunity to turn the criticism back onto 
die so-called 'pseudo-secularists', who ore 
alleged to be the real bigots. It is also 
interesting to note that in the 1996 national 
election campaign, the BJP has distanced 
itself from some of its more vociferous 
proponents of hate speech towards Muslims, 
most notably Uma Bharati and Sodhvi 
Rithambora (‘Uma, Sadhvi are not on BJP 
Bandwagon*, The Tunes if India, April 14. 
19%), a shift that is also in keeping with 
the decision to have the more moderate 
V ajpayee lead the patty, displacing the more 
militant Advani. It is. however, too early 
to tell whether this .shift, obviously calculated 
to maximise their popularity at the polls, 
represents anything more permanent. 
Despite the condemnation of the shift in the 
party strategy from within its own ranks, 
most notably by Uma Bharati. there is ample 
evidence to suggest that the BJP retains its 
commitment to undermining minority 
rights. For instance, one of the election 
advertisementsof the BJP, significanUy with 
Advani'spicture. not Vajpayee's, continues 
the attack on Muslim minorities under the 
traditional slogan, ‘Justice for all. 
Appeasement for None*. Likely, the shift' 
is simply an effort to be somewhat more 
careful during the election campaign of not 
violating Ihe prohibition on the promotion 
of religioos enmity, and part of its bid for 
political power, by trying to attract voters 
who ore disillusioned with the Congre.ss 
government, but uncomfortable with the 
more militant face of the party. 

75 There is increasingly a question of whether 
the laws directed at prohibiting hate speech 
can mean anything at all. with the increasing 
legitimacy teing accorded to tlie speech of 
Ihe Hindu right. As the speech of die Hindu 
right becomes more mainstream, and more 
port of the collective common sense of on 
increasing number of Hindu subjects, the 
efficacy of the hate speech provisions, 
intended only to police Ihe margins of 
intolerable speech, is undermined. For a 
more detailed discussion of this problem, 
sec Ratna Kapur, ‘Who Draws the Line? 
Feminist Reflections on Speech and 


Censorship', Economic and FolMcal 
Weekly, April 20-27. 19%. WSIS-30. 

76 See supra note 5. 

77 Supra note I, pp 11-12, para 16. 

78 Ibid, para 18. 

79 Supra note 5. p 83. para 27. 

80 K T Shah, a membCT of the Constituent 
Assembly, attempted on two separate 
occasions to have the term included in the 
constitution, but was not successful. The 
term was only inserted into Ihe constitution' 
with the 42nd Amendment in 1976. 

81 This conceptualisation of secularism was 
seen most clearly in the Karachi Resolutim 
of the Congress on Fundamental Rights 
■(1931). which provided: “Ihe suite shall 
observe neutrality in regard tooll religions'*. 
As many commentators have observed, 
however, Nehru eventually compromised 
on his vision of secularism, and adopted the 
equal respect of alt religions. For a discussion 
see Asgor Ali Engineer, “Secularism in 
India - Theory and Practice’ in Heredia and 
Mathias (eds), supra note 39, p 40. 

82 Sec generally, Donald Eugene Smith, Indio 
as a Secular State, Princeton University 
Press, Princeton. 1964. 

83 Theie has however been considerable, 
criticism of the extent to which the Indian 
constitutional and political framework has 
upheld these values For example. Smith, 
(ibid) was critical of the extent to which 
these principles were compromised with 
the constitution, which allowed for suite 
intervention in the affairs of religion. 

84 See Luthera, The Concept of Sei iilar State 
and Indin. Oxford University Press, Calcutta, 
1964. 

85 Smith, supra note 82. 

86 The argument that seculansm in India does 
not mean a wall of separation between 
religion and politics, but rather the equal 
respect of all religions, is common 
throughout the literature. For a typical 
example, see Engineer, supra note 81, who 
argues that the western concept of 
secularism, which involves indifference to 
religion, has never uiken root in India. “The 
concept of secularism in India emerged in 
the context of religious pluralism a.s against 
religious authoritarianism in the west... ft 
was religious community, rather than 
religious authority, which matUired in the 
Indian context." 

This dominant conce|>t of secularism, is 
however, a contcsied one Some question 
whether secularism is even an appropriate 
normative value within the Indian context, 
or whether it represents the imposition of 
a western, colonial normative value, ill- 
suited to Ihe historical realities of Indian 
society, (see Ashis Nondy). Others question 
the appropriareness of the particular model 
of secularism, arguing that Indian dcmocracj' 
might be better served by a more complete 
separation of religion and politics. For 
example, Upadhyaya argues ^at the equal 
respect for all religions has been responsible 
forcommunalising politics in ‘The Politics 
of Indian .Secularism, Its Practitioners, 
Defenders and Critics*. Occasional Papers 
on Perspectives in Indian Development, 
Nehru Memorial Museum and Library, 
Number XI, January 1990, and in 'The 
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STAFF POSITION 

at 

National Centre for Advocacy Studies 

Pune 

NCAS Is a growing organisation committed to strengthening the capacity of social 
action groups in bringing about equitable social change through effective public 
policy initiatives, NCAS provides training, research and campaign support to social 
action groups and concerned citizens to further social Justice causes. We are looking 
for people with commitment to social equity and hiiman rights. 

NCAS has following staff positions available in Pune: 

2. Research Co-ordtnator (Research and Publication): 

Postgraduate, with a minimum of 5 years research experience in social sciences 
or allied fields. 

2. Two Research Assistants (Research and Documentation): 

Postgraduate with a minimum of 3 years experience in social research. 

3. Programme Associate: Campaigns and Field Work 

Postgraduate with a minimum of three years of research experience with social 
action groups/advocacy campaigns, and experience in social action research. 

All candidates must be willing to travel, have good communication skills, excellent 
writing ability m English and be computer literate. 

So if you are a creative trainer 
OR 

Able to do action research with grass-roots' groups 
AND 

You want to be a part of the team to develop the first institution of its kind 
in South Asia 

Send us together with your resume, published research paper/article, an 
autobiographical sketch (not more than two typewritten pages) telling us what your 
vision and perspective are and how they can contribute to our work. 

Tour application, mentioning the post applied for, should reach us at our 
address given below before October 17, 1996. 

The Director: 

National Centre for Advocacy Studies 

20 Anurekha Society, Navasahyadii Colony, Off Karve Road, Pune 411 052. 
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'PoUiict of iadiw Secularism’, Modem 
Asiaii Studies. Voi 26, No 4 , 19K, p SIS. 
He aignes that die concept of sorva dhorma 
sandthava has failed to transcend the 
catepories of communalism and that this 
approach to secularism has been an 
underlying cause of the communalisation 
of Indian politics. This approach, he argues, 
has given rise to a majoritarian politics in 
which “representative politics bas^ on adult 
franchise have become a contest in which 
communities ate mobilised in acompetition 
for votes, and in which the majority 
community must always win“ He argues 
that the major lacunae in the 
conceptualisation of secularism in India 
“lies in the definition of secu1arism...in that 
secularism has not been clearly defiited in 
terms of the separation of religion from 
politics, either in its constitutional form or 
in the conventions of the political process." 

Yet others argue for a total teconce- 
ptualisation of secularism within the 
Indian polity. For example. AkecI Bitgrami 
in ‘Two Concepts of Secularism: Reason, 
Modernity and Archimedian Ideal', 
Ectmomif and Political Weekly, iuly 9, 
1994. pp 1749-SS has argued for a negotiated 
secularism that could emerge “by negotiation 
between the substantive commitments of 
particular religious communities.” In a 
somewhat different vein. Portha Chatterjee 
■n 'Secularism and Toleration'. Economic 
and Political Weekly, July 9, 1994, argues 
for a reconfiguration of the problem of 
secularism; that is, of a shift in the 
undeoitanding of the nature of the challenge 
presented by the Hindu right os one of 
minority rights, and argues for a 
reconcepiualisation of the concept of 
toleration. 

In our comments, we focus on the 
constitutional discourseof secularism which 
has worked largely within the dominant 
vision of the equal respect of all religions. 
In so doing, we bracket the broader question 
of wluither this is in fact the most appropnate 
vision of secularism - a question that we 
believe will ultimately need to be addressed 
to re.soI ve the increasing crisis of secularism 
in India. 

See for example P B Gajcndragadkar, 
‘Scculansm; Its Implications for Law and 
Life in India' in G .S .Sharma (ed). 
Secularism: Its Implications Jor Law and 
Life in India, N M Tripathi, Bombay, 1966, 
p 4: “The .state docs not owe loyalty to any 
one particular religion os such; it is not 
irreligious or anti-religion; it gives equal 
freedom for all religions and holch that the 
religion of the citizen has nothing to in the 
maner of socio-economic problems"; R L 
Chaudhori, The Ctmeept <jf Secularism in 
Indian Constitution, (Uppal Publishing 
House, New Delhi, 1987) who writes at p 
169, “the absence of complete separation 
between the state and the religion is because 
of the character of Imlian society which is 
basically religious... Separation of the state 
from the religion is not the basis of Indian 
secularism, os it is in other countries. Indian 
Constitution does not reject religion. On the 
contrary, it respects all religions”. See also 
J M Sheiat, Secularism: Principles and 


jV^iicanMU(NMTtipathi.Boiribay. 1972), 
pp 121-22: 

88 See for example the work of P K Tripathi, 
'Secularism. Law and the Constitution of 
India' in M S Gore (cd). Secularism in India 
(Bombay. 1966), whoarticulatcd three basic 
principles of Indian secularism: (I) the 
principle of the primacy of the individual, 
who is placed above and before religion; 
(2) the principle of freedom of religion and 
religious denomination; and (3) the principle 
of toleration. Neutrality is thus replaced 
with an emphasis on toleration. Sec also 
Tripathi, ‘Secularism; Constitutional 
Provision and Judicial Review' in G S 
Sharma, supra note 87, p 16S. 

Upendra Baxi, in ‘The Struggle for the 
Redefinition of Secularism in India: Some 
Preliminary Reflections’ in Heredia and 
Mathias, supra note 39. argues that Ihe.se 
pnnciples find recognition in the Indian 
Constitution. Baxi identifies several other 
features of Indian secularism that have been 
affirmed through constitutional decisions: 

i) the state by itself shall not espouse or 
establi.sh or practice any religion; 

ii) public revenues will not he used to 
promote any religion; 

iii) the slate shall have the power to regulate 
any “economic, financial nr other .secular 
activity" associated with religious practice 
(Article 2.3(2)(a) of the Constitution); 

iv) the Slate shall have the power through 
the law to provide for “social welfare and 
refomi or the throwing open of Hindu 
religious institutions of public character to 
all classes and sections of Hindus” (Article 
25(2){b) of the Constitution); 

V) the practice of untouchability is 
constitutionally outlawed by Article 17; 

vt) every individual person will have, in 
that order, on equal right to freedom of 
conscience and religion; 

vii) these rights arc furthermore subject 
to other fundamental rights in Part *11, 

viii) the courts, especially the Supreme 
Court, shall have the final ‘say' on adjudging 
state action as valid or otherwise under the 
above pnnciples. Another feature was added 
through a constitutional amendment which 
imposed a fundamental duty on all citizens 
to “preserve the rich heritage of our 
composite culture” (Article SI-A(O). Baxi 
places con.siderable reliance on the courts 
and judiciaiy in determining the meaning 
of secularism in India and argues that such 
coastitutional perspective has been absent 
from public debate. He argues that the 
judiciary can bring a sharper focus to the 
debate. While we agree that the judiciary 
has a rote to play, the hindutva decision 
highlights how the judiciary has failed to 
so do. 

89 Although there are some echoes to the 
principle of neutrality within the 
constitutional discourse, these discussions 
tend to infuse the concept of neutrality with 
the '.pirit of ‘saarva dharma saiiutbhava'. 
Neutrality to all religions tends not to be 
associated with a wall of separation, os it 
is in the American context, but rather with 
the idea that the state must not discriminate 
against any religion. 

90 Smith, supra note 82, p 133, has argued that 


tile third principle of libeial democratic 
secularism regarding the separation of 
religion and state includes two distinct 
principles: “(1) the non-interference of the 
stare and religious organisations in each 
other's affairs; (2) the absence of a legal 
connection between the state and a particular 
religion The indionConstilution...does not 
subscribe to the first principle: it does 
however uphold the second”. 

91 Kapur ami Cossinan, 'Communalising 
Gender' supra note 3 . 

92 Foradetoileddiscussionofthesecompeting' 
visions of equality in the context of indian 
constitutional law, see Ratna Kapur and 
Brenda Cossmon, “On Women, Equality 
and the Constitution: Through (he Looking 
Gloss of Feminism”, Nalirmal Law School 
Journal, Special Edition. Feminism and 
Law. (Bangalore, 1993), p 1. Sec also Kapur 
and Cossmon. Subversi ve Sites, supra note 3.. 

93 Ibid. 

94 See Kapur and Cossmon, ‘Communalising 
Gender' and Subversive Sites, supra note 3. 

95 Article IV, BJP Constitution and Rules, as 
approved by the National Council, May 2, 
1992. 

96 Sec BJP manifesto as quoted in speech 
delivered by L K Advoni in Parliament on 
November?. 1990. Interestingly,the 1996 
BJP Election Manifesto does not mention 
secularism at all. 

97 L K Advani, Press Conference, January 18, 
1993 Similar statements can be found in 
articles and commentaries throughout the 
Organiser. For example, Madhok writes, 
“There torc three universally accepted 
essential postulates of a secular state’ (1) 
The state must not discriminate between its 
citizens on the basis of religion or form of 
worship. (2) There should be uniform laws 
for all citizens. (3) All citizens should be 
equal before the law. Balraj Madhok, ‘An 
Open Letter to the President, Prime Minister. 
Parly leaders and Editors', Organiser, 
republic day 1993, Nationalism Special, p 
32. Within (his definition, sccularesm is 
rendered synonymous with the formally 
equal treatmeiitof all citizens. Significantly, 
there is no mention of a non-dcnuminational 
stale within (his definition of secularism. 

98 K Jayoprasad. RSS and Hindu Nationalism 
Deep and Deep, New Delhi. 1991, p93. Sec 
also Nana Deshinukh, RSS: Victim of 
Slander Vision Books, New Delhi, 1979. 

99 For a discussion of the dangers of 
majoritonanism that lies within thi ■ vision 
of secularism, see (Jpodhyaya, ‘The Politics 
of Secularism in India', supra note 86. 

100 H V Seshadri, ‘Strange Political Diction’. 
Organiser, February 4, 1990 

101 Goiwalkar, From Red Fort Grounds. 

102 Balasheb Deoras. Answers Questions, 
Sahiiya Sindhu, Bangalore, 1984, p .33. 

103 Organiser, supra note l(X). 

104 The term ‘dharma rajya' used by Upodhyaya 
and taken up by the Jana Sangh Party and 
subsequently by the BJP can be seen to be 
a rough equivalent of Hindu rashlra. a term 
that has since been explicitly adopted by 
(he BJP. 

103 Upadhyaya, Integral Humanism, p 33. 

106 Ibid. 

107 The 1996 BJP election manifesto includes 
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B commitinem to amending Aiticle 30, 
although it does not specify the nature of 
the amendment. The manifesto states (p 64) 
that the BJP is committed to: “Ensure 
equality for ail and discrimination against 
none on the grounds of religion in matters 
of education by amending Article 30." 

.08 Conversions from Hinduism to either Islam 
or Christianity has long been a major theme 
within the Hii^u right. Savarkar. dolwalkar, 
os well the contemporary ideologues such 
as Seshadri and Deoras have focused attacks 
on the proselytising religions, die problem 
of conversions, and the goal of bringing 
those who have strayed from Hinduism 
back into its folds. Similorly, the Organiser 
is filled with articles dealing with the 
problem of conversions, detailing recent 
conversions of Hindus to other religioas, 
and condemning these proselytising 
religions for their intolerance. 

109 This seems to be precisely the strategy 
adopted by the BJP in its 1996 election 
campaign. It has placed the face of 
moderation at the front of the party, 
displacing and even distancing itself from 
the mote militant faces. At the same time, 
the BJP continues to campaign on its 
platform of secularism, which continues to 
include all of its usual choracterisdes: ‘one 
nation - one people’, repeal Article 370. 
uniform civil code, human rights 
commission, detection and deportation (of 
Bangladeshi immigrants). Sec also 
discussion supra note 74. 

110 Mohammed Astam Bhure v Union of India, 
supra note 2, p 6S. 

111 Supra note 2. Suwant and Kuldip Singh J 
J, at paras 148, 149; K Ramaswamy J, at 
paras 189. 196 

112 The opinions dealing with .secularism were 
delivered by Justice Sawant (on behalf of 
Kuldip Singh J with Pondian, J concurring) 
; Justice Jeevan Reddy (on behalf of S C 
Agrawal.J, with PandianJ,also concurring); 
and Justice Ramaswamy. 

113 Quoting and reviewing at length with 
approval from u 196.^ lectuic by M C 
Setalvad. Sawant J noted that secularism in 
India does not imply a complete separation 
of religion and slate as in the US. "In our 
country, all religions arc placed on the (lasis 
of equality". 

114 Sawant J further wrote:"...Secularism under 
our Constitution is that whatever the attitude 
of the Slate towards the religions, religious 
sects and denominations, religion cannot be 
mixed with any secular activity of die state. 
In fact, the encroachment of religion into 
secular activities is .strictly prohibited. This 
is evident from the provisions of the 
Constitution to which we have made 
reference above. The state's tolerance of 
religion or religious belief does not make 
it either a religious or a theocratic state. 
When the slate allows citizens to practice 
and profess their religions, it does not either 
explicitly or implicitly allow them to 
introduce religion into non-religious and 
secular activities of the state. The freedom 
and tolerance of religion is only to the 
extent of permitting pursuit of spiritual life 
whichisihffeient from the secularlife...This 
is also clear from subsection (3) of Section 


123 of the Representation of the Ftooples 
Act, 195t...[and] subsection 3(A) of the 
tame section... religious tolerance nndequal 
treatment of all religious groups and 
protection of their life and property and of 
the places of their worship are an essential 
part of secularism enshrined in our 
Constitution." 

US ibid, at para 92. Although each of the 
decisions echoed the general idea of Indian 
secularism as the equal respect of all religions 
there were however slightly different 
emphases in each of the decisions. For 
example, while Sawant J most strongly • 
emphasised the equal respect of ail religions 
and its requirement of toleration. Jeevan 
Reddy’s decision placed some emphases on 
the idea of the separation of religion and 
politics. After a long discussion of the 
requirement of equal respect, Jeevan Reddy 
J stated: “In short, in the affairs of the state 
religion is irrelevant; it is strictly a personal 
affair. In this sense...our Constitution is 
broadly in agreement with the US 
constitution, the First Amendment whereof 
declares that ‘Congress shall make no laws 
respecting an establishment of religion or 
prohibiting the free exercise thereof...’. 
Perhaps, this is on echo of the doctrine of 
separation of church and state; maybe it is 
the modem political thought which seeks 
to seporatcreligion from the state -it matters 
very little.” By way of contrast again, 
Ramaswamy J's opinion, white also 
speakingof the equal respect of all religions, 
included several references to the concept 
of neutrality. 

116 For example. Jeevan Reddy J stated, at para 


243: “...It is clear that if any pwy -or 
organisation seeks to fight the elections on 
the basis of aplank which has die proximate 
effect of eroding the secular philosophy of 
the Constitution would certainly be guilty 
of following an unconstitutional course of 
action...Introducing religion into politics is 
to introduce on impermissible element into 
body politic and an imbalance in our 
constitutional system. If a political party 
espousing a particular religion comes to 
power, that religion tends to become, in 
practice, the official religion...This would 
be plainly antithetical to Articles 14 to 16, 
25 and the entire constitutional scheme 
adumbrated hereinabove. Under our 
Constitution, no party or organisation can 
simultaneously be a political and arcligious 
party." Ramaswamy J’s decision similarly 
strongly condemns the rise of 
fundamentalism as a violation of the 
constitutional principle of secularism For 
example, at ibid para 132. he writes: “Rise 
of fundamentalism and communaiisation of 
politics arc anti -secularism. They encourage 
separatist and divisive forces and become 
breeding grounds for national disintegration 
and fail the parliamentary democratic system 
and the Constitution." Sawant J, Jeevan 
Reddy J and Ramaswamy J were ail of the 
view that the declaration of presidential rule 
was norunju.stiried, since there was sufficient 
evidence available to the president that state 
governments were not acting in accordance 
with the provisions of the Constitution. 
There was, in other words, a reasonable 
apprehension that the constitutional 
principle of secularism was in jeopardy. 


APPOINTMENTS 


INDIAN INSTITUTE OF EDUCATION, 

128/2, Kothrud, Pune - 411 029. 

1. Indian Institute of Education, 128/2, Kothrud, Pune - 411 
029, invites applications for the posts of Lecturers in the 
disciplines of Social Anthropology, Social Psychology, 
Political Science, Communication and information 
Technologies, Management and/or Public Administration 
with Sociology/Commerce/a suitable science degree, as 
basic discipline. 

2. Qualifications and pay scale as prescribed by UGC. 
Probation period : 2 years. 

Applications alongwith bio-data giving age, 
qualifications, experience of teaching and research 
should reach the Institute’s Registrar before 
10 October, 1996. 
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DISCUSSION 


Understanding the Anthropological Method 

Meenakshi Thapan 


I AM writingin response to Carol Upadhya’s 
review ' ‘Native’ Voices and Ethno¬ 
graphic Noise’, July 20.1996. pp 1932-34). 
Upadhya has undertaken a review of two 
books on women in India by anthropologists. 
I am not here to defend the books against 
the disdainful and condescending comments 
made by Upadhya. The authors of the books 
under review might perhaps decide to take 
up Upadhya on those i.ssucs. I would however 
like to comment on the method that U padhy a 
chooses to debunk in a most ill-informed 
and casual manner. 

Upadhya expresses the view that the 
“anthropological tradition... presumes that 
the people whom they study are automatons 
who only reproduce their traditional struc¬ 
tures, rather than thinking and acting per¬ 
sons...”(p 1933). If Upadhya is at all familiar 
with the “anthropological tradition” it will 
he clear to her that there is no monolith 
tradition but several traditions and that the 
discipline has been increasingly questioning 
the earlier assumptions of anthropological 
discourse [most recently, see Das 1995: 
Introduction]. Of course, never has an anthro¬ 
pologist seen her subject of study as an 
“automaton” and, as Upadhya docs not tell 
us who she has in mind, one can only conclude 
that she is completely ignorant about the 
bonds anthropologists develop with subjects 
in the field [see, for example, Madan 1975, 
Srinivasan 1976) which is only possible 
when the anthropologist is interacting with 
the subject. It also appears that Upadhya is 
not very familiar with the works of Vincent 
Carapanzano, Clifford Geertz (to whom a 
fleeting reference is made) and Paul Rabinow, 
among others, which indicate the inter- 
subjective nature of fieldwork and under¬ 
standing and certainly not the top-down 
approach which she thinks is representative 
of anthropology. Not-so-recent post¬ 
modernist writings within anthropology, such 
as those of James Clifford and others, argue 
precisely against viewing the subject as other 
and of transcending one's position in the 
field as ethnographer. Feminist anthro¬ 
pologists such as Marilyn Strathem and 
Mascia Lees el al have in the pages of the 
journal .Signs argued tor engagement with 
the subjects of study in order to give voice 
to the often voiceless and invisible other a.s 
well as pose the question of political 
commitment to the subjects whose lives one 
chooses to examine. Perhaps Upadhya first 
needs to understand the many dimensions 
and debates of contemporary anthropological 
discourse before she sets out to dismiss it. 

Upadhya also mentions the “trendy 
theoretical problematic” of “structure versus 


agency mediated by resistance” which .she 
secs as being empty rhetoric. I think it is 
important to understand that the notion of 
structure and agency is around since Marx 
and the problem of resistance has been the 
preoccupation of social scientists in one way 
or another. In education, Paul Willis's 
important work on working class children 
(Learning to Labour) in which he examines 
resistance in educational processes was 
publishedin 1977. James Scott's well known 
work on peasant resistance was published 
in 1985. In an important paper. Gillian Hart 
(1991) has critiqued Scott and presented a 
more nuanced understanding of forms of 
resistance. Veena Talwar Oldenburg (1990) 
and Rosal ind O’ Hanlon (1991) ha ve anal y sed 
resistance among women in northern and 
colonial western India respectively. Paola 
Bacchetta (1994) critically presents a case 
of resistance drawn from the life of a Hindu 
nationalist woman in contemporary India. 
The work of Foucault has of course come 
under severe criticism by feminists precisely 
for the lack of a coherent theory of resi.stance 
[for example, Ramazanoglu 1993, Thapan 
1995]. It is therefore not exactly a “trendy” 
pastime to be concerned with the possibilities 
of rebellion and change in everyday lives. 
It is a real concern of those of us who seek 
to understand social processes and the 
experience of individuals within them in 
terms of the .stractures of power and control 
as well as the forms of resistance to them. 

Upadhya objects to this concern primarily 
because of the lack of political commitment 
and engagement which she thinks is only 
present in the writingson women by activists. 
Shealsocomplains that anthropological texts 
on women in India are devoid of references 
to work within India “on women and gender” 
(whatever that means). Upadhya perhaps 
needs to carefull y examine the bibliographies 
in such anthropological writings on women 
in India as Leela Dube et al (1986), Kalpana 
Ram (1992), Kamala Ganesh (1993), among 
others. 

Upadhya ends her, if I may say so, rather 
incoherent review of the two texts, by saying 
that ethnographies “end up saying what their 
authors want them to say...” because of the 
"highly personalised and subjective nature 
of fieldwork”, in the preceding paragraph, 
she says that it is because of their “detach¬ 
ment” that ethnographies fail to understand 
women’s lives. It is clear that Upadhya is 
rather confused about anthropology and 
cannot make up her mind as to what she finds 
objectionable in it. She critiques post¬ 
modernist anthropology for its inability to 
deal with the “ethnographer's own sub¬ 


jectivity and her power to construct her 
subjecUs)”. Surely this is the dilemma of att 
writing, whether by dull, ignorant anthro¬ 
pologists orby sympathetic, with-it activists, 
so that the constitution of the ethnographic 
text is always never a complete statement 
of absolute truth but only a fragnwnt of 
understanding social reality, a contribution 
towards a deeper understanding of the whole, 
a movement towards an intersubjective 
understanding of social relations in everyday 
life. As anthropologists, we do not set out to 
“construct subjects”, to reveal the world or 
to radically alter it. 'Die ethnographer is the 
faithful recorder and interpreter, and not 
some powerful creator, of social reality. We 
only seek to understand it through an inter¬ 
subjective process in which we consciously 
seek to represent subjects and their everyday 
lives through their narrative accounts, our 
observation of their li ves and social practices, 
and an understanding of the web of social 
relationships that constitute society. 
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t havA great pleasure In welcoming you to 
this Eighth Annual Qeneral Meeting of the 
Company 

Before I review the performance of the 
Company, t would like to place on record our 
appreciation of the distinguished service 
rendered by Shri S S Tarapore, Deputy 
Governor, Reaenre Bank of India during the 
period he was associated with the Company 
in various capacitws Shri Tarapore was one 
of the Members of the Woriung Group on 
Money Market, which recommended wide 
ranging reforms m the Indian Money Market, 
Including setting up of DFHI Subsequently, 
as one of the founder Directors of the Company 
he contributed signif icanlly for its development 
and growth Dunng his stewardship as 
Chairman of the Board of Directors since 
August, 1993 the Company registered all 
round progress in ma|or segments of Its 
activities and acquired the status of a Pnmaiy 
Dealer m Government Securities Market It 
was during this period that the process of 
divestment of a maior part of the shareholding 
of the Reserve Bank of India in the Company 
was also successfully completed The Board 
of Directors of the Company has placed on 
record its appreciation forthe guidance, support 
and strength provided to the Company by Shn 
Tarapore from tune to time On behalf of the 
Company, the Board of Directors and on my 
own behalf, I take bus opportunity to convey 
our best wishes to Shn Tarapore 

Performanea during 1995-96 

The report ot the Directors and the audited 
accounts of the Company for the year ended 
March31,1996 have already been circulated 
I would, however, like to briefly highlight the 
salient fMtures of the Company's performance 
In the major segments ot money and securitwa 
market during the fmaiiciai year 1995-96 

The Company has been accredited as a 
Primary Dealer in the Government securities 
market with effect from February 29,1996 It 
partlc^ted In all the auctions and floatations 
of Government ot Inda Treasury bis and dated 
secunties dunng the year under review The 
Company's success ratio in auctions and total 
turnover ratio both In respect of Treasury bills 
as also dated securites during 1995-96were well 
above the minimum levels prescribed by the 
Reserve Bank of India in the relative gukteNnes 

The aggregate turnover of the Company in 
the pnmaiy and secondary markets in Treasury 
bills 'sbgiTient during the year under review 
was lower at Rs 13,491 ciore as against 
Rs 35,125 crore achieved m the previous 
year This was duo mainly to a sharp decline 


DISCOUNT AND FINANCE 
HOUSE OF INDIA LIMITED 

Rcgd OfTice 306-307 Vanna Chambos, 3ni Floor, Homji Street, Fort, Miiinbai-400 001 


Statement of Shri P. 6. Kakodkar, Chairman of 
the Board of Directors of the Discount And 
Finance House of India Limited at the 
Eighth Annual General Meeting held at 
Mumbai on September 18, 1996 


in the tradeable stocks of Treasury bills dunng 
the year The slock of 364 days Treasury bIHa 
m the system declined sharply by Rs 6,268 
crore in 1995-96 as against an Increase of 
Rs 6,732crore in the preceding year Likewise, 
me stock of 91 days Treasury bills available 
for trading In the secondary market was also 
quite low as a major portion of these bills in 
the primary auctions was subscnbed by non¬ 
competitive bidders and the Reserve Bank of 
India The Company's aggregate turnover m 
the primary and secondary markets in the 
Central Government dated securities was, 
however, significantly higher at Rs 60,143 
crore as compared with Rs 13,195 crore m 
the previous year The bulk of this turnover 
was on account of 'Repo transactions as 
borrowers preferred to borrow monres for longer 
periods under 'Repo' arrangements instead of 
borrowing by way of call money on a day-to- 
day basis with a view to hedging against the 
volatility in call rates The 'Repo' transactions 
were also undertaken by the Company to 
laalHate intervention by the Resenre Bank of 
India for stabilising the conditions m the call 
money market The Company's aggregate 
lendings in the call and notice money market 
were also higher at Rs 5,53,995 crore In 
1995-96 as compared with Rs 5,29,183crore 
in 1994-95and consequently the dally average 
call money lending by the Company dunng tN 
year under review was higher at Rs 1,500 
crore as against Rs 1,431 crore In the 
preceding year In me Term Money and 
Commaraal Bills segments of the money 
market the Company's turnover was moderate 
tn this connection, it would be pertinent to 
nKmtfon that during the year under review the 
call money rates witnessed greater volatility 
and ruled at significantly higher levels as 
compared with the rates m the previous year 
This Is evident from the fact that Company's 
fortnightty weighted average call money lending 
rate rose from 868 per cent in 1994-95 to 
16 99per cent in1995'96andthatthe average 
rates for 22 fortnights out of 26 fortnights were 
higher than those of the corresponding 
fortnights in the previous year As a result of 
this, implicit cu* off yields of 91 days Treasury 
bills went up from 11 40percentto12 97per 
cent and of 364 days Treasury bills from 12 08 
percantto1312percent The primary market 
yields of Central Government dated securities 
also moved upward The Reserve Bank of 
India also raised the rate ot interest on the 
refinance and 'Repo' facilities extended by 
them to the Company in the later half ot the 
year All these factors contributed to a 
signif leant nsa In the cost of funding the slocks 


of Treasury bills and Government dated 
securities carried by the Company for Ks normal 
trading operations As a resuH of ttils, Vw 
Company's profit before depreciation and 
taxation during 1995-96 stood lower at 
Rs 56.23 crore as against Rs 82J26 crore 
In 1994-95 Net profit for the year also worked 
outloweratRs 3144 crore as compared with 
Rs 44 26 crore in the prevKxw year Your 
directors have proposed the appropriation of 
the net profit ot Rs 31 44 crore as undar- 


Transfer to Qeneral 



Reserve 

Rs 

2 00 crore 

Proposed Dividend 

Rs 

2800 crore 

Balmce in Profit A 



Loss account earned 



fonwaid 

Rs 

1 44 crore 


Rs 31 44 crore 


In view of the lower profit, your Directors 
have recommended a dividand of 14 00 per 
cent (subject to tax) for the year ended March 
31, 1996 as against a dividend of 15 00 per 
cent paid lor the previous year 

Review of Operatlona during the 
Current Financial Year 

The Company's turnover in the major 
segments during the current financial year 
upto August 30,1996 as compared with the 
turnover in the corresponding period last year 
has been as under 

(Rs in crore) 


Segment 1906-97 1005-96 

(upto (upto 

August 30 September 1, 
1996) 1995) 


(I) Treasury Bills 

-Oulnght 4,478 1,245 

-Repo 933 5,411 8,154 9,390 

(4 073) (8,751) 

(II) Government Dated Securities 

-Outright 270 140 


-Repo 5,298 5.588 12,006 12,146 


(III) CaH, Notica 
and Term 
Money 

(5403) ~ 

~ (12120) 

Lendxig 

(IV) Commaraal 

202,211 

213,217 

BMs 

19 

91 


(FIgurBsttbraokelsindIcatBatconduymKkat 
turnover Figures of oulnghf transeebons 
against Treasury bills and Government dated 
seeunbes con^nse pnmary end seoondery 
markets pureheses and astas) 
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1lM Company's pwfomwfiM H iwvMiMl 
by Hi tumovw data naada to ba vlawad In 
the eontaxl of tha oondMons prsvalHng In 
tha fflonay and aacurtUoa markata at tha 
matarial tima. Ourtno tha tint fiva monttw 
ol tha cunant yaar, tha Mquidity position of 
tha banks Improvad oonsMarably and tha 
money maiksi wlinossad easy conditions 
on accoum of an unpracadanlad growth In 
bank dapositi, substantial dadlna In bank 
cradH and release of about Rs. 9,300 erora 
by raduotion/walvar of CRR prascriptiona 
by the Rasarva Bankof tncSa. Consequently, 
the borrowing requirsments of tha banks 
daclinsd and some of tha chronic borrowing 
banks even turned lenders in the money 
market. As a result of these developments, 
the 'Repo' turnover of the Company against 
Treasury bills and Qovemmsnt dated 
securities has been lower at Rs. 933 crora 
and Rs. 5,298 crore respectively during the 
first five months of the currant year as 
against Rs. 8,154 crore and Rs. 12,006 
crore in the corresponding period last yaar. 
The turnover of the Company in theTraasury 
bHIs segment on outright bttals has, however, 
been substantially higher at Rs. 4,478 crore 
representing 82.76 per cent of the total 
Treasury bills turnover during the current 
year so far as against Rs. 1,245 crore or 
13.25 per cent of the total turnover during 
the corresponding period of the previous 
year. The turnover In the Government dated 
securities segment on outright basis during 
the first five months of the current year has 
also been higher at Rs. 270 crore as against 
Rs. 140 crora In the corresponding period 
last year. The Company's performance as 
a Primary Dealer in the Government 
securities market has also been quite 
encouraging during the current year so far. 
Its success ratio at the auctions upto August 
30, 1996 has been 51.56 per cent In tha 
case of Treasury bills and 87.30 per cent 
in the case of Government dated securities 
as against the prescribed ratios ol 40 per 
cent and 33.33 per cent respectively. The 
Company's total turnover ratio during the 
aforesaid period was 10.42 times In the 
case of Treasury bills and 13.85 times for 
Government dated securities as against die 
prescrlbad ratios ol 10 times and 5 times 
respectively. 

On account of ample liquidity in the 
system, the demand tor funds In the call 
money market has also been subdued. 
Despite this, the aggregate lending by the 
Company In the call, notice and term money 
market has been marginally lower at 
Rs. 2,02,211 crore during the current year 
so far as against Rs. 2,13,217 crore In the 
corresponding period last year. The 
fortnightly wel^ted average call money 
lending rale of OFHI covering ten fortnights 
of the current year has been much lower 
at 9.15 per cent as against an average of 
17.08 per cent for the corresponding period 
last year. 

Due To the comfortable llqulility position, 
tha Implicit cut-off yields In respect of 91 
days Treasury bills auctions fell sharply 
from the level of 12.97 per cant in the 
auctkms held tHI April 4, 1996 to 9.99 per 
cent In the auction hekf^on August 23,1996 
after louchingalowof 8.48 per oenton August 
9,1998. Sknfiarly, thb implloit cut-off yield of 
364 days Treasury bWa also came down from 
a level of 13.12 per cent in the auctions held 
tHI AptH 10.19M to 12.65 par cant on July 


17,1996. However, theeasycondilkins had 
Hltle effect on softening the yields of 
Gkwemment dated securities In the auctions, 
though the secondary market yields came 
down rtwrginatly. 

Concludbig Observations 

The Indian Money and Securities Markets 
have witnessed wide ranging reforms in 
recent times, particularly since 1991. The 
Money Market has been made vibrant with 
the treeing of interest rates. It has also been 
wtdened and deepened by allowing many 
mors institutions to participata as lenders 
and by Introduction of new Instruments. In 
the Government securities market also tar 
readtlng reforms have bean brought about. 
There is now a clear shift towards market 
related yields on primary Issues. The auction 
system has stabilised and the Reserve Bank 
ol India is coming out with new and varied 
instruments to suit the needs of vartous 
types of Investors. Apart from this, healthy 
accounting standards are being put In place 
by gradually moving towards a fully marked 
to market s^em lor valuation of Government 
securities. The Government securities 
market has been made mom transparent 
and risk free by dally publication of the 
particulars ol SGL transactions and by 
introduction of Delivery versus Payment 
system. 

The most notable and outstanding reform 
has been Introduced recently by creation of 
necessary Institutional infrastructure In the 
form of Primary Dealers (PDs) for the 
development of an active secondary market 
In Government securitfes. So far six Insti¬ 
tutions have been accredited by Reserve 
Bank of India as Primary Dealers in the 
Government securities market and your 
Company has been one of the first two 
Jnstttutlons to be accorded this status. With 
the operationalisation of six PDs, the turnover 
in the Government securities market has 
gone up and more reliable quotes ate now 
available. The Reserve Bank ol India is 
providing the required support to PDs. It has 
reduced the rate of mterest on 'Repo' facilities 
to them from 12.50 per cent to 11.50 per 
cant against Treasury bills anc from 14.00 
per cent to 13.00 per cant against dated 
securities. Further, with a view to providing 
incentives to PDs for developing the 
secondary market In Government securities. 
Reserve Bank of India has also introduced 
with effect from July 10,1996, a scheme of 
paying commission to PDs on Central 
Government securities purchased by them 
In all the floatations in the primary market 
Including the underwritirtg commitments. The 
rates of commission per Rs. 100 are 12.50 
palse, 50 paisa and Rupee one for 91 days 
Treasury bills, 364 days Treasury bills and 
dated securities respectively. Obviously, the 
commission is being paid to enable the PDs 
to widen the investors base, to bring about 
proper alignment in the primary and 
secondary market yields and to meet 
unforeseen losses in adverse market 
conditions. These underlyirtg objectives are 
yet tobe fulfilled. Firstly, after the Introduction 
of the system of payrn^ of commission, 
some of the existing Investors have starled 
the practice of routing their bids through PDs 
on a commission sharing basis and the 
purpose of paying the commission to PDs 
for widening the Investors base Is yet to be 
achieved. Secondly, In my view, the rate of 


commission needs to be rationalisad with 
the basic objective of integrating tha primary 
market and secondary market yields so as 
to get better market responses to the 
prinwry market auctfons/lloatatjons. In other 
words, the quantum of commission should 
be so determined that It fully compensates 
the PDs for the difterence between the 
secondary market and primary market yields. 

To facilitate retailing of securities, 
particularly to the house-hold sector tha 
question of introducing the system of satellite 
dealers Is being actively considered. 

For the development of an active second¬ 
ary markpt, sug^stions have been made 
to widen the 'Repo' nwrket by Increasing the 
number of participants and by allowing more 
securities to be made eligible for conducting 
‘Repos’. The number of Government dated 
securities eligible for ‘Repo’ has already 
been sufficiently enlarged in the recent past 
and further Increase In the number thereof 
does not appear to be necessary for tha 
present having regard to the volume of ‘Repo* 
transactions taking place in the market. 
Without undermining the need for an active 
'Repo' market, it may be stated that 'Repo' 
transactions, particularly in the Indian 
context, are not quite conducive to the , 
development of an outright secondary 
market. So tong as the 'Repo' route Is open, 
there is a tendency amongst the Investors 
to meet even their relatively longer term 
liquidity needs through this route, and to 
keep on postponing the outright sale of 
securities without analysing the cost-benefit 
thereof. In view of this, greater stress needs 
to be laid on the development of an outright 
market. > 

During the financial yaar 1995-96, 
particularly during the second halt, the money 
market rates ruled high and witnessed 
greater volatility. On the other hand, during 
the currant year, the call money rates are 
ruling at much lower levels since July 1696. 
Such prolonged spells of very hi^ artd 
unduly low levels of money market rates are 
not conducive to the healthy development 
of the financial system. Keeping In view this 
aspect, your Company was the first kistllutlon 
to make an attempt to develop a Term Money 
market by offerir^ to borrow 60 days money 
from banks at fairly competitive rates. While 
there were several enquiries In this regard 
from banks, none of them came forward to 
place the money eventhough the rates 
offered by your Company were much higher 
than the average call money rales during 
the relevant period. It would take some more 
time for the Term Money market to develop 
and your Company would continue to strive 
In this direction. Term Money market, when 
developed, would also meet the need of a 
'bench mark rale' for pricing of other short 
dated Instruments and take care, to some 
extent, of the asset-liability mismatches of 
banks and financial institutions. 
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Table 2: ccatrai uovcnmicBt'8-ileoe4ili 

(Kserere) 



1996-97 

Budget 

1996-97 

Budget 

1995-96 1994-95 
Revised Actuals 

1993-94 

Actuals 

1992-93 

Actuals 

1991-92 

Actuals 

1990-91 

Actuals 

1989-90 

Actuals 

1988-89 

Actuals 

1987-88 

Actuals 

(I) Revenue receipts (A-fB) 

128037 

127162 

II0I9I 

91083 

75453 

74128 

66031 

54954 

52296 

43591 

37037 


165.4) 

[64.5] 

[62.8] 

[57.0] 

[57.6] 

[67.2] 

[63.2] 

[58.5] 

I63J] 

[59.3] 

[59.3] 

(a) Gross tax revenue (l-f2) 

129453 

128540 

110354 

92294 

75743 

74637 

67361 

57576 

51636 

44474 

37666 

(1) Taxes on income, propeity 

38092 

37393 

32526 

26966 

20298 

18132 

15207 

11024 

10005 

8825 

6748 

and capital transactions 

(29.4) 

(29.1) 

(29 5) 

(29.2) 

(26.8) 

(24.3) 

(22.6) 

(19.6) 

(19.4) 

(19.8) 

(17.9) 

of which 

Corporation tax 

18688 

18688 

16250 

13822 

;0060 

8899 

7853 

5335 

4729 

4407 

3433 

(144) 

(14.5) 

(14 7) 

(15.0) 

(13.3) 

(11.9) 

(11.7) 

(9.3) 

(9.2) 

(9.9) 

(9.1) 

Taxes on income other than 

17843 

17400 

15100 

12025 

9123 

7888 

6731 

5371 

5010 

4241 

3192 

corporation tax 

(13.8) 

(13.5) 

(13 7) 

(13.0) 

(12.0) 

(10.6) 

(10.0) 

(9.3) 

(9.7) 

(9.5) 

(8.5) 

Wealth tax 

110 

100 

90 

105 

154 

468 

307 

231 

179 

122 

101 

(2) Taxes on commodities 

91361 

91151 

77828 

65328 

55445 

56505 

52154 

46552 

41631 

35649 

30918 

and services 

(706) 

(70.9) 

(70.5) 

(70.8) 

(73 2) 

(75.7) 

(77.4) 

(80.9) 

(80.6) 

(80.2) 

(82.1) 

which 

Custom duties 

43485 

43485 

35352 

26789 

22193 

23776 

22257 

20644 

18036 

15805 

13702 


(33.6) 

(33.8) 

(32 0) 

(29.0) 

(29.3) 

(31.9) 

(33.0) 

(35.9) 

(34.9) 

(35.5) 

(36.4) 

Excise duties 

46124 

46124 

41000 

37347 

31697 

30832 

28110 

24514 

22406 

18841 

16426 


(35.6) 

(35.9) 

(37 2) 

(40.5) 

(418) 

(41.3) 

(41.7) 

(42.6) 

(43.4) 

(42.4) 

(42.6) 

(b) State and UTs' share of tax 

34451 

34027 

29266 

24840 

22294 

20593 

17292 

14598 

13287 

10723 

9651 

n^venue 

(26 6) 

(26.5) 

(26.5) 

(26 9) 

(29 4) 

(27.6) 

(25.7) 

(25.4) 

(25.7) 

(24.1) 

(25.6) 

(A) Centre’s net ux revenue (a-b) 

95002 

94513 

81088 

67454 

53449 

54044- 

50069 

42978 

38349 

33751 

28015 


(73.4) 

(73.5) 

(73.5) 

(73.1) 

(70.6) 

(72.4) 

(74 3) 

(74.6) 

(74 3) 

(75 9) 

(74.4) 


[48.51 

[48.0J 

[46 2] 

[42 2] 

[40.8] 

[49.0] 

[47 9] 

[45 7] 

[46.6] 

[45.9] 

[44 9] 

(B) Centre's non-tax revenue 

33035 

32649 

29103 

23629 

22004 

20084 

15962 

11976 

13947 

9840 

9022 


[16 9] 

[16.6] 

[16 6] 

[14.8] 

[16.8] 

[18.2] 

[15 3] 

[12 7] 

[16.9] 

[13.4] 

[14.4] 

Interest receipts 

21393 

21717 

18369 

15797 

15078 

12487 

10933 

8730 

8474 

6981 

5755 

Dividend and profits 

4051 

4051 

3229 

2716 

2451 

2493 

1058 

774 

716 

475 

605 

Other non-tax revenue 

7591 

6881 

7505 

5116 

4475 

5104 

3970 

2472 

4757 

2384 

2662 

(11) Capital receipts 

(A+B+C+D+E+F+G) 

67737 

69862 

65213 

68695 

55440 

36178 

38528 

38997 

30020 

29878 

25408 


[34 6] 

[35.5] 

[37 2] 

[43 0] 

[42.4] 

[32.8] 

[36.8] 

[41.5] 

[36 5] 

[407] 

[40.7] 

(A) Net internal borrowings (o-b) 

25498 

25498 

27500 

20326 

28928 

3676 

7510 

8001 

7404 

8418 

5862 

(a) Gross 

33419 

33419 

33056 

21250 

30065 

4821 

8921 

8988 

8044 

8894 

6684 

(b) Repayments 

7921 

7921 

5556 

924 

11.37 

1145 

1411 

987 

640 

476 

822 

(B) Net external borrowings (a-b) 

2461 

2461 

1969 

5146 

5074 

5319 

5421 

3181 

2595 

2460 

2893 

(a) Gross 

9908 

9908 

8609 

10615 

10024 

9625 

8279 

5339 

4443 

4016 

4069 

(b) Repayments 

7447 

7447 

6640 

5469 

4950 

4306 

2858 

2158 

1848 

1556 

1176 

{C) Recovery of loons (net) 

7048 

7458 

7411 

6345 

6191 

6356 

6021 

5712 

4980 

4597 

4180 

(D) Small savings (net) 

14000 

15716 

13500 

16578 

9100 

5717 

6640 

9104 

8575 

5835 

.3911 

(a) Centre's share 

3000 

2816 

3388 

7248 

4100 

1453 

1159 

2078 

2833 

1630 

814 

(b) States' share 

IIOOO 

12900 

10112 

9330 

5000 

4264 

5481 

7026 

5742 

4205 

3097 

(E) Net provident fund 

2250 

2250 

2150 

2003 

1790 

1611 

1286 

1221 

1116 

961 

893 

(F) Special deposits 

9548 

9548 

8563 

8262 

7568 

7144 

6670 

7716 

7970 

6151 

4381 

(G) Other item.s of capital 

receipts (net) 

6932 

6931 

4120 

10035 

-3211 

6356 

4980 

4062 

-2620 

1456 

3288 

(III) Aggregate receipts (I-fll) 

195774 

197024 

175404 

159778 

130893 

110306 

104559 

93951 

82316 

.73469 

62445 

(IV) Central government's 

total liabilities (A-sB) 

670224 

667632 

«)571() 

538611 

477%8 

401924 

354662 

314558 

268193 

229771 

I95S6I 

(A) Central government’s debt (a+b) 

390131 

386210 

356025 

317395 

29.3057 

241369 

209698 

185529 

161536 

140244 

121869 

(a) Inleroal debt 

335229 

331308 

303359 

266467 

245712 

199100 

172750 

154004 

133193 

114498 

98646 

(b) External debt 

54902 

54902 

52666 

50928 

47345 

42269 

36948 

31525 

28343 

25746 

23323 

(B) Othei liabilities 

280093 

281422 

249685 

221215 

184911 

1605.54 

144964 

129029 

106657 

89527 

73692 

Ratios (percentages) 

(1) Gross tax revenue to GDP 

at current market pnces 

104 

10 3 

il7 

9.8 

9.5 

10.6 

10.9 

10 8 

113 

11.2 

11.3 

(2) Taxes on income, property 
and capital transactions to 

GDP at cutrent market pnces 

3 1 

30 

30 

29 

2.5 

26 

2.5 

2 1 

2.2 

2.2 

2.0 

(3) Taxes on commodities and 
services to GDP at 

current market pnces 

73 

7.3 

72 

69 

69 

8.0 

85 

8.7 

9.1 

9.0 

9.3 

(4) Central government's total 
liabilities to GDP at 

current market pnces 

53 8 

53 6 

55.8 

570 

59.7 

57.0 

57.5 

58 7 

58.7 

58.1 

58.7 

(A) Central government's debt to 

GDP at current market pnces 31.3 

31.0 

32.8 

33.6 

366 

34.2 

34.0 

34.6 

35.4 

35.4 

36.6 

(a) Internal debt 

26 9 

26 6 

28.0 

28 2 

30.7 

28.2 

28.0 

28.8 

29.2 

28.9 

29.6 

(b) External debt 

4.4 

4.4 

4.9 

5.4 

5.9 

6.0 

6.0 

5.9 

6.2 

6.5 

7.0 

(B) Other liabilities 

22.5 

22 6 

23.0 

23.4 

23.1 

22.8 

23.5 

24.1 

23.3 

22.6 

22.1 


Noiex: (I) Figures in round brackets are percentages to gross tax revenue. 

(2) Figures in square brackets are percentages to aggtegate receipts. 

i3) "Other items' of capital receipts includes Rs 5.000 crore in ld96-97 (July), Rs 5,000 crore in 1996-97 (Feb), Rs 357 crore in 1995-96 
(revised), Rs 5,607 crore in 1994-95, Rs -4g crore in 1993-94, Rs 1,961 crore in 1992-93 and Rs 3,038 crore in 1991-92; disinvestments 
ot equity holdings in public sector enterpnses. 
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(Rt erwti 



1996-97 1996-97 
Budget Budget 
(lulyXFebnioiy) 

1995-96 1994-95 
Revised Actuals 

1993-94 

Actuals 

1992-93 

Actuals 

1991 92 
Actuals 

1990-91 

Actuals 

1989 90 
Actuals 

1988-89 

Actuals 

1987 88 
Actuals 

(1) Non-plaa capcnditiire 

1S0013 

151503 

174320 

117361 

98191 

85958 

80453 

76973 

65788 

S2960 

44052 


(73 3) 

(75 0) 

(774) 

(70 5) 

(69 2) 

(70 1) 

(72 2) 

l77 1) 

(704) 

(669) 

(64 5) 

(A) Interest payments 

60000 

60000 

52000 

44049 

36741 

31075 

26596 

21498 

17757 

14278 

II25I 

(B) Defence 

(29 3) 

(29 7) 

(284) 

(27 4) 

(25 9) 

(25 7) 

(23 9) 

(20 4) 

(191) 

(18 0) 

(16 5) 

27798 

27819 

26879 

27245 

21845 

17582 

16747 

15426 

14416 

17741 

11968 

(C) Subsidies 

(17 6) 

(13 8) 

(14 7) 

(14 5) 

(154) 

(14 7) 

(14 7) 

(14 5) 

(15 5) 

(169) 

(17 5) 

16720 

14479 

17726 

12982 

12682 

11995 

12253 

12158 

10474 

7772 

5980 

Food 

(8 0) 

(7 1) 

(75) 

(8 1) 

(8 9) 

(9 8) 

(110) 

(115) 

(11 7) 

(9 8) 

(8 8) 

5884 

5774 

5500 

5100 

5537 

2800 

2850 

2450 

2476 

2200 

2000 

Fertilisers (indigenous-funported) 6148 

6800 

6275 

5241 

4562 

5796 

518« 

4789 

4542 

7201 

2164 

Export promotion 

460 

320 

715 

658 

665 

818 

1758 

2742 

2014 

1786 

962 

Other subsidies 

1604 

1045 

1176 

nil 

1600 

1081 

1075 

1075 

1442 

945 

854 

(D) General services 

16974 

17579 

12881 

10199 

9278 

8860 

6972 

6849 

6129 

4979 

4788 


(8 3) 

(8 7) 

(70) 

(6 7) 

(65) 

(7 2) 

(6 2) 

(65) 

(6 6) 

(6 3) 

(64) 

Police 

3680 

7779 

3143 

2665 

2432 

2119 

1849 

1564 

1297 

1172 

980 

Pensions (defence4civit) 

4509 

4509 

4295 

7647 

3338 

7005 

2416 

2178 

2727 

2014 

1586 

Total (A+B+C+D) 

121092 

119797 

105486 

90475 

80546 

69512 

62128 

55931 

48776 

40770 

77587 


(59 2) 

(59 7) 

(57 6) 

(56 D 

(56 8) 

(56 7) 

(55 8) 

(57 1) 

(52 5) 

(510) 

(40 2) 

(E) Social services 

7188 

3169 

3744 

2646 

2507 

2107 

1945 

1787 

1522 

1297 

1709 


(16) 

(16) 

(18) 

(16) 

(18) 

(17) 

(17) 

(17) 

(16) 

(1 6) 

(19) 

Education sports, youth affaus 

1187 

1183 

1227 

993 

938 

774 

762 

721 

589 

474 

608 

Health and family welfare 

483 

478 

454 

797 

357 

707 

281 

236 

200 

140 

167 

Labour and employment 

483 

483 

516 

395 

482 

313 

288 

269 

253 

271 

167 

Infonnation and broadcasting 

486 

475 

466 

427 

347 

746 

705 

282 

222 

150 

164 

(F) Economic services 

5115 

6691 

5032 

4181 

3426 

2660 

2606 

2492 

2782 

1944 

1894 


(2 5) 

(7 7) 

(27) 

(2 6) 

(24) 

(•’2) 

(2 3) 

(24) 

(7 0) 

(2 5) 

(2 8) 

Agriculture and allied activities 

451 

507 

536 

400 

527 

442 

471 

418 

778 

261 

243 

Energy industry and minerals 

970 

922 

809 

762 

706 

688 

978 

870 

1091 

672 

805 

Transport and communication 

601 

566 

670 

667 

555 

456 

210 

740 

482 

272 

207 

Science technology and 

environment 

991 

951 

941 

843 

756 

672 

621 

555 

476 

427 

(76 

(G) Postal deficit 

590 

490 

406 

778 

200 

86 

209 

186 

260 

170 

101 


(0 7) 

(0 2) 

(0 2) 

(0 2) 

(0 1) 

(0 1) 

(0 2) 

(0 2) 

(0 7) 

(02) 

(0 7) 

(H) Non plan expendituie of UTs 

677 

677 

599 

577 

1257 

1299 

1174 

986 

865 

725 

477 

without legislatures 

(0 7) 

(0 3) 

(0 7) 

(0 4) 

(0 9) 

(1 1) 

(1 1) 

(09) 

(0 9) 

(0 9) 

(06) 

(1) Grants to states and UTs 

6768 

6'»40 

5972 

2285 

2798 

2645 

7921 

3982 

2143 

2186 

1789 


(7 1) 

(3 1) 

(7 3) 

(14) 

(17) 

(2 2) 

(7 5) 

(3 8) 

(2 7) 

(2 8) 

(2 6) 

(J) Grants to foreign governments 

719 

719 

274 

149 

155 

172 

147 

179 

120 

124 

1(9 


(0 2) 

(02) 

(01) 

(0 1) 

(0 1) 

(0 1) 

(0 1) 

(0 1) 

(0 1) 

(0 2) 

(0 2) 

(K) Loans and advances to 

IIIOI 

12991 

10517 

9757 

4985 

4728 

5572 

7606 

5797 

4297 

7174 

states and UTs 

(5 4) 

(6 4) 

(5 7) 

(6 1) 

(3 5) 

(7 9) 

(5 0) 

(7 2) 

(6 2) 

(5 4) 

(4 6) 

(L) Other loans 

1612 

1177 

1492 

1080 

1515 

1008 

2009 

2881 

2076 

1107 

905 

(0 8) 

(06) 

(0 8) 

(07) 

(1 1) 

(0 8) 

(18) 

(2 7) 

(2 2) 

(14) 

(1 3) 

(M)Non plan capital expenditure 

-5 

5 

1198 

1881 

1206 

1785 

782 

947 

1091 

788 

66“ 


(-neg) 

(-neg) 

(07) 

(12) 

(09) 

(15) 

(0 7) 

(0 9) 

(12) 

(10) 

(10) 

Memo Item 

Defence pension (Revised Estimates) 3700 

7700 

7197 

2721 

2531 

2747 

1840 

1670 

1600 

1597 

1217 

(ID Plan outlay 

54685 

50521 

48684 

47778 

47662 

76660 

70961 

28765 

27520 

26151 

24209 

(26 7) 

(25 0) 

(266) 

(29 5) 

(70 8) 

(29 9) 

(27 8) 

f269) 

(29 6) 

(77 1) 

(75 5) 

(A) Budget support for central plan 

32717 

31015 

28870 

26675 

23685 

19777 

17096 

17496 

18049 

16777 

14458 

(160) 

(15 4) 

(15 8) 

(166) 

(16 7) 

(16 1) 

(15 7) 

(16 6) 

(194) 

(70 6) 

(21 1) 

(1) Economic services 

20690 

19050 

19157 

19370 

17892 

15412 

17122 

17859 

14762 

17077 

11756 

(101) 

(94) 

(10 5) 

(12 1) 

(12 6) 

(12 6) 

(11 8) 

(17 2) 

(15 9) 

(16 5) 

(17 2) 

(a) Agncultuie and 

allied activities 

2777 

2806 

2655 

2697 

2005 

1897 

1674 

1184 

1291 

1275 

II 1 

(b) Rural development 

5794 

5794 

6095 

5780 

4676 

7208 

2279 

2672 

2766 

1757 

1844 

(c) Imgation and flood 

control 

1248 

348 

249 

222 

143 

75 

210 

161 

46 

209 

158 

(d) Energy 

3302 

3310 

7171 

7508 

4308 

3147 

2979 

7646 

4162 

3575 

2916 

(e) IndusUy and minerals 

2496 

2496 

2780 

2785 

7771 

2601 

-768 

2772 

2657 

2846 

3018 

(f) Transport 

2618 

2418 

2088 

2026 

1742 

3216 

2358 

2717 

2696 

2411 

2015 

(g) Communication 

90 

90 

90 

93 

756 

80 

72 

775 

144 

194 

151 

(h) Science technology 

and environment 

1686 

1655 

1533 

1345 

953 

878 

814 

706 

679 

660 

499 

(l) General economic serviceslOBO 

533 

496 

1714 

378 

354 

408 

470 

725 

150 

44 

(2) Social services 

11742 

11753 

9475 

7150 

5648 

4294 

7947 

3597 

3240 

7202 

2677 

(5 7) 

(5 8) 

(5 2) 

(44) 

(40) 

(3 5) 

(3 5) 

(3 4) 

(7 5) 

(40) 

(3 9) 

(a) Education, arts and culture7603 

3598 

2732 

1692 

1440 

1104 

997 

965 

960 

1067 

645 

(b) Health and tamly welfare 2349 

(c) Water sunily samtahon. 

2349 

2154 

1978 

1791 

1419 

1101 

1077 

828 

872 

750 

housing and urban 

development 

2827 

2868 

2147 

1214 

1143 

684 

845 

718 

511 

456 

287 


iComd) 

* 
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Table 3; Central Government’s ExpencHtum (.Canting 

(Ks cron) 


1996-97 1996-97 
Budget Revised 
(July) (Febniaiy) 

1995-96 1994-95 
Budget Actuals 

1993-94 

Actuals 

1992-93 

Actuals 

1991-92 

Acnials 

1990-91 

Actuals 

1989-90 

Actuals 

1988-89 

Actuals 

1987-88 

Actuals 

(d) Infotmotion and 

broadcasting tOI 

101 

99 

55 

45 

25 

112 

154 

266 

225 

198 

(e) WelfaieofSC/STsandOBCsSlI 

811 

814 

697 

560 

485 

414 

344 

345 

299 

234 

(f) Labour and labour welfare 188 

183 

79 

95 

44 

34 

69 

20 

27 

20 

IS 

Social welfare and nutrition 1863 

1843 

1449 

1458 

624 

543 

413 

3.59 

303 

267 

.504 

(3) General services 281 

212 

198 

156 

145 

71 

27 

40 

47 

58 

69 

(0.1) 

(01) 

(0.1) 

(0.1) 

(0.1) 

(0.1) 

(neg) 

(neg) 

(0.1) 

(O.I) 

(0.1) 

(B) Ontral assistance to stole plans 21220 

18726 

19071 

20210 

19021 

15664 

12708 

9949 

8719 

9082 

8923 

(10.4) 

9.3) 

(10.4) 

(12.6) 

(13.4) 

(12.8) 

(11.4) 

(9.4) 

(9.4) 

(11.5) 

(13.1) 

(O Ontral assistance to UTs 752 

780 

783 

493 

956 

1220 

1157 

920 

752 

736 

828 

(0.4) 

(04) 

(04) 

(0.3) 

(0.7) 

(1.0) 

(1.0) 

(0.9) 

(0.8) 

(0.9) 

(1.2) 

Aggregate Expenditure (I +11) 204698 

202024 

183004 

160739 

141853 

122618 

111414 

105298 

92908 

79111 

68261 

Notes' Figures in brackets are percentages lu aggregate expendimre. Subsidies include debt relief to farmeis of Rs 341 crorc in 1994-95, Rs 500 croie 
in 1993-94, Rs 1500 crore in 1992-93. Rs 1425 crore in 1991-92 and Rs 1502 cron in 1990-91. 

Table 4: Revenue from Custom Duties 

(Rs crore) 


1996-97 1996-97 
(July) (February) 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

1988-89 

Gmaa custom duties (A-fB^G-i-D) 

45039 

4.5039 

36724 

27681 

23117 

24599 

22881 

21226 

18562 

16234 

Refunds and duty drawbacks 

15.50 

1550 

1372 

998 

878 

882 

804 

658 

6.54 

479 

Net custom duties 

43485 

43485 

35352 

26683 

22339 

23717 

22077 

20568 

17908 

15755 

(A) Import duties 

44323 

44323 

36066 

27145 

22655 

24136 

21839 

20962 

18326 

16019 


(42778) 

(42778) 

(34702) 

(261.5.5) 

(21784) 

(23261) 

(21047) 

(20308) 

(17675) 

(1.5546) 

Of which 

(1) Fruits (dried and fresh) 

214 

214 

190 

192 

139 

107 

92 

93 

80 

77 

(2) Animal or vegetable oils and fats 
and their cleavage products, prepared 

edible fats, animal or veg waxes 

985 

985 

816 

276 

128 

101 

148 

429 

249 

626 

(3) Mineral substance 

198 

198 

172 

133 

170 

215 

216 

206 

15.3 

120 

(4) Fetroleum oils and oils obtained from 

bituminous minerals and crude 

4197 

4197 

3660 

3464 

4549 

4053 

3344 

3145 

2149 

1917 

(5) Petroleum oils and oils obtained from 

bituminous minerals other than crude 

5142 

5142 

4219 

2302 

1988 

1227 

731 

555 

282 

396 

(6) Oigamc and inorganic chemicals and 

pharmaceuticals 

3667 

3667 

3040 

2392 

1804 

1977 

1916 

1742 

1613 

1408 

(7) Dyes, colours, paints and varnishes 

268 

268 

232 

165 

140 

174 

155 

164 

131 

100 

(8) Photographic and cinematographic goods 374 

374 

339 

333 

302 

335 

286 

241 

182 

155 

(9) Plastic and articles thereof 

1944 

1944 

1482 

1138 

876 

1516 

1782 

1332 

997 

869 

(10) Rubber and articles ilusreof 

581 

581 

461 

320 

324 

378 

321 

290 

210 

174 

(11) Manmade filaments and staple fibres 

488 

488 

3% 

196 

99 

84 

127 

396 

328 

219 

(12) Pninory materials ol iron and steel 

484 

484 

384 

381 

252 

509 

392 

538 

433 

271 

(13) Iron and non-alloy steel 

1380 

1380 

1197 

924 

612 

876 

864 

808 

754 

776 

(14) .Stainless steel • 

187 

187 

162 

146 

105 

102 

149 

136 

156 

HI 

(15) Other alloy steel, hollow drill. 

bars and rods 

395 

395 

314 

237 

207 

387 

341 

299 

264 

201 

(16) Articles of iron and steel 

567 

567 

450 

291 

.325 

386 

488 

364 

318 

283 

(17) Copper 

1331 

1331 

1165 

931 

741 

693 

530 

505 

439 

431 

(18) Machinery excl machine tools and 

bolt or roller beatings 

4335 

4335 

3313 

2385 

1971 

2214 

1835 

1945 

1.541 

1065 

(19) Machine tools (ports and accessories) 

7.59 

759 

629 

561 

241 

202 

225 

209 

164 

13.5 

(20) Ball or roller bearings 

395 

395 

327 

473 

217 

256 

232 

232 

144 

l4l 

(21) Electrical machinery 

3633 

36.33 

2785 

2116 

1328 

18.59 

1654 

1589 

1733 

1348 

(22) Motor vehicles and ports thereof 

1394 

1394 

1035 

697 

450 

300 

294 

352 

297 

265 

(23) Instruments (optical, surgical, etc) 

736 

736 

610 

454 

447 

473 

315 

381 

317 

193 

(24) Project unpotts 

2721 

2721 

23.31 

1837 

1242 

1360 

1874 

1291 

960 

1154 

(25) Baggage 

969 

969 

840 

761 

659 

664 

487 

619 

586 

453 

(B) Export duties 

2 

2 

2 

54 

41 

130 

16 

1 

6 

26 


(1) 

(L 

(1) 

(53) 

(40) 

(129) 

(16) 

(1) 

(5) 

(23) 

(C) Cess on exports 

126 

126 

108 

85 

66 

55 

47 

35 

32 

30 


(123) 

(123) 

(106) 

(84) 

(66) 

(54) 

(46) 

(35) 

(32) 

(30) 

(1) Coffee 

6 

6 

5 

3 

3 

3 

3 

2 

3 

3 

(2) Tobacco unmanufactured 

2 

2 

2 

1 

2 

2 

2 

1 

1 

1 

(3) Marine products 

21 

21 

17 

17 

13 

11 

9 

6 

5 

4 

(4) Iron ore 

12 

12 

II 

17 

5 

3 

3 

3 

2 

2 

(D) Other receipt inci sale of gold and 

588 

588 

548 

397 

355 

279 

979 

228 

198 

1.59 

silver confiscated 

(584) 

(584) 

(.544) 

(390) 

(351) 

(274) 

(969) 

(224) 

(196) 

(1.56) 


Notes. Figurrs in brockets ore net of refunds and duty drawbacks Due to rounding off, totals may not tally 
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Table S: Revmue fh>m Uaioa Eitcise Duties 


(/tf crore) 



1996 97 1996-97 
Budget Budget 
(July) (February) 

199S 96 
Revised 

1994-95 

Actuals 

199S 94 1992 9S 
Actuals Attuels 

1991 92 
Actuals 

1990 91 
Actuals 

1989 90 
Actuals 

1988 89 
Actuals 

Gross union excise duties 

47424 

47424 

4S9S0 

S8S57 

32696 

S1S62 

28585 

24881 

22670 

I9I22 

Refunds and drawbacks 

ISOO 

ISOI) 

I2S0 

942 

824 

710 

465 

410 

380 

296 

Net union excise duties 

46124 

46124 

41000 

S761S 

31872 

S0652 

28120 

24451 

22290 

18825 

(A) Basic excise duties 

406S9 

40619 

1S860 

S2269 

27I9S 

26412 

2S557 

200S6 

17719 

15308 


(S9SS9) (S9SS9) 

(S46S0) 

(S1128) 

(26168) (25702) 

(2S092) 

(19606) 

(17SS9) 

(15012) 

Of iihich 











(1) Tea incl tea waste 






68 

75 

76 

79 

77 

(2) Vegetable lats and oils panly or 











wholly hydrogenated 

12 

12 

II 

II 

16 

45 

49 

50 

lOS 

100 

(t) Cane or beet sugar and chemically 











pure sucrose in solid form 

SS6 

SS6 

141 

290 

SS8 

111 

284 

216 

200 

185 

(4) Molasses resulting from extraction 











or leflning of sugoi 

74 

71 

67 

96 

81 

90 

75 

58 

52 

26 

Tobacco nianulacluies 

2806 

2806 

2668 

20S4 

2116 

21S4 

1842 

1607 

1506 

1291 

<61 Cement citnkeis cement of all sorts 

2460 

2460 

2242 

2017 

1887 

1769 

1281 

1086 

951 

898 

(7) Motor spint 

166S 

I66S 

1641 

1524 

IS59 

1287 

1245 

1202 

1201 

1034 

(8) RDoil 

n9S 

H9S 

i186 

1181 

795 

74S 

703 

691 

7SI 

683 

(*)) Kerosene 

414 

414 

4()S 

S06 

247 

2S9 

246 

255 

268 

241 

(10) Caustic soda and potash 











peroxides 

SI2 

SI2 

264 

186 

119 

117 

III 

118 

95 

71 

(II) Soda xsh 

260 

260 

217 

182 

111 

125 

98 

79 

69 

63 

(12) Oigame tht lineals 

IS8S 

1S8S 

I2SS 

1010 

651 

714 

6SS 

417 

288 

246 

(IS) Hhsrmacculicals 

842 

84? 

706 

6S9 

551 

527 

426 

153 

Sll 

292 

(14) P,unis and varnishes 

220 

220 

198 

281 

289 

294 

219 

187 

ISH 

119 

(1 *>) Lssential oils lesmoids ptrlumery 











cosmetics or toilet preparations 

S22 

S22 

26S 

S14 

264 

295 

?6S 

226 

188 

167 

(16) Soaps 

S79 

S79 

118 

111 

254 

216 

186 

152 

118 

III 

(17) Organic surface active agents 

281 

281 

242 

206 

285 

255 

164 

129 

112 

95 

(18) PI isuc lUid articles thcieol 

1701 

1704 

1477 

I40S 

1417 

1271 

792 

488 

441 

159 

(l‘>) lyres tubes and flaps 

1S20 

1S20 

1119 

ISOS 

1051 

8S7 

811 > 

KOS 

629 

676 

(?0) Pape I and paper board articles of 











paper pulp oi paper or paper board 

8 42 

842 

697 

S82 

488 

4S0 

SH8 

140 

US 

250 

(21) Cotton uid cotton ) aril 

SSI 

SSI 

S06 

487 

S11 

295 

191 

185 

129 

IIH 

(22) Synthetic filamcniyiri and sewing 











thread etc 

I4f4 

1464 

list 

1S2S 

1541 

I5()S 

1610 

1401 

1049 

924 

(21) Artilicial or synthetic staple fibres and 











tow including waste 

S22 

S22 

487 

S67 

S76 

298 

256 

249 

227 

221 

(24) Iron and steel an 1 -uticlcs 

S2I6 

S216 

4St9 

SSI6 

:S59 

2009 

1411 

1181 

1070 

829 

(2S) Aluminium md artietes 

449 

449 

400 

S4I 

518 

615 

65 S 

582 

523 

271 

(26) Refngerators and air conditioners 

468 

468 

S81 

SOI 

264 

261 

271 

196 

180 

153 

(27) Machmery tools 

6S 

6S 

SS 

48 

S6 

60 

88 

61 

32 

24 

(28) Ball or roller heatings 

211 

211 

I7S 

19S 

173 

186 

184 

IS9 

III 

64 

(29) Reception apparatus radio bioadtusteis 










television receivers inci video 











monitors and projuiors 

280 

180 

216 

166 

194 

189 

2S2 

264 

216 

139 

(SO) Insulated wilt s cables ekelneal 











eonduelors 

5S8 

S)8 

461 

481 

404 

421 

271 

205 

202 

188 

(SI) Trartors 

SS 

SS 

SO 

S2 

22 

79 

82 

59 

46 

43 

(S2) Motor ears and other motor vehicles 











for transport of persons 

18S6 

I8S6 

1429 

918 

597 

711 

779 

608 

391 

291 

(SS) Instruments (optical photographic 











surgical) 

ISS 

ISS 

III 

lOS 

92 

101 

91 

79 

65 

59 

(B) Additional dutiea on textiles and producta 

440 

440 

40S 

S26 

462 

S78 

148 

275 

209 

189 

(C) Additional duties m lieu of sales tax 

298S 

298S 

2812 

2794 

24S8 

2177 

1868 

1490 

1475 

1276 

OJ which 











(1) Cane oi heel sugar and chemically 











pure sucrose in solid form 

198 

S98 

18 S 

S27 

S68 

1S9 

SI4 

244 

229 

226 

(2) Tobacco manufactures 

12S1 

12S1 

1190 

1048 

944 

9SS 

811 

708 

656 

526 

(S) lextilc products 

IS22 

IS22 

1226 

IS90 

1121 

899 

7S5 

5S4 

584 

520 

(D) Cess on commodities 

SS6I 

S16I 

SIS4 

2968 

260S 

2195 

2812 

3080 

1267 

2348 

(1) Sugar 

176 

176 

170 

141 

168 

161 

160 

142 

134 

133 

(2) Indigenous crude oil 

2806 

2806 

S222 

2610 

2214 

2169 

2466 

2757 

2947 

2029 

(3) Coal and coke 

100 

100 

97 

87 

91 

80 

7S 

70 

70 

65 

(4) Televisions 




“ 


4 

S2 

36 

38 

48 


Soie^ As in Table 4 
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Tabk 6: Resources TransCerrcd to State and Unkm Territory Goti 
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* Inclusive of subsidies ** Net of recovery of short-term loans and advances RE & ReviMd Estimates 

Nous In die atuence of actuals under all of the above heads of resource transfers revised estimates as contained m the centre’s Budget at a Glance tor all the years are ptesented m this table excefK for 
interest payments in item 9 for which accounts data for 1987-88 to 1994 93 are available in the budget documents 
Stales' share of taxes and duties in item 1 includes estate duties of Rs I croie in 1988-89 and Rs 6 crore m 1987 88 



Table 7: Estimated Strength of Central Government Establishments and Provision Therefor 
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TaUeS: Ejqtenditores of Ministries and Departments the Govemmcnt at India 

(Rt iron) 


Minisines/Depjrtmenls 

Expenditure 

1996 97 


1996 97 

I99S-96 

1994 95 

1993-94 

1992 93 

1991-92 

1990-91 



Categones 

Budget 


Budget 

Revised 

Revised 

Revised 

Revised 

Revised 

Revised 




(July) 


(Feb) 







1 


2 

T 


4 

5 

6 

7 

8 

9 

10 

I 

Agriculture and allied activities 











1 AgnLUllUK and 

Total 

T74S TT 

(871) 

2021 44 

1997 47 (10) 

2173 15 

2146 51 

1221 94 

2764 84 

2121 45 


CO operation 

Revenue 

TT72 T3 


1610 21 

1198 09 

197101 

219109 

28S280 

253441 



Capital 

171 21 


171 21 

19918 

19812 

111 46 

169 14 

210 19 




Plan 

1471 21 


1471 21 

112100 

1417 22 

111902 

1272 90 

101611 

786 79 



Revenue 

110010 


1 too 10 

921 80 

1019 11 

1012 75 

974 91 

666 36 




Capital 

17091 


17091 

199 90 

198 09 

30627 

297 95 

349 95 




Non plan 

2274 19 


110 19 

674 47 

916 11 

1027 13 

194904 

1748 13 

1534 66 



Revenue 

7271 91 


149 91 

674 29 

915 90 

118214 

1877 85 

1868 09 



Mi mil ilenii 

Capitol 

0 26 


0 26 

018 

0 21 

114 81 

71 19 

-119 76 



Payment to manufattuies/ Total (NP) 
agencies for loncessiona) 

2224 00 


11000 

10000 

517 00 






Mle of decontrolled 
fertilisers 

2 Animal husbandry 

Total 

294 21 

(-16 1) 

294 21 

110 65 (29 2) 

140 55 

172 94 

246 49 

17106 

97 27 


and dairying 

Revenue 

183 11 


181 11 

19914 

161 41 

199 68 

129 14 

10008 



Capital 

III 10 


III 10 

111 11 

177 12 

17126 

117 35 

74 98 




Plan 

219 92 


219 92 

296 00 

111 40 

14114 

20111 

129 IS 

84 80 



Revenue 

148 82 


148 82 

144 69 

114 28 

172 01 

87 98 

5417 




Capital 

III 10 


III 10 

151 11 

177 12 

17126 

11711 

74 98 




Non plan(R) 

14 31 


14 11 

54 65 

9 15 

27 60 

41 16 

45 71 

12 47 


1 Research and 

Total(R) 

m 18 

(-04) 

111 18 

515 71 (109) 

495 61 

459 80 

17161 

151 81 

11971 


education 

PlanfR) 

289 10 


•>89 10 

29000 

274 99 

25000 

184 00 

180 51 

11414 



Non plan(R) 

244 08 


244 08 

245 71 

220 64 

209 80 

191 61 

171 10 

16117 


4 Food 

Total 

6011 41 

(6 8) 

141191 

5666 80 (10 5) 

1122 21 

5414 20 

2966 81 

100)67 

2641 04 



Revenue 

6012 79 


1196 81 

5647 70 

1299 99 

5414 07 

2917 82 

2986 72 




Capital 

18 66 


19 10 

19 10 

22 22 

20 11 

29 01 

16 95 




Plan 

29 17 


21 01 

26 05 

29 00 

21 28 

14 19 

21 57 

29 77 



Revt nue 

2 89 


1 91 

2 10 

2 01 

211 

118 

4 62 




Capital 

26 68 


19 10 

2195 

26 97 

22 91 

29 01 

16 91 




Nun plan 

6021 88 


1194 88 

5640 71 

1293 21 

1408 92 

2912 24 

2982 10 

2611 27 



Revenue 

6029 90 


1194 88 

164160 

1297 26 

5411 72 

2912 24 

2982 10 




Capital 

102 


0 00 

-4 81 

-4 71 

-2 80 

000 

0 00 



5 Food processing 

Total 

10 46 

(0 4) 

10 n 

10 26 (110) 

49 89 

51 11 

4118 

16 09 

29 82 



Revenue 

19 96 


41 11 

41 26 

42 60 

42 15 

1816 

219) 




C apital 

1010 


9 00 

900 

7 29 

9 16 

122 

10 16 




Plan 

4100 


4100 

4100 

4100 

45 57 

40 00 

11 II 

2180 



Revenue 

14 10 


16 00 

16 00 

17 72 

17 42 

14 80 

21 96 




Capital 

1010 


900 

900 

7 28 

9 15 

120 

10 11 




Non plan 

146 


1 n 

126 

4 89 

4 74 

118 

3 98 

4 02 



Reienuc 

146 


111 

126 

4 88 

4 71 

116 

197 




Capital 

000 


000 

000 

001 

0 01 

002 

0 01 


II 

Rural development, poverty alleviation and employment 








1 Civil supplies 

Total 

i0172 

(-12 0) 

8172 

11141 (12 8) 

46 95 

22 79 

22 91 

15 71 

18 70 


consumer atfairs 

Rc venue 

97 79 


77 79 

147 62 

19 68 

1172 

1410 

8 81 



public distribution 

C'apil d 

7 91 


7 91 

791 

7 27 

9 07 

8 41 

6 90 




Plan 

19 81 


19 81 

49 81 

17 45 

18 10 

19 00 

1200 

12 80 



Revenue 

II 92 


II 92 

41 92 

10 18 

9 41 

1011 

5 17 




Capital 

791 


7 91 

7 91 

7 27 

9 07 

8 41 

6 81 




Non plan 

81 87 


6187 

10169 

29 50 

4 29 

195 

171 

5 90 



Revenue 

81 87 


61 87 

10169 

29 50 

4 29 

3 91 

166 




Capital 

000 


000 

000 

000 

000 

0 00 

007 



2 Bnvuonmcnl forest Total 

112 74 

(14 2) 

112 74 

41190 (108) 

419 91 

198 98 

12917 

105 80 

246 15 


md wild life 

Revenue 

141 61 


'•4161 

40611 

412 62 

’91 61 

12158 

300 38 




C apital 

7 II 


7 II 

111 

711 

717 

179 

142 




Plan 

469 40 


469 40 

111 50 

16000 

116 80 

278 76 

266 09 

208 85 



Revenue 

462 29 


262 29 

110 11 

152 69 

12941 

272 97 

260 67 




Capital 

7 II 


7 11 

111 

711 

717 

179 

142 




Non plan tR) 

83 14 


81 14 

76 40 

19 93 

62 18 

1061 

19 71 

1710 


1 Rural development 

Total 

8612 10 

(4 6) 

8612 10 

8268 06 (22 7) 

7116 81 

1620 16 

161124 

1021 24 

2971 22 


employment and 

Revenue 

8612 10 


8612 1i) 

8268 06 

7116 80 

1617 81 

1607 74 

3020 74 



pnveny alleviation 

Capitil 

000 


000 

000 

001 

2 31 

110 

0 50 




Plan 

8612 00 


8612 00 

8248 06 

7120 00 

1605 60 

1199 12 

1008 00 

2960 61 



Revenue 

8612 00 


8612 00 

8248 06 

7119 99 

560125 

119162 

1007 10 




Capital 

0 00 


000 

000 

0 01 

215 

110 

010 




Non plant R) 

2010 


2010 

20 00 

16 81 

14 56 

14 12 

1)24 

12.61 


4 Wasteland 

Tolal(R) 

6011 

(001) 

6011 

60 28 (91) 

60 26 

10 25 





development 

Plan 

60 00 


6000 

60 00 

6000 

1000 






Non plan 

on 


on 

0 28 

026 

0 21 





(Conidt 
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Table 8: Expenditures m Ministries and Departments of die Government of India (Continued) 

(Rii crore) 


Ministriei/Depaiiinciiu 

1 

Expenditure 

Categories 

2 

1996-97 

Budget 

(July) 

3 

1996-97 

Budget 

(Feb) 

4 

ni 

Indiutry 





1 

Chemicals and petro Total 

493.73 (26.1) 

486.73 



chemicals 

Revenue 

454.85 

4.54.85 




Capital 

38.88 

30.88 



* 

Plan 

19.10 

19.10 




Revenue 

7.10 

7.10 




Capital 

12.00 

12.00 




Non-plan 

474 63 

466.63 




Revenue 

447.75 

447.75 




Capitol 

26.88 

18.88 


2 

Rmilisers 

Total 

6967 60 (1.3) 

7347.59 




Revenue 

6163 75 

681.5.75 




Capital 

803.85 

531.84 




Hon 

373.25 

373.25 




Revenue 

9.75 

9.75 




Capital 

363 50 

36.3.50 




Non-plan 

6594.35 

6974.34 




Revenue 

6154 00 

6806 00 




Capital 

440.35 

I68..34 



Coal 

Total 

530.88 (-1.6) 

570 38 




Revenue 

185.86 

168.06 




Capital 

345.02 

402.32 




Plan 

397.80 

437.31 




Revenue 

52.80 

36.00 




Capital 

345.00 

402 31 




Non-plan 

133.08 

133 07 




Revenue 

133.06 

133 06 




Capital 

0.02 

001 


4 

Industrial policy. 

Total 

440 72 (34.5) 

439 53 



development and 

Revenue 

4.39.20 

438 01 



promotion 

Capital 

I..52 

1 52 




Plan 

380.00 

.380.00 




Revenue 

.378.80 

.378.80 




Capital 

1.20 

1 20 




Non-plan 

60.72 

59 5.3 




Revenue 

60.40 

59 21 




Capital 

0 32 

0..32 


3 

Public enterprises 

Total (NP.R) 

1.94 (9.0) 

1.94 


6 

Heavy industries 

Total 

681 97 

233 46 




Revenue 

459 26 

15 .37 




Capital 

222 71 

21809 




Plan 

130.09 

130 09 




Revenue 

7.00 

7.00 




Capital 

123.09 

123.09 




Non-plan 

.551.88 

103.37 




Revenue 

452.26 

8,37 




Capital 

99.62 

95.00 


7 

Small-scale, agro. 

Total 

9.52.47 (1.2) 

952.47 



and rural indutitiy 

Revenue 

655.54 

655 54 




Capital 

296.93 

296.9.3 




Plan 

604.30 

604.30 




Revenue 

544.72 

.544.72 




Capital 

.59.58 

59.58 




Non-plan 

348.17 

348.17 




Revenue 

110.82 

110.82 




Capital 

237.35 

237..35 


8 

Co'iiipany affairs 

Total (NP) 

17 .50 (6.9) 

I7..50 




Revenue 

17.49 

17.49 




Capital 

0.01 

0.01 


9 

Mines 

Total 

245.59 (15 3) 

228.59 




Revenue 

210.21 

210.21 




Capital 

3538 

18.38 




Plan 

12663 

126 63 




Revenue 

112.25 

112.25 




Capital 

14.38 

14.38 




Non-plan 

118.96 

101.96 




Revenue 

97.96 

97.96 




Capital 

21.00 

4.00 
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1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

Reviled 

Revised 

Revised 

Revised 

Revised 

Revised 

3 

6 

7 

8 

9 

10 

391.64 (87.8) 

148..32 

95.71 

83 15 

53.60 

16.77 

351.14 

99.42 

58 65 

.50.66 

14.65 


40.50 

44.40 

.37 06 

32.49 

38.95 


39.31 

.31.03 

29 29 

17.00 

21.25 


25.68 

17 92 

21 79 

10.60 

3.85 


13.63 

13.11 

7.50 

6.40 

17.40 


.352.33 

112.79 

66.42 

66.15 

32.35 

16.18 

.325.46 

81.50 

36.86 

40 .06 

10.80 


26.87 

31.29 

29.56 

26.09 

21 55 


6876.87 (8.5) 

5724.92 

4660.65 

5974.33 

4937.58 

4581.60 

6252.77 

5.337.82 

4428.55 

.5824.10 

4840 08 


624.10 

387.10 

2.32.10 

150.23 

97.50 


354,00 

186.25 

168.00 

89.24 

93.84 

97.55 

11.90 

12 15 

20.90 

16.75 

16.34 


342.10 

174 10 

147.10 

72.49 

77.50 


6522.87 

5538.67 

4492 65 

588.5,09 

4843 74 

4484.06 

6240.87 

5325.67 

4407.65 

5807.35 

4823.74 


282.00 

212.00 

85.00 

77.74 

20,00 


5.39.69 (-1.3.00) 

643.37 

885 78 

874 97 

856.95 

1085 64 

153.42 

135.18 

170.37 

169.97 

135.95 


386.27 

508.19 

715.41 

705,00 

721 00 


411..36 

531.68 

732 41 

728,00 

734.00 

946.80 

2.5.10 

23.50 

17 00 

23 00 

1.3(10 


386.26 

.508.18 

715.41 

705 00 

721 (X) 


128.33 

111.69 

153 37 

146 97 

122 95 

138 84 

128 32 

III 68 

153 .37 

146 97 

122 95 


0.01 

0.01 

0.00 

0 00 

0 00 


327.68 (3.4) 

326.25 

1119 95 

944 98 

191.31 

277.37 

327.29 

.325 88 

1119.03 

' 943.06 

191 19 


0 39 

0.37 

0 92 

1.92 

0 12 


262.00 

276 50 

1077.00 

880 11 

58 00 

243,60 

261 73 

276.25 

1076.20 

878.31 

58(8) 


0 27 

0.25 

0.80 

1 80 

0.00 


65.68 

49 75 

42.95 

64 87 

1.3.3 31 

33.77 

65.56 

49.6.3 

42.8.3 

64.75 

133 19 


0.12 

0.12 

0.12 

0.12 

0.12 


1.78 (7.0) 

1 80 

1.55 

1.57 

1.33 

1.27 

367.17 

288 97 

257 86 

245.44 

3.50 34 

328 66 

27.63 

22.13 

21.97 

831 

20-90 


343.49 

266.84 

235.89 

237.13 

329 44 


196 94 

147 91 

158 22 

1.59 35 

160 49 

163 63 

10 45 

3.30 

7 66 

4 05 

8.83 


188 49 

144 61 

150 56 

155.30 

151 66 


168.23 

141 06 

99.64 

86 09 

189 85 

165 03 

13 23 

18.8.3 

14.31 

4 26 

12.07 


15500 

122.23 

85 33 

81 83 

177 78 


941..38 (11.4) 

825.77 

728 03 

510 64 

546 88 

549 05 

6.35 94 

463 34 

.376.29 

.315 76 

295.82 


305.44 

362 4,3 

351.74 

194 88 

251.06 


58.3.30 

45.3.72 

.375.80 

.32.3 80 

307 66 

304.54 

523,97 

3.55.41 

272 88 

213.10 

196.18 


59.3.3 

98.31 

102.92 

110 70 

111.48 


358.08 

.372 05 

352.23 

186.84 

239.22 

244.51 

111 97 

107.93 

10.3 41 

102 66 

99.64 


246.11 

264.12 

248.82 

84 18 

139.58 


16.37 (12.7) 

15.45 

15,00 

l.3.(M) 

10.00 

9(8) 

16.36 

15 44 

14 99 

12.99 

9.99 


0.01 

0.01 

0.01 

0.01 

001 


213.08 (-2.5) 

196.15 

184.04 

178.44 

163.23 

241.33 

167 46 

166.18 

146.34 

135 25 

149 68 


45.62 

28.97 

37.70 

43.19 

13 55 


97.72 

97.72 

87 50 

84.39 

66.52 

14.5 86 

74 00 

74.00 

63.80 

53 SO 

.52 97 


23 72 

23 72 

2.3.70 

30,89 

1.3.55 


115.36 

97 43 

96.54 

94 05 

%.7I 

95.47 

93,46 

92 18 

82 ..54 

81.75 

96.71 


21.90 

5.25 

14.00 

12.30 

0.00 



(Ciintd) 
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Table 8; Expenditufes of Ministries and Departments of the Government of India (Continued) 

(Kx crore) 


Minittries/Deportments 

Expenditure 

1996-97 

1996-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 


Categories 

Budget 

Budget 

Revised 

Revised 

Revised 

Revised 

Revised 

Revised 



(July) 

(Feb) 







> 

2 

3 

4 

5 

6 

7 

8 

9 

10 

10 Science and 

Total 

48105 (13 7) 

461 05 

423.17 (12.2) 

418.85 

338.95 

282.46 

256.58 

237.96 

technology 

Revenue 

446.08 

426.08 

392.83 

382.88 

313.68 

261.45 

225.35 



Capitol 

34.97 

.34 97 

30.34 

35.97 

25.27 

21.01 

31.23 



Plan 

242.55 

242.55 

223.17 

229.80 

170.78 

128.25 

114.29 

103.68 


Revenue 

208.87 

208.87 

194.07 

195.07 

147.08 

108.89 

84.81 



Capitol 

33.68 

33.68 

29.10 

34.73 

23.70 

19.36 

29.48 



Non-plan 

238.50 

218.50 

200.00 

189.05 

168.17 

154.21 

142.49 

134.28 


Revenue 

237.21 

217.21 

198.76 

187.81 

166.60 

152.56 

140.54 



Capital 

1.29 

1.29 

1.24 

1.24 

1.57 

1.65 

1.75 


11 Scientiric and 

Total 

438.97 (0 8) 

421 24 

435.40 (12.7) 

411.03 

342.94 

277 60 

258.37 

239.17 

industrial research 

Revenue 

432 47 

414.74 

426.91 

402.04 

33404 

273.50 

255 13 



Capital 

6 50 

6.50 

8.49 

8.99 

8.90 

4.10 

3 24 



Plan 

186.00 

186 00 

182.50 

186.00 

147.97 

113.48 

107 71 

96.59 


Revenue 

179 50 

179 50 

174.01 

177.01 

1.39.07 

109.38 

104.47 



Capital 

6.50 

6.50 

8.49 

8.99 

8.90 

4.10 

3.24 



Non-plan (R) 

252.97 

235 24 

252.90 

225.03 

194 97 

164.12 

150.66 

142.58 

12 Biotechnology 

Total 

96 67 (9 7) 

96 97 

88.14 (8 1) 

96 52 

88.10 

77.97 

66 66 

59.65 


Revenue 

92.17 

92 17 

88.14 

96.52 

82.10 

77.97 

66.46 



Capital 

4..50 

4..50 

0.00 

0.00 

6.00 

0.00 

0.20 



Plan 

9000 

90.00 

81.74 

90.00 

84.95 

75 00 

63.90 

56.74 


Revenue 

85 ..50 

85.50 

81.74 

90.00 

78.95 

75.00 

63.70 



Capital 

4 50 

4 50 

000 

0.00 

6.00 

000 

0.20 



Non-Plan (R) 

6.67 

6.67 

6.40 

6.52 

3.15 

2.97 

2.76 

2.91 

It Steel 

Total 

26 18 (-894) 

26.18 

247 14 (-20 6) 

294..37 

422 25 

360 87 

497.97 

783 77 


Revenue 

5 98 

5 98 

5 64 

4 85 

4.28 

4 49 

12 67 



Capital 

20 20 

20.20 

241.50 

289.52 

417.07 

356 38 

485.30 



Plan (C) 

15 20 

15 20 

229.50 

284..50 

359.00 

289.10 

429 32 

526.62 


Non-plan 

10 98 

10.98 

17.64 

9.87 

63 25 

71.77 

68 65 

257.15 


Revenue 

5 98 

5 98 

5 64 

4.85 

4 28 

4 49 

12.67 



Capital 

5.00 

5 00 

12.00 

45.02 

58 97 

67.28 

55 98 


IV Inthuilructure 










1 Civil aviaiion 

Total 

128 37 ( -11 5) 

87.66 

145 05 (13.5) 

136 70 

178.90 

74.54 

78.20 

76 85 


Revenue 

75.19 

34 48 

95.64 

120 19 

166.46 

65 17 

51.92 



Capital 

5.3.18 

53.18 

49.41 

16 51 

12.44 

9.37 

26 28 



Plan 

53 46 

53 46 

49.69 

21..57 

12.65 

9.77 

27 30 

5.40 


Revenue 

0.28 

0 28 

0.28 

5.06 

0.21 

040 

1.02 



Capital 

.5.3 IS 

53.18 

49.41 

16.51 

12.44 

9 37 

26.28 



Non-plan (R) 

74.91 

.14 20 

95.36 

11.5.13 

166 25 

64.77 

50.90 

71 45 

2 Tourism 

Total 

109 12 (-8 4) 

109 12 

119 14 (97) 

108.96 

99.36 

94.47 

84.88 

74.84 


Revenue 

96 02 

96 02 

103 95 

93.45 

76 70 

72 44 

61.67 



Capital 

13.10 

13 10 

15.19 

15 51 

22 66 

22.03 

23 21 



Plaii 

90 00 

90 00 

97.87 

89 71 

83.49 

79.07 

71 36 

61.00 


Revenue 

76 90 

76.90 

82.68 

74.20 

60.83 

57.04 

48.15 



Capital 

13 10 

13 10 

15 19 

15.51 

22.66 

22 03 

23.21 



Non-plan (R) 

19.12 

19 12 

21.27 

19.25 

15.87 

15.40 

13.52 

13.84 

3 Posts 

Total 

671..50 (.37.7) 

.571.50 

487..50 (20.1) 

397.60 

234.40 

209.63 

297 00 

195.00 


Revenue 

612 29 

512 29 

424.62 

331.12 

185.00 

1.59.36 

255 00 



Capital 

59 21 

.59 21 

62 88 

65.88 

49.40 

50.27 

42.00 



Plan 

85 00 

85.00 

85 00 

92.00 

67.17 

66.00 

57.00 

48.00 


Revenue 

22 29 

22 29 

18.62 

18.12 

11.77 

II 13 

12.00 



Capital 

62 71 

62.71 

66.38 

73.88 

55.40 

54.87 

45.00 



Non-plan 

586.50 

486.50 

402.50 

.305.00 

167.23 

14.3.63 

240.00 

147 00 


Revenue 

590.00 

490.00 

406.00 

313.00 

173.23 

148.23 

243 00 



Capital 

-3.50 

-3.50 

-3..50 

-800 

-6.00 

-4.60 

-3.00 


4 Telecommunication Total (R) 

17 88 (-62.3) 

17.67 

47 39 (-60) 

40 86 

51.29 


17.00 

64.63 


Plan(R) 

400 

4 00 

3.95 

3 02 

2.00 


17.00 

64.63 


Non-plan (R) 

13 88 

13.67 

43.44 

37.84 

49.29 


0.00 

0.00 

5 Information, Tilms 

Total 

596.50 (3.4) 

.585 00 

576.95 (2.9) 

484.51 

444.40 

428.17 

454.21 

501.17 

publicity and 

Revenue 

.545 19 

526 68 

523.29 

453.39 

403.47 

398.76 

405.83 


broadcasting 

Capital 

51 31 

58.32 

53.66 

31 12 

40.93 

29.41 

4g..38 



Plan 

101.00 

101.00 

99.27 

57.98 

63.61 

49.87 

115.69 

178.85 


Revenue 

.50.77 

43.746 

48.61 

27.74 

24.54 

23.22 

71.48 



Capital 

50.2.3 

57.24 

50.66 

30.24 

39.07 

26.65 

44.21 



Non-plan 

495 50 

494.00 

477.68 

426.53 

380.79 

378.30 

338.52 

322.32 


Revenue 

494.42 

482.92 

474.68 

425.65 

378.93 

375.54 

334.35 



Capital 

1.08 

1.08 

.3.00 

0.88 

1.86 

2.76 

4.17 
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(R* erortf 


Ministries/Depanmems 

1 

Expenditure 

Categories 

2 

1996-97 

Budget 

(July) 

3 

l9%-97 

Budget 

(Feb) 

4 

1995-96 

Revised 

5 

1994-95 

Revised 

6 

1993-94 

Revised 

7 

1992-93 

Revised 

8 

1991-92 

Revised 

9 

1990-91 

Revised 

10 

6 Non-conventional 

Total 

335.90 (34.0) 

335.90 

250.66 (16.4) 

249.38 

204,27 

128.95 

135.50 

117.22 

energy resources 

Revenue 

220.58 

220.82 

174.88 

212.20 

194.23 

124.39 

130.54 



Capital 

115.32 

115.08 

75.78 

37,18 

10 04 

4.56 

4.96 



Plan 

333.00 

333.00 

247.86 

246.61 

202.09 

127.38 

133.91 

115.86 


Revenue 

217.68 

217.92 

172.08 

20943 

192.05 

122.82 

128.95 



Capital 

115.32 

115.08 

75.78 

37.18 

10.04 

4.56 

4.96 



Non-plan (R) 

2.90 

2.90 

2.80 

2.77 

2.18 

1.57 

1.59 

1.36 

7 Petmleum and 

Total 

362 

3.62 

1038.17 

687.10 

269.18 

329.03 

277.28 

241.42 

natural gas 

Revenue 

3.62 

3.62 

3.31 

2,75 

2 79 

2.64 

97.28 



Capital 

0.00 

0.00 

1034.86 

684.35 

266.39 

326.39 

180-00 



Plan (C) 

0.00 

0.00 

000 

1.32 27 

266 39 

326.39 

180.00 

150.00 


Non-plan 

3.62 

3.62 

1038.17 

554.83 

2.79 

2.64 

97.28 

91.42 


Revenue 

3 62 

3.62 

3.31 

2.75 

2.79 

2.64 

97.28 



Capital 

0.00 

0,00 

1034.86 

552.08 

0.00 

0.00 

0.00 


8 Power 

Total 

2246.84 (-0.1) 

2216 33 

2248 29 (-3.3) 

2583.48 

2299.30 

1823.48 

2008.25 

2665.83 


Revenue 

139.64 

139.64 

160.80 

8.3.53 

169.41 

192 25 

174.90 



Capital 

2107.20 

207669 

2087.49 

2499.95 

2129.39 

16.31.23 

1833.35 



Plan 

2224.81 

2194,30 

2226.61 

2563.25 

2207.17 

1705.57 

1889.25 

2299 46 


Revenue 

117.61 

117.61 

139.12 

63.30 

77.28 

76.34 

55.90 



Capital 

2107.20 

2076.69 

2087 49 

2499.95 

2129.39 

1631.23 

1833 35 



Non-plan fR) 

22.03 

22 03 

21 68 

20.23 

92 13 

115.91 

119.00 

366,37 

9 Surface transport 

Total 

2340 42 (22.2) 

2076.42 

1915.66 (3.8) 

1887.53 

1695.56 

1368.29 

1382.51 

1592.08 


Revenue 

906.61 

882.26 

845.80 

878 32 

678.89 

534.23 

504.49 



Capital 

1434.41 

1194.16 

1069.86 

1009.21 

1016.67 

834.06 

878 02 



Plan 

1315.51 

III.5.SI 

900 00 

950.86 

941 15 

690.68 

722 32 

718.98 


Revenue 

62.47 

63.72 

33.47 

20.15 

72.61 

51.63 

33..56 



Capital 

1253.04 

1051.79 

866,53 

870.71 

868.54 

639 05 

688 66 



Non-plan 

1204.91 

960 91 

1015 66 

936.67 

7.54 41 

677.61 

660.29 

873.10 


Revenue 

843.54 

818 54 

812 33 

798.17 

606.28 

482.60 

470 93 



Capital 

181.37 

142.37 

203.33 

138..50 

148.13 

195.01 

189 36 


10 Water resources 

Total 

1374.60 (269.3) 

474.60 

372 19 (4,9) 

351.31 

390.42 

. 320.99 

322 47 

292.82 


Revenue 

427.13 

437.86 

316.36 

292.83 

328.29 

270.50 

266 26 



Capital 

947.47 

36.84 

55.83 

58 48 

62 13 

50 49 

56 21 



Plan 

1266.93 

.366 93 

264.00 

245.82 

294 36 

216.44 

225 40 

193.53 


Revenue 

324 44 

332.17 

210.15 

196 II 

233 77 

173.48 

177.79 



Capitol 

942.49 

.34 76 

36.84 

49 71 

60.59 

42.96 

47.61 



Non-plan 

107 67 

107.67 

108.19 

105.49 

96.06 

104.55 

97.07 

99.29 


Revenue 

102.69 

105 69 

106 21 

96.72 

94.52 

97.02 

88.47 


Memip uenr. 
Accelerated irrigation 

Capital 

4.98 

1.98 

1.98 

8.77 

1 54 

7 53 

8 60 


scheme 

Total (P) 

900.00 








11 Atomic energy 

Total 

1443.00 (6.2) 

1443.00 

1359.32 (5.8) 

1223.5.3 

1.505.33 

1095.20 

960 55 

1025.08 

Revenue 

554.64 

.554,64 

5.36 54 

500.25 

536.91 

449 86 

407 02 



Capital 

888.36 

888.36 

822.78 

723.28 

968 42 

645.34 

55.3.53 



Plan 

643.00 

643.00 

568.00 

494.86 

737 35 

408.94 

382.58 

497 25 


Revenue 

54.90 

54.90 

53 11 

47,09 

48.87 

46 12 

43.76 



Capital 

588.10 

.588.10 

514.89 

447.77 

688 48 

362 82 

338.82 



Non-plan 

800.00 

800.00 

791.32 

728 67 

767.98 

686.26 

577.97 

527.83 


Revenue 

499.74 

499.74 

483.43 

453.16 

488.04 

403.74 

363.26 



Capital 

300.26 

300.26 

307.89 

275.51 

279.94 

282.52 

214.71 


12 Electronics 

Total 

148.00 (0.1) 

148.00 

147.87 (6.3) 

156.80 

177 90 

88.50 

121.44 

109.12 


Revenue 

125.81 

116.25 

134.55 

131 58 

127 81 

80.06 

82.95 



Capital 

22.19 

31.75 

13 32 

25,22 

50.09 

8.45 

38.49 



Plan 

132.50 

I.32..50 

132.00 

140.60 

164.00 

75,00 

108.10 

96.42 


Revenue 

110.91 

101.35 

119.88 

II5.JH 

II39I 

66 55 

69 61 



Capital 

22.19 

31 75 

13.32 

25.22 

50.09 

8 45 

38,49 



Non-plan 

15.50 

15.50 

15.87 

16.20 

13 90 

13.50 

13.34 

12.70 


Revenue 

14.90 

14.90 

14.67 

16 20 

13.90 

13 50 

13.34 



Capital 

0.60 

0.60 

1.20 

0.00 

0.00 

0.00 

0.00 


13 Ocean development Total 

66.83 (15.6) 

66.83 

57.79 (7.9) 

59.00 

5641 

48.17 

41 37 

39.58 


Revenue 

60.08 

60.58 

50.24 

53.70 

47.73 

40.61 

36 49 



Capital 

6.75 

6.25 

7-55 

5.30 

868 

7.56 

4.88 



Plan 

52.00 

52.00 

44.00 

46.00 

43.00 

39,00 

32.27 

31.45 


Revenue 

45.25 

45 75 

36.45 

40.70 

34.32 

31.44 

27 39 



Capitol 

6.75 

6.25 

7.55 

5.30 

8.68 

7-56 

4 88 



Non-plan (R) 

14 83 

14.83 

13.79 

13 00 

13.41 

9.17 

9.10 

8.13 
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Table 8: Expenditures of Ministries and Departments of the Gofvemmoit of India (Continued) 

(Rs cron} 


Mimstries/Oepanmems 

Expenditure 

1996-97 

1996-97 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 



Categories 

Budget 

Budget 

ReviMd 

Revised 

Revised 

Revised 

Revised 

Revised 




(July) 

(Feb) 







1 


2 

3 

4 

5 

6 

7 

8 

9 

to 


14 Space 

Total 

918.00 (0.5) 

91800 

913.00 (18.5) 

774.99 

718.06 

510.00 

482.61 

391.11 



Revenue 

815.91 

815.91 

806.07 

661.17 

626.47 

419.02 

419.95 




Capital 

102.09 

102.09 

106.93 

113.82 

91.59 

90.98 

62.66 




Plan 

750.00 

750.00 

750.00 

620.00 

570.35 

367 94 

348.10 

279.50 



Revenue 

647.91 

647.91 

643.07 

506.18 

478.76 

276.96 

285.44 




Capital 

102.09 

102 09 

106.93 

113.82 

91.59 

90.98 

62.66 




Non-plan (R) 

168 00 

168 00 

163.00 

154.99 

147.71 

142.06 

134.51 

111.61 


IS Railways 

Total (PC) 

1269.00 

1269.00 

1150.00 

1150.00 

960.00 

1935.00 

1694.00 

1587.00 

V 

Human resource development and culture 









1 Education 

Total 

4479.92 (22.8) 

447 (.92 

.3649.43 (17.9) 

2486.52 

2192.26 

1824.17 

1678.98 

1602.10 



Revenue 

4478.40 

4473 40 

3647.91 

2483.15 

2188.89 

1820.80 

1675.53 




Capital 

1.52 

1.52 

1.52 

3.37 

3.37 

3.37 

3.45 




Plan 

3386 54 

3381 .54 

2503.07 

1566.30 

1299.63 

1011 30 

904.98 

937.10 



Revenue 

3386.02 

3381.02 

2502.55 

1565.78 

1299 11 

1010.78 

904.38 




Capitol 

0.52 

0.52 

0..52 

0.52 

0.52 

0 52 

0.60 




Non-plan 

1093.38 

1093.38 

1146.36 

920.22 

892.63 

812.87 

774.00 

765.00 



Revenue 

1092.38 

1092.38 

114.5.36 

917.37 

889.78 

810 02 

771.15 




Capital 

1.00 

1 00 

1.00 

2.85 

2.85 

2.85 

2.85 



Memo Items 

Nutrition support to 
primary education 

•|otal(P) 

1400 00 

1400.00 

611.79 







2 Youth affairs and 

Total 

136 24 (2.8) 

128.24 

132.52 (6.0) 

134 83 

138 42 

113 15 

102 99 

99.06 


sports 

Revenue 

1.34.51 

126.17 

130.45 

132.40 

136.41 

III 14 

101.80 




Capital 

1.73 

2 07 

2.07 

243 

201 

2 01 

1 19 




Plan 

95 00 

95.00 

95.00 

94.00 

98 10 

74 00 

64 85 

62 07 



Revenue 

93 28 

92.94 

92 94 

91.58 

96.10 

72.00 

63 67 




Capital 

1.72 

206 

2 06 

2 42 

200 

2.00 

1 18 




Non-plan 

41 24 

33.24 

37 ..52 

40.83 

40.32 

.39.15 

.38 14 

.36 99 



Revenue 

41 23 

33.23 

37.51 

40.82 

40 31 

.39.14 

38 13 




Capital 

0.01 

0.01 

0.01 

0.01 

001 

0.0' 

001 



3 Culture 

Total (R) 

203.23 (-3 8) 

203.23 

211.27 (10.8) 

400.50 

184.51 

127 84 

117 .52 

126 67 



Plan (R) 

113.76 

11.3 76 

123.00 

102.60 

107.50 

56 61 

.54 72 

48 11 



Non-plan (R) 

89 47 

89.47 

88.27 

297.90 

77.01 

71.23 

62.80 

78.56 


4 Women and child 

Total 

895.07 (3 1) 

875.07 

868.25 (199) 

706.16 

621.99 

550 99 

404.85 

351.09 


development 

Revenue 

895 07 

875 07 

868.25 

706.16 

616.85 

549.99 

403.65 




Capital 

0.00 

000 

0.00 

0.00 

5 14 

1 00 

1 00 




Plan 

847.07 

827.07 

821.25 

662.00 

578.77 

511 36 

365.00 

313 10 



Revenue 

847.07 

827 07 

821.25 

662 00 

573 63 

510.36 

364 00 




Capital 

000 

0.00 

0.00 

0.00 

5.14 

1.00 

1 00 




Non-plan (R) 

48.00 

48.00 

47.00 

44 16 

43 22 

39.63 

39.65 

37 99 


S Labour 

Total (R) 

6.34.21 (10.8) 

624.21 

572 37 (14.2) 

517.25 

532 15 

359.63 

.364 3.3 

294.43 



Han (R) 

168 20 

163 20 

78.04 

94.45 

55.75 

56.46 

67 46 

46 08 



Non-plan (R) 

466.01 

461.01 

498.33 

422.80 

476.40 

303 17 

296.87 

247 35 


6 Personnel, public 

Total 

122.29 (19 4) 

122.29 

102.42 (14 9) 

84.91 

79.74 

69.14 

58.65 

51.22 


grievances and 

Revenue 

11.3.39 

11.3.39 

92.68 

76.42 

71.26 

61.53 

50 70 



pensions 

Capital 

8.90 

8.90 

9.74 

8 49 

8.48 

761 

7.95 




Plan 

8.10 

8.10 

8.10 

8.10 

7.81 

6 98 

6.82 

4.40 



Revenue 

6.60 

6.60 

6.10 

5,61 

5.33 

4.73 

3.52 




Capital 

1.50 

1.50 

2.00 

2.49 

2 48 

2 25 

3 30 




Non-plan 

114.19 

114.19 

94..32 

76.81 

71.93 

62.16 

51.83 

46 82 



Revenue 

i06.79 

106.79 

86.58 

70.81 

65 93 

.56 80 

47 18 




Capital 

740 

7.40 

7.74 

6.00 

6.00 

5.36 

4 65 



7 Urban affairs. 

Total 

1292 54 (6.2) 

1292..54 

1216.70 (13.2) 

1234.17 

907.29 

738 23 

716.59 

653.62 


employment, and 

Revenue 

855.97 

8.55.97 

777.83 

763.89 

480.47 

412.06 

438.96 



development 

Capital 

436.57 

4.36 5/ 

438.87 

470.28 

426.82 

326.17 

277 63 




Plan 

639,57 

639.57 

617.97 

507.78 

421.57 

313.16 

353.08 

293.88 



Revenue 

.392.00 

392.00 

358.02 

221.48 

166.31 

121.23 

170.97 




Capital 

247..57 

247.57 

259.95 

286 30 

255.26 

191.93 

182 11 




Non-plan 

6.52.97 

652 97 

598.73 

726.39 

485.72 

425.07 

363.51 

359.74 



Revenue 

463.97 

46.3.97 

419.81 

542.41 

314.16 

290.83 

267.99 




Capital 

189.00 

189.00 

178.92 

183.98 

171..56 

134.24 

95.52 
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W* & ExpendtaB of Ministe«xl of 

Ministnei/Depanments Expenditure 

Categories 

1 2 

1V96-97 

Budget 

(July) 

3 


1996-97 

Budget 

(Feb) 

4 

1995-96 

Revised 

5 

1994-95 

Revised 

6 

1993-94 

Revised 

7 

1992-93 

Revised 

8 

1991-92 

Revised 

9 

1990-91 

Revised 

10 

8 Welfiuc Total 

936.00 

(0.9) 

9.«).00 

927.77 (18.8) 

839 92 

681.34 

559.00 

507.13 

392.43 

Revenue 

748.33 


744.33 

742 10 

658.34 

624.43 

514.97 

466.96 


Capital 

187.67 


185.67 

185.67 

181 58 

66 91 

44 03 

40.17 


Plan 

89000 


890.00 

89000 

803 77 

661.00 

5.30.00 

477,75 

365.50 

Revenue 

702.74 


704.74 

704.74 

622.60 

594..50 

486.38 

438.13 


Capital 

187.26 


185 26 

185.26 

181 17 

66.50 

43 62 

39.62 


Non-plan 

46.00 


40 00 

.37.77 

36.15 

.30.34 

29 00 

29 38 

26.9.3 

Revenue 

4.'!.59 


39.59 

37.36 

.35.74 

29.93 

28.59 

28.83 


Capital 

0.41 


0.41 

0.41 

0.41 

0.41 

0.41 

0.55 


VI Health and family welfare 

1 Health and Total 

1289.66 

(21.4) 

1259.66 

i062.23 (17.2) 

993.89 

84.3 94 

7.34 15 

.525.31 

479.42 

Indian naalicinc. Revenue 

1266.35 


1264 80 

1064.97 

975 84 

849.53 

739,76 

526.21 


homeopathy, etc Capital 

23 31 


-5 14 

-2.74 

18 05 

-5 59 

-5 61 

-4)90 


Plan 

795.66 


795 66 

626..50 

585.00 

493,54 

493.15 

271.73 

247.73 

Revenue 

765.70 


794 15 

622-59 

584 .30 

492 48 

438 84 

271 53 


Capiuil 

Non-plan 

29.96 

494.00 


1.51 
4t>4 00 

391 

425.73 

0 70 
408.89 

1 06 
350.40 

031 

295.00 

0.20 

253..58 

231.69 

Revenue 

500.65 


470.65 

442.38 

,391..54 

357,05 

300.92 

254 68 


Capital 

-6.65 


-6.65 

-6.65 

17.35 

-6.65 

-5.92 

-I.IO 


2 Faimly welfare Total 

1550.00 

(1.6) 

1550.00 

1.525.31 (13.9) 

1442 0.3 

1284.91 

1051.41 

866.60 

794.72 

Revenue 

1548.65 


1.548 65 

1525.16 

1441.88 

1284.76 

1051.26 

865.75 


Capital 

1.35 


1.35 

0.15 

0.15 

0.15 

0,15 

0.85 


Plan 

1535.00 


I535(M) 

1.506 00 

1430.00 

I27.3..57 

1041 00 

85.5,52 

784.79 

Revenue 

1533.65 


1533 65 

1.505.85 

1429 85 

1273.42 

1040.85 

855.67 


Capital 

1.35 


1 35 

0.15 

0.15 

0.15 

0.15 

0.85 


Non-plan (C) 

15.0C 


15 00 

19.31 

12.03 

11.34 

10.41 

10.08 

9.93 

VII Economic Aifoirs and Commerce 

1 Economic affairs Total 

2615 41 

(-7 0 

3711.15 

2812.20 (64) 

4I66..57 

3304 01 

2931.38 

2232.70 

206.3,17 

Revenue 

2754 96 


4.345 70 

.3035.18 

2224.40 

1602.76 

1418 44 

1089 63 


Capital 

-139..55 


-'6,34 75 

-222.98 

1942,17 

1701 25 

1512.94 

1143.07 


Plan 

1199 96 


699 96 

888.80 

2147.73 

1465.79 

6 f 8.09 

1087 91 

980,67 

Revenue 

Capital 

75.66 

1124 30 


75,66 
624 30 

115.82 

773.28 

93.78 

2053.95 

I(X).I2 
1365 67 

128 88 
489 21 

139 30 
948.61 


Non-plan 

1415.45 


3011.19 

1923.40 

2018 84 

1838 22 

2.313 29 

1144 79 

1082.50 

Revenue 

2679.30 


4270.04 

2919,66 

2130.62 

1502.64 

1289.56 

950.33 


Capital 

-1263.85 


-1258.85 

-996.26 

-111.78 

.335.58 

102.3.73 

194.46 


Memo ilem. 1 . 

Setting up of financial 
institutions for 
infrastructure 

developmeni Total (P) 

2 Commerce Total 

500 00 
909.86 

(36.2) 

724 86 

668.14 (-30 2) 

9.50.50 

947.85 

1585 95 

3141.94 

4046.46 

Revenue 

848.86 


663.86 

.592.11 

861.80 

902 53 

1045.97 

1969.53 


Capital 

61.00 


61 00 

76.03 

88,70 

45.32 

539.98 

1172.41 


Plan 

283.80 


243.80 

194.84 

180.00 

122,71 

77,00 

77.63 

61.08 

Revenue 

222.80 


182 80 

120.34 

91.30 

77.39 

55.02 

.55.22 


Capital 

61.00 


61.00 

74 50 

88.70 

45.32 

21 98 

22 41 


Non-plan 

626.06 


481.06 

473 30 

770.50 

825.14 

1508.95 

3064 31 

.3985,38 

Revenue 

626.06 


481.06 

471.77 

770.50 

825.14 

990.95 

1914.31 


Capital 

0.00 


0.00 

1.53 

000 

0.00 

518.00 

1150 00 


3 Revenue Total 

1519.53 

(12.5) 

1494.53 

1.351.88 (12.1) 

1138.02 

1041 00 

922.08 

845.15 

763 01 

Revenue 

1198.97 

1173 97 

1094.14 

981.80 

895,59 

780,46 

677.14 


Capital 

320.56 


.320.56 

257.74 

156.22 

145,41 

141.62 

168.01 


Ptan(R) 

1.00 


1.00 

0.69 

0.00 

000 

0.00 

0.00 

0.00 

Non-plan 

1518.53 


1493.5.3 

1351.19 

1138.02 

1041 0 

952.08 

845.15 

763 01 

Revenue 

Capital 

1197.97 

320.56 


1172 97 
320,56 

1093 45 

257.74 

961.80 

1.56.92 

895.59 
145 41 

780.46 

141.62 

677,14 

168.01 


4 Expenditure Total 

5659.29 

(267.7) 

6658.01 

1539.14 (43.6) 

1315 99 

1169.20 

999.59 

823.09 

252 19 

Revenue 

5659.29 


6658.01 

1539.14 

1314.17 

1162.44 

995.68 

821.09 


Capital 

0.00 


0.00 

0.00 

1-82 

6.76 

3.91 

200 


Plan 

1.79 


1.79 

1.93 

3.51 

7..50 

4.43 

2.48 

1.65 

Revenue 

1.79 


1.79 

1.93 

1 69 

0.74 

0.52 

0 48 


Capitol 

0.00 


0.00 

0.00 

1.82 

6.76 

3.91 

2.00 


Non-plan (R) 

5657.50 


6656.21 

1537.21 

1312.48 

1161.70 

995.16 

820.61 

250..54 

S Economic affairs - Touil (NP) 

77222.13 

(11.8) 

79122.13 

69087.37 (16.1) 

55538.28 

44442.76 

39126.36 

35004.26 

.32791.00 

centralised Revenue (NiO 

66061.13 


66061 13 

58513.37 

45728.28 

.39312 76 

34600.80 

29391.58 


provisions Capital (NP) 

11161.00 


13061.00 

10574.00 

9810.00 

5130.00 

4525.56 

.5612 68 
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Table 8; Expenditures of MinistHes and Dqnittnents of die Oovermnen? of India {Continued) 


Ministries/Departments 

Expenditure 

1996-97 


1996-97 

1995-96 


1994-95 

1993-94 

1992-93 

1991-92 

1990-91 



Categories 

Budget 


Budget 

Revised 


Revised 

Revised 

Revised 

Revised 

Revised 




(July) 


(Ftb) 








1 


2 

3 


4 

5 


6 

7 

8 

9 

10 

Vni Admintetratiim and Defence (Defence, Law and Couns, Election Commission, Parliament, Planning and Statistics, Programme Implementation and 


President’s Secretariat 

1 Adminisunlion total Total 

38545.17 

(5.2) 

38025.60 

36650.57 

(11.5) 

32002.40 

29312.77 

24734.34 

22121 26 

21275.37 



Revenue 

28884.18 


28412.43 

28014.44 


24490.96 

22134.15 

18780.47 

16806.87 




Capital 

9660.99 


9613.17 

8636.13 


7511.44 

7178.62 

5954 37 

5314.39 




Plan 

300.54 


263.29 

250.70 


216.29 

184.82 

93.22 

70.81 

70.98 



Revenue 

182.14 


182.71 

182.03 


157.21 

140.54 

82.32 

53.69 




Capital 

118.40 


80.58 

68.67 


59.08 

44.28 

1090 

17.12 




Non-plan 

38244 63 


37762.31 

36399.87 


31766.11 

29127.95 

24641.62 

22050.45 

21204.39 



Revenue 

28702.04 


28229 72 

27832.41 


24333.75 

21993.61 

18698.15 

16753.18 



Off which: 

Capital 

9542.59 


9532.59 

8567.46 


7452.36 

7134 34 

5943.47 

5297.27 



A Defence (civil) 

Total (NP) 

3540.95 

(3.6) 

3520 41 

3419 20 

(12.1) 

2943..54 

2791.91 

2585.66 

2075.93 

1934.32 



Revenue (NP) 

3506.27 


3485.73 

3381 74 


2897.24 

2702,52 

2496 28 

1958 50 




Capitol (NP) 

34.68 


34.68 

37.46 


46.30 

89.39 

89 38 

117.43 



B Defence 

Total (NP) 

27798.47 

(3.4) 

27819.00 

26879.00 

(11.3) 

23544 00 

21.50000 

17500.00 

16.350.00 

15750.00 


(services) 

Revenue (NP) 

18854.59 


18875.12 

18835.12 


16610.76 

14943.53 

12361 66 

11467 I) 




Capital (NP) 

8943.88 


8943.88 

8043.88 


6933.24 

6.5.56 47 

5138.34 

4882.89 



C Hume affairs 

Total 

4998.88 

(14.1) 

4526 91 

437978 

(12.9) 

3911.60 

3708.50 

.3533 11 

2701.27 

2392.57 



Revenue 

4429 64 


3994.92 

3905.70 


3458.93 

3274 78 

2893 12 

2449.07 




Capital 

569.24 


531.99 

474.08 


452 67 

433.72 

639 99 

252.20 




Plan 

105.00 


76 75 

76.56 


52.77 

5010 

II..57 

11 08 

8.31 



Revenue 

37.75 


36.75 

36.56 


27.77 

25.10 

II..57 

11.08 




Capital 

67.25 


40.00 

40.00 


25 00 

25 00 

000 

0 00 




Non-plan 

4893 88 


4450 16 

4303.22 


3858.83 

3658 40 

3.521 54 

2690.19 

2384 26 



Revenue 

4391 89 


39.58.17 

3869.14 


3431.16 

i249 68 

2881.55 

2437 99 




Capitol 

.501.99 


491.99 

434.08 


427.67 

408 72 

639 99 

252 20 


IX 

Central Ministries 

Total 

181977.82 

(12 0) 181769 84 

162434 49 

(118) 140814 0.3 

121538,52106145 16 

96591 26 

92984.55 


Departments: 

Revenue 

150462.28 


1.50436 37 

132890.49 


111122.60 

98523 93 

85012 12 

74893..36 



Total (i to VIII) 

Capital 

3I5I5..54 


31333 47 

29.544.00 


29691.43 

23014.59 

21133 04 

21697 90 




Plan 

32713.26 

(13.5) 

31015.01 

28830 14 

(10.4) 

27933.58 

25012 22 

19634 23 

17670.61 

17593.61 



Revenue 

22824 33 


22763 51 

20512.51 


17795.83 

15829 51 

11791 49 

9342 79 




Capital 

9888.93 


8251..50 

8317.8.3 


10137.75 

9182.71 

7842 74 

8327 82 




Non-plan 

149264.56 

(11.7) 1507.54 83 

13.3604 35 

(12 1) 112880.45 

96.526..30 

86510.93 

7892065 

7539094 



Revenue 

1276.37.95 


127672.86 

112.378.18 


93326.77 

82694.42 

73220 6.3 

655.50.57 




Capital 

21626.61 


23081.97 

21226.17 


19553.68 

1.3831.88 

1.3290.30 

13370.08 


X 

State Plans (inci nec) Total 

21220 II 

(11.3) 

18726.11 

19070 70 

(10 9) 

20134,34 

20012.93 

16063.28 

14166.03 

11354 02 



Revenue 

•0173.08 


9207.33 

9625 20 


10930 74 

10261 72 

8299.06 

7194 93 




Capital 

10847.03 


9518 78 

9445 50 


9203.60 

9751 21 

7764 22 

6971 10 


XI 

Union Territories 

■Total 

1499.90 

(0.1) 

1.528 15 

1499.07 

(-8 8) 

1323 97 

2320.37 

2517 60 

2.344 80 

2378 49 



Revenue 

1022 48 


1013 62 

1005.91 


848.42 

14.37 98 

1668 41 

1541.39 




Capital 

477.42 


514.53 

493.16 


475..55 

822.39 

849 19 

80.3.41 




Plan 

751.64 


779.89 

782.81 


692.79 

1001 42 

1275.28 

1195.58 

1008.32 



Revenue 

269.72 


260.86 

284 88 


210.40 

26.3 10 

427 3.3 

395.94 




Capital 

481.92 


519.0.3 

497 93 


482 39 

738.32 

847.95 

799.64 




Non-plan 

748.26 


748.26 

716.26 


631.18 

1318.95 

1242.34 

1149.22 

I37C.27 



Revenue 

752 76 


752.76 

721.03 


638.02 

1174.88 

1241.08 

1145.45 




Capital 

-4 50 


-4.50 

-4,77 


-6.84 

144.07 

1.24 

3 77 


XII Grand Total 

Total 

204697 83 

(11.9) 202024.10 

183004.26 

(11.4) I62272..i4 

143871 82124726 04 

113102.09106717,06 


(IX to XI) 

Revenue 

161867 84 


1606.57.32 

143521.60 


122901.■>6 

110223.63 

94979 59 

83629 68 




Capital 

42839.99 


41366.78 

39482.66 


39.370.58 

.3.3648.19 

29746.45 

29472 41 




Plan 

54685.01 

(12.3) 

.50521.01 

48683.65 

(10 2) 

48760 71 

46026.57 

36972.79 

33032.22 

29955.85 



Revenue 

.33467.13 


32231.70 

30422.39 


28936 97 

26354.22 

20517.88 

16933.66 




Capital 

21217.88 


18289 31 

18261.26 


19823 74 

19672.24 

I64S4 9I 

16098.56 




Non-plan 

1.50012.82 

(11.7) 151.503.09 

134320.61 

(II 8) 11.3511.63 

97845 25 

87753.25 

80069.87 

76761.21 



Revenue 

128390.71 


128425.62 

11.3099.21 


93964.79 

8.3869.30 

74461.71 

66696.02 




Capital 

21622.11 


23077.47 

21221.40 


19.546 84 

13975 95 

13291.54 

13373.85 



Notes- I Hgures in brackets under col 3 represent growth rate in per cent over col S and the same in col 5 represents annual average compound growth rate 
over col 10 


2 Alphabets under col 2 mean the following: (R) means revenue account, (C) means capital account, (NP) means non-Plan, and (P) means Plan. 
These short-cuts are used to indicate that only one of the two heads, that is, either revenue account (R> or capital account (C) is relevant for the 
specified sector, similarly, either non-plan (NP) or plan (P> expenditure alone is prevalent. 
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ultural Land Market 


ket transactions play an important role in the process of agrarian 
ation. It is instructive, therefore, to investigate who sells land to 
wl^or what reasons and at what price. A study in Haryana. A>106 

Enterprise Reform: Beyond Privatisation 




privatisation has become a central theme in public enterprise 
the more important questions that should be addressed are why 
nterprises are inefficient and what measures must be taken to make 
icient. 2683 


the biggest failures of the economic reforms programme is that 
been virtually no transformation of public enterprises. An 
ion of the political economy aspects of the privatisation process in 

2687 


Sjiression and Resistance 


Tfilmada Bachao Andolan has had a distinct identity among India's 
cc|:a! movements because it has a strong base among the masses. 
Ju^ause the state has proved deaf and the intelligentsia callous, the 
ptfime does not need to turn on itself. A look at four recent 
'^'^a-related incidents. * 266< 


Liberation Movements 

* 

Though anti'systemic movements 
once in power have failed to be 
hberatory, it is their very failure and 
Ihe resultant growth of anti-state 
movements that provide hope for 
positive developments in the coming 
years. The case of ANC and South 
Africa. 2695 
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Policy Issues 

lie distribution system (PDS) 
c links with food security for 
crabte sections of the 
on, budgetary support for 
isidy and agricultural pnee 
Some policy issues relating to 
e and coverage of PDS, 
pfcon incentives for farmers and 
ef f food subsidy. A>140 



Interest Rates 

The RBI’s etfons to bring down 
interest rates are proving ineffective, 
with damaging consequences for both 
the real and the financial sectors of 
the economy. 2659 


Russia: Winter Woes 

The history of Yeltsin's sickness and 
the way it has been handled 
at the political level have 
discredited democracy as a 
political institution in the 
Russian people's eyes. 2672 


Revamping Rural Credit 

Unless rural credit institutions retool 
themselves by focusing on a rural 
household's economy instead of 
limiting themselves to activity-linked 
lending, they cannot meet the 
financial ne^s of the poor. A-117 

Credit institutions, and therefore 
institutional credit, arc unevenly 
distributed iicross regions and access 
to tinusly credit depends on political 
intervention. A study of two districts 
of UP. A-123 









































LETTERS TO EDITOR 


Deflning Union Work 


'I'HF. article ‘Defining Union Work’ (July 
27) by Vrijendra ostensibly appearing as a 
review or analysis ol a Mumbai High Court 
ruling in favour of Blue Star, setting aside 
an Industrial Court order regarding the nght 
of N Vasudevan (our working president) to 
do trade union work during office hours is 
in effect an attempt on the part of the author 
to denigrate trade unions in general and 
independent unions in particular. We are 
concerned at the innuendos aimed at the 
Blue Star Workers Union and its office¬ 
bearers We disagree with several other 
formulations propounded by the author. 

Ma.squcrading us a friend of labour, 
Vrijendra .says that a significant number of 
unions including the established ones and 
their (dedicated?) leaders negotiate with 
employers cornering privileges and benefits 
for a small group of ol fice-bearers at the cost 
of their members. Such undemocratic func¬ 
tioning of the office-bearers i.solatcs the 
leadership liom their members and this 
isolation gives a handle for the employers 
to attack unions. According to Vnjendra, 
Blue .Star management would nut have 
succeeded in taking away Vasudevan's right 
to do tiade union work during office hours 
had the rnion not resorted to undemocratic 
practicc.s The author has not bothered to 
substantiate his allegations against our union, 
lie has indulged in unalloyed calumny. 

Blue Stai Workers Union emphatically 
slates that at no stage in a t|uarter centiiiy 
of Its existence have its office-bearers or 
Vasudevan negotiated with the employers 
any personal privilege or benefit for any 
office-beaier of the union In fact it is the 
olfice-hearers ol Blue Star Workers Union 
who have borne the brunt of employer 
offensive and 6.5 leading union activists are 
now under dismissal and Vasudevan has 
refused to compiomi.se his right to do trade 
union work and has sacrificed wages .since 
l‘)80. He IS lacing an enquiry presently lor 
not giving up trade union activity. Blue Star 
Workers Union has a long history of .struggle 
for workers' rights inside the company and 
outside upholding the IkM working class 
traditions. Withdrawing Vasudev.m’s right 
to do trade union woik was to weaken Blue 
.Star workers' collective resistance to the 
biiital power of Blue Star capitalists and it 
was only a miscarriage of justice that led to 
Blue Star Woikeis Union losing the court 
haillc. All class ctinscious workers have 
steadfastly supported the union throughout. 

It IS a pity that Vrijendra’s erudition did 
not pcnctraie deep enough to understand the 
class nature of the court ruling. What is 
more, his inability to comprehend the legal 
complexities involved in the case becomes 
evident when he uncritically adopts the high 
court ruling m favour of the company. 

Apart Irom the caption, V rijendra’s treatise 
has miserably t.uled to offer any definition 
fill trade union work. 




Blue Star Workers Union, with 
125 like-minded unions in the ecu 
a part of a Committee for Trade 
Rights now campaigning for a Icgdjkhl to 
do trade union work during offietCrurs. 

V ItpMAYE 

President, Blue Star Workers Una 
Mumbai 


THE article ‘Defining Union Va 
V rijendra (July 27) makes several tii 
points which we do not wish to taket 
However, it is nece.ssary to makt 
mediate clarification. TTie article 
that N Vasudevan and other im 
union leaders appropriate to themse 
"personal privileges’’, ‘‘bencfit.s’’ wliii 
been "negotiated and made a vailablit 
activists". In the ca.se of Vasudevan 
Blue Star Workers Union, these al!e 
are totally untrue. No ‘benefits’ lor 
activists’ were ever ‘negotiated’. Vas 
and the Blue Star Workers Union 
created the right to time-off for uric 
by doing union work in working 
While the union was m a strong 
the company could not .stop the pracii 
the balance of power shifted to maraj 
they stopped paying Vasudevan's 
Since 1989, he has continued to dofi 
union work without payment frt 
company. It is surely unjust to refe 
willingness to endure personal hnn 
the cause of hi.s union work as 
privileges’ or ’benefits'. 

Franki yn 

Trade Union Solidarity 
Committee (TU.S(’). Mumbai 


li 


High CostofSardarS^ war 

THIS refers to my article ’Is Sardar aiovar 
F'lnaiicially Viable?’ (July 20).Thefo owing 
further infiirmation received subsc aciitly 


in this regard, I presume, will be of interest 
to your readers. 

In December 1995 the government of 
Gujarat had itself commissioned a study by 
external consultants for assessing the ways 
and means of financing the SSP. The study 
has revealed that‘‘...thetrendclearlyindicates 
that SSNN’s ability to raise funds through 
this source [bond issues guaranteed by 
tripartite agreement] on a sustained basis is 
doubtful. 'The credit enhancement does 
provide a greater safety to the investors, 
but the total amount is not insignificant in 
relation to the size of GoG finances. Hence, 
the degree of safety provided by the same 
mechanism [of tripartite agreement] cannot 
remain the same on a sustainable basis for 
regular borrowing programmes.’’ 

The study stales further that “it is unlikely 
that the irrigation water would be priced in 
a manner that would reflect its true cost. 
The power component is relatively small, 
and would be used mainly for peak load 
requirements. Hence, .SSNN is unlikely to 
be in a position to service its debt obliga¬ 
tions on a stand-alone basis, with the likely 
pricing structure...the project is not a 
financially viable concept, as a .stand-alone 
entity...” 

To have an idea of the size of the demand.s 
on the GoG if ,SSNN defaults, consider that 
the project has to return Rs 8,0(H) crore in 
2013 AD for the Rs 256.65 crorc that it had 
raised from the Deep Di.scount Bonds in 
1993. The .SSNN, which gets budgetary 
support each yearto the tunc of Rs 500crorc. 
IS now requited to pay Rs 270 crore a? 
interest this year. The GoG support is aisc 
at the cost of Saurashtra and Kutch ir 
whose name the project is being imple¬ 
mented. All minor and medium irrigatior 
protects in these areas stand abandoned since 
the last eight years It is indeed a tragii 
situation. 

KKOz^ 

Bhavnagar 
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Targeting Inflation, itting Production 


T he recent behaviour of inflation in the Iw economy 
exhibits marked structuralist characteri win the first 
place, sectoral price increases have shown nouflifferenccs, 
reflecting specific supply conditions. Sccot^here have 
been significant fluctuations in the year-to-yc||nation rate 
which are not explainable in tenns of the w of overall 
money and income growth, thus exposing thiwowness of 
the monetary authorities' claim of having achw a delicate 
balance among money, output and prices. Finf^hether we 
lake the immediate period or a longer on& inflation 
targeting exercise of the authorities has achieHiothing; on 
the contrary, it has been shown to have hurtwtment and 
output. Again.st the background of the gnitt all-round 
pessimism about a slow-down of real econo8|p:tivity as a 
direct consequence of liquidity and interest rat wtraints, the 
Reserve Bank of India's claim in its rcccntly-wcd Annual 
Report for 1995-96 that “it is possible to target fiiion without 
hurting real economic activity” is difficult tosach. 

The developments of the past few years h^creasingly 
questioned the sustainability of the governmt^free market 
policies and it is no wonder that the RBI h^pn forced to 
reu'ace its steps and sv/itch, however reluctaiHO intervent¬ 
ionist policies in regard to maintaining the excHe rate of the 
rut^ee, fixation of coupon rates of govemmeScurities and 
monitoring the end-use of credit advance^ l^anks and 
financial institutions. Even the much-publiciKBI-govem- 
ment agreement on the use of ad hoc tnsasury Aas had to be 
given the go-by. Developments in the econoi^cluding the 
trend of inflation, have driven home the needime monetary 
authorities to forget inflation targeting and fls instead on 
restoring the dynamic role of credit in the pr* of develop¬ 
ment, which requires attention to be paid to boft size and the 
distribution of credit. This has to be accepterfthe monetary 
authorities as their primary responsibility, noting the will- 
o'-the-wisp of controlling uncontrollable Manflation. 

Tlie RBI had proposed that the paramcl objective of 
monetary policy in 1994-95 would be towg down the 
inflation rate sharply by 4 percentage poinLwm about 10.8 
per cent to 6-7 per cent and, with that obj ve, to contain 
monetary expansion to 14-15 per cent. The ■ ended with a 
much higher monetary expansion of over I* cent (though 
not 22.3 per cent, the RBI's figure for 27 Bights) and an 
inflation rate of 10.4 per cent on a point-to-pwasis and 10.9 
per cent on the basis of the weekly averagathe wholesale 
price index. These targeting exercises had bl predicated on 
the assumption of GDP growth of less thanler cent, which 
was revised to 5.5 per cent in the mid-year wit policy. The 
year actually ended with 6.3 per cent GDP gAh and yet both 
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the inflation and monetary targets were far exceeded. For 
1995-96, again, with a projected GDP growth rate of 5.5 per 
cent, the inflation target was moderated to 8 per cent because 
the previous two years had seen large increases in money 
supply and the M, growth consistent with this inflation 
objective was placed at 15.5 per cent. Though the government 
and the RBI have claimed that the economy grew by 7 per cent 
in 1995-96, the growth is unlikely to have been higher than the 
6.3 per cent achieved in the previous year, for the agriculture 
ministry has now revised downwards its foodgrains production 
estimate from 190.4 mn tonnes to 185 mn tonnes, an absolute 
decline of 3.2 per cent over the previous ycai. Likewise, due 
to reporting problems, the actual monetary growth in 1995-96 
is not known. Conceding that its figure of a moderate monetary 
growth of 13.2 percent in 1995-96 was largely on account of 
the high base of March 31, 1995, the RBI has claimed that 
actual monetary growth in the year bad been equal to the long¬ 
term annual average of 17 percent. Despite such high monetary 
growth and the same GDP growth as in the previous year, there 
occurred a sharp fall in the inflation rate from 10.4 per cent in 
1994-95 to 5 per cent i n 1995-96 on a point-to-poi nt basis. Even 
in weekly average terms, the inflation rate fell from 10.9 per 
cent in 1994-95 to7.8per cent in 1995-96. All the major reasons 
to which the decline in inflation is attributable fall outside the 
monetary sphere. Large releases from government food st(x:ks. 
lowering of customs and exci.se duties on a wide range of 
commtxiitics, augmentation of supplies through import of 
consumer, intermediate and capital goods and the stability of 
the rupee’s exchange rate for a long period have been one set 
of factors, though more important perhaps was the suppressing 
of inflation by the government by refusing to raise administered 
prices even at the cost of larger budgetary subsidies. 

This situation could not obviously continue for long. As 
soon as the new UF government rai.scd the prices of petroleum 
products at the beginning of July by 15 to 30 per cent, the 
annual inflation rate began to move up and was 6.5 percent for 
the week ended September 21 compared to 4.2 per cent at the 
end of June. The government has just announced increases 
ranging from 3 to6percent in procurement and support prices 
of kharif foodgrains and other crops. Issue prices under the 
public distribution system have, on the other hand, remained 
unchanged since February 1994. Prices of coal, power and 
once again petroleum are due for revision if budgetary subsidies 
are to be contained. A significant element of suppression of 
inflation is thus persisting and is responsible for the still 
apparently moderate overall inflation rate. 

Besides, a significant aspect of the behaviour of inflation 
has been the persistence of relatively high increases in prices 
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uf ‘food articles' among primary articles 
and ‘food products' among manufactures. 
The price itidcx of ‘food articles' has gone up 
by 1 per cent in the last one year (up to 
September i 4), compared to 8.7 per cent in the 
preceding 12-month period. Similarly, the 
index for ‘food products’ has ri.scn by 7.9 per 
cent against a ri.se uf only 2.8 per cent in the 
previous 12-monlh period. As a result, the 
composite index for food items has shown a 
nse of 8.8 per cent in the latest period against 
6.7 per cent earlier. The sharper rise in prices 
of food Items, which is continuing, is reflected 
in the persistence uf the near two-digit rise in 
the consumer price indices. The CPI for 
indu!>trial workers for July showed an annual 
increascoi 8.3petccntontflpofariscof 11.4 
per cent in the preceding 12-month period. 

Tlic emerging sluggishness in industnal 
investment and production is also exerting a 
dampening influence on inflation. The price 
index lor manufactured products other than 
‘ liMid products’ thus shows a strikingly small 
increase of .V4 per cent over the past year 
against an increase of 11.6 per cent in the 
preceding 12-month period. The latest data 
on industrial output, bank credit and exports 
|K)int unambiguously to a slowing down uf 
economic activity brought on by the 
ridiculously high levels ot real interest rales 
- the one achievement the much-vaunted 
financial .sector reforms can take credit for. 

So much then for the Reserve Bank’s 
claim that “it is possible to target inflation 
without hurting real activity”. 

MliALTH 

Need for New ‘Wisdom’ 

('ONVENTIONAL wi.sdom among health 
analysts and historians ot social medicine is 
th.ii a country with a developing economy, a 
giHid agricultural base and u vibrant giowing 
indti.stnal and maniifacttinngsector will essay 
a transformation in its health picture. There 
will be a snifi away from what were referred 
to (and still are in some quarters) as ‘tropical 
diseases’ to an increase in degenerative 
diseases. This is not only because the 
population grows older, the assumption is 
that diseases which arc ‘preventable’ have 
been prevented, disca.scs for which there is a 
medicure .trc under control and there is 
sulficicni 'health consciousness’ to ensure 
that no ugly pathogens aie allowed to get tmt 
ot hand. 

If the government’s periodic Economic 
Sun-eyi and the glorious statements of the 
linance. agnculture and industry ministers 
are to be believed, India is at just such a point 
m its development history when we should 
be concentrating our resources entirely on 
dealing with degenerative diseases, diseases 
ol leisure’, with accidents and addiction, 
etc. in fact, il one were to look only at the 


pattern of growth of our health instit ms 
this indeed would seem to be the t : - 
supcrspccialist hospitals for heart din es, 
for cardiovascular ailments, sophism :cd 
accident and trauma clinics are a pron ;nt 
feature of the new growth. And ji the 
regularity with which ‘resurgence’ of da scs 
is being reported tells another story Di uc 
fever and malaria have both mu a 
‘comeback’ whichhasbeenquiteunexpi ted 
and have thrown the medical sti ;m 
completely out of gear. Viral disease kc 
influenza are taking a toll of lives ml gc 
enough numbers. The Kyasanur K est 
disease has today spread far beyou the 
confine.! uf the forest after which it had icn 
named.Andtuberculosi.s,iheold,oldds sc, 
is nowhere near under control. It is b Ity 
surprising that the WHO’s regional nrt 
for .South and East Asia concludes tbi the 
goal of ‘health for all’ is nowhere ncarh ng 
achieved. 

Thai this ill health picture is Iir ;ly 
confined to the poorer sections ot he 
population is of course true. And he 
explanation is obvious - the public bi Ith 
system, which is the only provider of bi Ith 
care to the poor is rapidly deterioratii^, ind 
populations already devastated by ho ger 
and despair arc further confiontcd ith 
diseases which they cannot cope with 

But the situation in Kerala is nut niy 
intriguing but should give cause fort me 
serious enquiry. Towards the end of the 
monsoons, cholera was reported in nuil cm 
Kerala, a region not particularly on cr- 
serviced or poor compared to the rcstol his 
‘developed’ stale. Worse, there weret my 
deaths due to this old adversary ol Iw a’s 
public health system. That cholera sh uid 
have taken a near-epidemic form in c .ite 
with the best health indices is iiseirdisturt ng, 
hut that there should have been dcatla n a 
state with high literacy and health awan css 
and an accessible and affordable health arc 
system should prompt .some cogitation. G ren 
that Kerala is already giving thought ic the 
post-hcalth-transition diseases, it proi pis 
the question whether developing coun ics 
should be preparing thcm.scl ves for a u 'tiy 
different scenario from theone conventi nal 
wisdom has elaborated; that of contini ing 
spread of communicable diseases inyetn ore 
devastating forms, plus the degeneta ivc 
disea.ses in populations which arc nuwl ere 
near a general health status level where fiey 
can cope with these. 

1984 RIOTS 

Layers of Guilt 


A DELHI additional sessions judge . 
convicted some 80-odd criminals and pa^-' 
the death sentence on one accused for 
involvement in the 1984 massacre of .S 
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in the capital. But even this belated justice 
may not be carried out expeditiously .judging 
by the time-consuming and tortuous process 
that marks the functioning of the hierarchical 
judicial system in our country. 

Since the sentences were passed by an 
additional sessionsjudgeinthe lower echelon 
of the judicial hierarchy, the convicted 
persons have now approached the Delhi High 
Court with petitions seeking reversal of the 
judgment, lire Delhi High Court has accepted 
their petitions and issued notices to the state 
on the petitions returnable on October 8. For 
all practical purposes, therefore, their 
conviction will remain shelved till that date 
and will continue to be held in abeyance till 
a judgment is arrived at. The matter will not 
end there. Even after the Delhi High Court 
delivcrsajudgment.theaggricved petitioners 
(if the court upholds the judgment of the 
additional .sessions judge) may go to the 
Supreme Court seeking the setting a.sidc of 
the judgment. Thus they can evade 
punishment for a long while more. In fact, 
quite a few among these accused of the 
killings in 1984 arc reported to have died by 
now. 

The very fact that these convicted 
petitioners can afford to appoint lawyers and 
continue withexpensive legal battles suggests 
that they arc not small-time criminals or riff¬ 
raff, but enjoy the support of powerful 
politicians who were alleged to have hired 
them fur the killings. Justice S N Dhingra, 
who senicneedthe accused, pointed his Anger 
at these powers behind them when he .said, 
‘‘the above accused persons have been 
convicted but those who engineered the riots 
are still at large”. 

The conviction of the 80 (xld accu.scd is 
thus a selective judgment. The brains behind 
the massacre (among whom are alleged to be 
such leading Congress politicians as H K L 
Bhagat and Sajjan Kumar, who have been 
indicted repeatedly by commissions ol 
inquiry) have managed to escape even token 
conviction. Although charges have been 
framed against Bhagat and Sajjan Kumar, 
they arc yet to be convicted. While these 
Congress politicians are believed to have 
been directly involved in the killings - as 
alleged by victims who saw them le.ading the 
mobs - there were other more important 
Congressmen at the helm of power who let 
the mobs go on a killing rampage for two to 
three days. 

Among them Narasimha Rao needs to be 
indicted first, since as union home minister 
at that time he just refused to use his authority 
to order the police to stop the riots. It was 
this same deliberate refusal to act against 
the zealots of the ‘Sangh-parivar’ who 
demolished the Babri masjid and went on a 
killing spree against Muslims in 1992 that 
makes Narasimha Rao the arch villain again. 
But neither in the case of the 1984 massacre 
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of Sikhs nor in the 1992 case of anti'Muslim 
riots is Rao likely to be ever hauled up before 
the courts. 

It is only after 12 years that at least some 
of those accused of the 1984 killings are 
being punished now. How many more years 
will it take to bring to trial the killers of 
Muslims in the 1992 riots? 

THE ECONOMY 

Why Are Interest Rates 
High? 

THE Reserve Bank oflndia's Annual Report 
for 1995-96 has at least one innovation to its 
credit. It has for the first time attempted an 
estimate of the consequences of its 
intervention in the foreign exchange market 
on the availability of liquidity in the system. 
This has become necessary because the shift 
to a liberalised exchange rate and capital 
flow regime has rendered the rupee 
susceptible to volatile fluctuations. Since a 
stable exchange rate is crucial for sustained 
‘investor confidence', intervention in the 
foreign exchange market has becomea crucial 
function of the central bank. 

During 1995-96, for example, a widening 
trade and current account deficit and a slow 
down in net portfolio inflows resulted in 
some downward pressure on the rupee. The 
nominal value of the currency initially fell to 
Rs .35.65 per US dollar in October 1995 and, 
as the strain persisted, the rupee touched a 
record low ol Rs 37.95 to the dollar in 
February 1996. This forced the RBI to 
intervene in foreign exchange markets, sell 
dollars from its reserves, stabilise the rupee 
and pre-empt any collapse in investor 
confidence. As a result the net foreign 
exchange assets of the central bank declined. 
Since this involves a reduction in reserve 
money on the basis of which money supply 
expansion occurs, pressure on the rupee 
re-sults in a squeeze in liquidity available to 
the system. In response, many observers 
attributed the ‘tight money’ situation and the 
high interest rates in 1995-96to a slow-down 
in portfolio flows. 

The RBI’s Annual Report begs to differ. 
Evidence garnered by it docs indicate that 
the cumulative net sales of foreign exchange 
between October 1995 and February 1996 
amounted to Rs 5,995 crore, which provides 
an estimate of the impact of foreign exchange 
intervention on reserve money. However, 
starting March thecentral bank actually began 
purchasing dollars because of a turnaround 
in foreign institutional investor investments 
in the last quarter of the financial year. As 
a result, by June 1996, cumulative net sales 
of foreign exchange by the RBI turned 
negative, i e, the central bank had made a 
net purchase of foreign exchange to the 
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:s 1,401 crore between Octertw 
June 1996. 

11 report treats the figure of net 
;hascs of foreign exchange by the 
ik not just as being an equivalent 
reserve money, whose impact on 
Ability of liquidity depends on some 
ier’, but as indicative of the 
T 'liquidity impact of RBI foreign 
intervention’. It then compares the 
in reserves consequent to central 
mention in the foreign exchange 
uth the liquidity injected into the 
trough a reaction in cash reserve 
;nts or the cash reserve ratio. Since 
luction amounts to a ‘release of 
liquidity’, in the case of which 
expansion once again depends on 
Iplicr, the comparison is justified, 
^uch a comparison reveals is that 
il net liquidity impact of foreign 
transactions and CRR reduction 
be nine-month period between 
99SandJune 1996 was an injection 
ity of the order ol Rs 14,126 crore”. 
fined, this is in essence the increase 
reserve base which, assuming a 
;r of 3 and some reasonable lag. 
lave pul liquidity amounting to 
'8 crore into the system. Since this 
that there was no real monetary 
:y, the question arises as to why 
rates in the economy ruled as high as 
with real interest rates at doubie- 
|els. 

iBI's answer is ih,-!! the large fiscal 
the go vernment' s budget tightened 
il markets and pushed up interest 
Dwever, this explanation is patently 
factory, because even though the 
ice of a high fiscal deficit has been 
mied by some moderation in the 
itional deficit’ (actually il was higher 
-96 than in 1994-95) or that financed 
'ernment borrowing from thecentral 
jrough the issue of ad hoc Treasury 
lerc has been in fact a substantial 
in the moneti.scd deficit of the 
lent. This is because a substantial 
of government securities put out at 
L-rclated’ interest rates were not picked 
|the financial markets so that they 
ion (he RBI which underwrites such 
As a result net RBI credit to the 
government or the monetised deficit 
■96 amounted to Rs 19,855 crore or 
143 percent of thecentral government's 
;al deficit of Rs 46,550 crore. Since 
letised deficit also contributes to an 
; in reserve money and money supply. 
:al deficit actually contributed to an 
se in liquidity rather than to a tight 
market and high interest rates. 

IS, any discussion of high interest rates 
accommodate for the fact that 
|uate money supply expansion or even 


an 'excess demand' for credit cannot be the 
explanation. A satisfactory explanation must 
turn to the obvious links bi^ween the current 
high interest rate regime and liberali-sation. 
First, given the crucial roir of capital flows 
in forms varying from NRl deposits to 
portfolio equity inflows in sustaining the 
liberal import regime, interest rates and other 
financial returns linked to them have to he set 
high enough to attract such flows. .Second, to 
ensure such high interest rates trade 
liberalisation has been accompanied by a 
'stabilisation' policy which prevents the 
govemmeni from borrowing from tiieccntral 
bank at low interest rates through ad hoc 
Treasury Bills and forces it to borrow at 
‘market-related' rates even when it borrows 
from the central bank. Fiscal reform raises 
the ‘ofncial’ floor to interest rates through 
policy. Finally, banking deregulation which 
sought to restore the attraclivene.ss of bank 
deposits relative to other financial assets by 
libcnilising interest rales, also sought to 
ensure that banks arc able to maintain an 
adequate spread between interest paid on 
deposits and earned on lending by allowing 
them to diversify their activities into a range 
of areas, in paiticular personal finance. As a 
result, not only did interest rates on deposits 
rise significantly, hut the portfolio ol bank 
lending changed substantially. Personal 
financing, in pjirticular high interest 
consumer loans, has come to account for a 
rising share of bank credit, pushing up 
intcre.st rates overall. Factors such as these 
arc mis.sed in the RBI's analysis, which 
despite arguments to the contrary pins high 
interest rates on the government's fiscal 
deficit. 

MILITARY .SPENDING 

Elusive *Peace Dividend’ 

MILITARY spending worldwide dropped 
to a low of 2.4 per cent of world GDP in 1995 
from 3.6 per cent in 1990, according to a 
study by IMF staff, ha.scd on data (or 130- 
member countries of the organisation and 
reported m a recent issue of IMF Survey. In 
nominal terms, (he reduction in military 
spending during the period is estimated to 
have been of the order of $ 120.7 bn. A 
stuJy of worldwide military spending 
during the preceding five years, 1985-90, 
also indicated a decline, llic decline then 
was of the order of 1.3 percentage points of 
GPD, i e, slightly higher than the decline by 
1.2 percentage points during 1990-95. 
Aggregating the two five-year periods, 
military spending worldwide fell by 
almost three percentage points of GDP in 
the decade ending with 1995. l.ookcd at 
differently, military spending as a per¬ 
centage of GDP declined to less than hall of 
what it was at the beginning of (he last 
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(Jecadc. There can thus be no doubt that the 
decade witnessed a “dramatic reduction in 
military spending”. 

Two questions ari.se; One, where did this 
reduction in military spending occur or 
who contributed to this decline in world- 
wide military spending and. two, how was 
the resultant saving or ‘peace dividend' 
used'.' 

The maximum reduction in military 
spending as a percentage of GDP occurred in 
the former USSR. Military expenditure in 
the .so-called transition economics in 1995 
was iviwer in absolute terms by $ 125 bn than 
in 1990, with the countries of the former 
Soviet Union accounting for $ 120.6 bn of 
the decline. While the military spending of 
the industrial countries declined during the 
five-year period by $ 14.2 bn, that of the 
Asian developing countries including not 
only China but also the Indian subcontinent 
countries, increased by $ 15..1 bn and that of 
the developing countries of West Asia and 
Europe, the group with still the highest level 
of military spending as a proportion of GDP, 
increased by $ 6.4 bn. 

As for the use of the so-called peace 
dividend, the aforementioned study rather 
interestingly observes that “countries that 
have made sharp cuts in military spending 
have also tended to reduce their non-military 
spending and their overall fiscal deficits 
while at the same time boosting social 
spending”, suggesting thereby that “the 
peace dividend may have been used in part to 
finance social expenditures and in part 
returned to the private sector, potentially 
boosting private investment". 

it is not clearly indicated what portion 
of the savings resulting from the reduction 
in military spending was used "to boost" 
social spending and in what proportion of the 
90 countries that were found to have reduced 
their military .spending in nominal terms. 
Also, the study fails to indicate whether or 
not the part of the saving that “returned to the 
private .sector" actually translated itself in 
increased private investment. Nor is it 
indicatedif.suchincrca.sed private investment 
was .sufficient to compensate for the decline 
in public invesiment during the period in 
consequence of the relentless pursuit of IMF- 
decrccd reduction in fiscal deficit. So the 
question that remains unanswered is whether 
the peace dividend promoted economic 
growth at all. 

PAKISTAN 

On the Boil 

11' would not he far from the truth to say that 
a decade ago the sort of situation which 
today prevails in Pakistan would inevitably 
have led to the dis.soliition of the government 
and the mthlary si>‘pping in through one 
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doorway or another. If there is a silver lining 
in the gloomy portents in that country today, 
it is that the last decade has seen a 
strengthening of democratic institutions such 
that forces inimical to them can be kept at 
bay. However, in the context of the current 
social turmoil and an economy rapidly 
careening towards the sort of dependency 
situation that perhaps was never there before, 
the question is for how long. The president’s 
recent assurance to the opposition leader, 
Nawaz Sharif, during an unprecedented 
three-hour meeting, that the president has 
the discretionary powers under the 
constitution to dissolve parliament and 
constitute an interim caretaker government 
to conduct fresh elections “if the supreme 
national interest so demanded" is proof of 
two thi ngs; one, that democratic procedures 
and institutions have found their feet and 
must be given their due and, second, chat 
the president is not averse to using his 
‘discretionary’ and extraordinary powers 
underthe controversial Eighth Amendment 
of Zia ul Haq, much condemned then by 
the two parties now in opposition and the 
ruling Pakistan People's Party, but never 
repealed. 

It does not need a crystal-gazer to see what 
is in store on Pakistan’s economic front. The 
rupee has been devalued 30 per cent since 
Benazir Bhutto assumed power, ostensibly 
to “boost exports, restrict imports and 
improve trade imbalance”. And yet no 
comprehensive measures are being taken to 
stall the severe recession in manufacturing 
industry because of the high cost of 
production which in turn is pricing Pakistan’s 
traditional exports out of world markets - 
according to reports, 25 per cent of the 
important textiles sector and more than one- 
half the engineering industry is at a standstill. 
This down-spiral is aided by galloping 
defence expenditure which the Bhutto 
government has found difficult to curtail 
because it has to keep the military quiescent. 
And while inducting her husband, once 
jailed on corruption charges, as minister 
for investment may have legitimised 
Zardari’s involvement in state affairs, it 
has not silenced demands for an inquiry 
commission to investigate corruption in 
high places. In fact, the president has made 
a veiled reference to the public allegations 
about Zardari purchasing a 3S5-acrc estate 
in Surrey. Moreover, the creation of a new 
ministry and its somewhat ambiguous 
description, it has Iteen suggested during 
discussions in the National Assembly, may 
simply be a means of fattening personal 
pockets at the expense of further inflating 
state expenditure and stoking inflationary 
pressures. 

On the political front, the opposition groups 
have recently launched the Save Paki.stan 
Movement (‘Pakistan Bachao Tehreek’) 


which has been having a series of successful 
public rallies. And although the movement 
comprises unlikely parmers, such as the 
Jamaat i Islami, the Pakistan Muslim 
League(N) and the MQM(A) and may well 
have too short a life to make an impact, it still 
represents the emerging forces against 
Bhutto’s patent mismanagement of the 
country’s affairs. The fact that human rights 
and labour groups and fringe political 
formations have also raised their voice against 
it cannot be ignored, particularly because 
sections of these forces had in the past 
rallied around Benazir. This fact also shows 
that these ‘progressive’ forces are well 
aware that neither the army nor the Islamic 
forces are seen as being in a position to take 
charge of the country’s affairs, or even 
wanting to do so, at the present juncture, 
which is why Benazir is no longer the lesser 
of the evils. 

Despite the fact that the army has been 
in Sindhnowforovertwoyears,Ihesituation 
is not far from boiling over at any moment. 
While there is some calm - there have been 
highly optimistic and hopeful reports ol‘ 
Sindhi Hindus returning to Pakistan - Sindh 
is a scene ot continuing tension. And the 
situation there has to be viewed as much in 
terms of the turmoil o f decadent feudal forms 
as of ethnic violence. Without an emergent 
new economic structure, the conflicts arc 
turning increasingly inwards. 

It IS against this background that the 
killing of Murtaza Bhutto should be viewed. 
He did not and never did represent any 
substantial threat to Benazir’s political 
ambitions - but did, however, become a 
site for the crystallisation of feudal power 
struggles. As of now Benazir is unlikely to 
succeed in making political capital of it. 
The usual charges have been made of 
Murtaza supporters having been tr.uncd 
by RAW, while Murtaza loyalists have 
accused Zardari of conspiring to kill him. 
On the other hand, the president appears to 
have opted to pose challenges to the 
government during Benazir’s period of 
mourning, by tiling a reference lo the 
Supreme Court on whether the president is 
bound by the prime minister’s advice on 
the appointment of judges. Commentators 
point out that president Leghari could well 
have waited to seek the apex court’s 
interpretation of article 48(1) of the 
constitution which has been a bone of 
contention between him a(id the prime 
ministerfor some time. In a sense Pakistan’s 
problems are not unique but of a piece with 
the turmoil under way in the whole 
subcontinent. 1 fit is taking a particular turn 
there, it is because of the specifics of the 
country which has as yet failed to produce 
a substantial middle class (as in Bangladesh; 
and/or a working class consolidation at any 
point in its history. 
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CURRENT STATISTICS 


There h«» nccurred ■ sharp downward revision ot loial foodg 
Downward revisions arc observed in khant and rabt oulpul or 
to about S mn tonnes of exports, there has ociurred a 10 mn U|i 
industnes has slowed down this year The number of persons i 
likewise the number of ptaLcmenis moved up from 212 thousf 

Macroeconomic Indicators 
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utput for 1995 9(i by 5 mn tonnes to 185 mn tonnes implying a 5 1 |ter vent tall ovei 1994 95 
rice and wheat This is refletted in reduced puhln. proiurcmcnt partly due m this and partly due 
duciion in fond stocks with public, agencies ovei the past one year the giowlhofinltaMtuvIure 
live registers ot employment exchanges has edged up during 1995 96 from 56 6 inn lu 56 8 mn 
219 thousand that is 5 6 per cent and 5 i per cent ol regisirations in the respective years 
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0 6 

9 1 

87 

8 5 

9 0 

9 7 

n 9 

44 

5 4 

10 1 

54(1 >1 

1 5 

5 5 

IK) 

74 

02 

-1 1 

15 5 

>4 9 

1 4 

10 7 

524 S 

0 0 

14 1 

1 6 

99 

0 1 

0 1 

24 

15 1 

15? 

57 0 

506 ,5 

1 5 

42 

too 

5 7 

45 

54 

10 7 

9 9 

79 

10 1 

505 1 

58 

79 

28 

127 

57 

0 5 

8 1 

12 1 

68 

27 5 

548 1 

I 6 

88 

67 

97 

7 2 

6 6 

10 6 

7 0 

5 8 

100 0 

508 


5 8 

99 

5 2 

9 2 

78 

10 9 

85 

10 1 


Utesj^ 



Vanation (Pei Cent) Point to Point 




Mont i 

Over 

Over 12 Months 

Fiscal Year So Far 1995 96 

1994 95 

99(^94 

199? 95 



unth 

1 alcst 

Previous 

s 

sC 

•wj 

995 96 






55'^ 

1 8 

8 5 

II 4 

6 5 

68 

89 

9 7 

9 9 

6 1 


26 O'* 

0 8 

96 

10 1 

78 

8 1 


9 9 

8 5 

6 8 


25' 

2 0 

7 2 

14 1 

65 

6 ( 

7 2 

II 1 

112 

0 6 


liiduMnal Workers (Is)82^ 100) 55' 1 8 8 5 11-i 

Urban Non Man fcnip (1984 85-100)* 26 0 8 9 6 10 1 

Agri I-lb (1986 87-100) (p) 25'^ 20 7 2 14 1 

UK Based on Imltng factor ot 5 89 between olddacw scries (1986 87 100) 


* For 1995 96 
Vanalion 


Money and Banking (Rs cioiel* 

Aug 50 
1996 

OvViiifnIh 

_lt_ 

Pistal Year So Far 

1996 97 1995 96 

1995 96 

1994 95 

199( 94 

Money Supply (M,) 

6 (0742 

1 

^6) 

^4) 

rJti 0) 

28906 '4 8) 

1I90((2 2) 

“^(4(Tr4) ■ 

“78617 ('|7 47 

~7 5i'07(T9 0 

Currency with Public 

120646 

1 ( 

2485(2 1) 

5552 (5 5) 

17172(17 2) 

18806(22 9) 

141 /0(20 9) 

Deposits with Banks 

504 KXi 

7 

25771 (4 9) 

2665(0 6) 

55702(12 6) 

58956(16 0) 

57925 (18 7) 

Net Bank 1 iidit lo Ciovt 

2/5551 

4‘( 

M.1 8) 

I6I4I (6 5) 

17525(7 8) 

(4994(15 7) 

16(25 (/9) 

28855(16 1) 

Bank Credit to CummI Sector 

((9807 

II (wO 0 

1095 ( 0 1) 

S879 (2 0) 

51246(17 7) 

44991 (18 4) 

17161 (7 5) 

Net Foicign I xchangi Assets 

82899 

4 

HO 4) 

5741 (7 4) 

1075 (-1 4) 

12(5 0 6) 

2529tf(t4 () 

276/4(110 9) 

Reset se Money 

184195 

1 fr0 6) 

10142 ( I'’) 

6708 (4 0) 

25058 (14 8) 

5(X)tm(22 1) 

2/89? (25 2) 

Ncl RBI ( ledil to t entre 

12 4286 

6rl 

b>2> 

5518 (4 61 

I508I (15?) 

19855(20 1) 

71(0(2 2) 

260(0 1) 

Ad hoc Tic isuiy Bills 

Scheduled Commercial Banks 

52220 


4^8(X) 

7775 

10280 

5965 

1/50 

65(K) 

IX posits 

45(096 

s 

<>) 

20751 (4 8) 

ISI ( 01) 

45486 (118) 

55610116 1) 

52144(18 6) 

Sdvanccs 

249511 

111 

f-0 5) 

2789) 1 1) 

828 (0 4) 

40540(19 2) 

4(8)58(2(8) 

I15(»6(7 0 

Non FoihI Advances 

2(9566 

Q 

aneg) 

2745 ( 1 1) 

599 ( 0 2) 

45024(2) 6) 

1/797 (■>(4) 

8875(5 8) 

investments 

175940 

M 

MO 7) 

11 799 (7 2) 

6544 (4 4) 

14887(10 0) 

lap^dos) 

■>8641 (?6 9) 


‘ Based on March 51 ligtircs at(ei closuie of goveru 
March 29 1996 

Index Numbers ol IndustrialWcighls Apnl 
Production (1980 81 KKt) 1996 


I accounts except lor 1995 96 (full vcai) and 1996 9/ where (he hanking data relate to 


1995 94 


I iscal Ye a r Averages _ 

’1992 95 1991 92 I99()“9f 1989 90 1988 89' 


Gincril Inil x 
Mining and Q)uairying 
Miiniifacturing 
Hiectncity 


Capital Market 


1000 277 2(77) 28flR0) 2557(94) 251 1(561 2189(2 5) 2159(06) 2126(82) 1964(86) 1809(87) 

11 5 257(.{2I) 2»8) 2488(75) 251 2(54) 2257(06) 222 5(4 5) 2212(6 5) 2lt 6(/9) 199 1(57) 

77 1 2728(89) 27® 6) 245 4(98) 222 5(5 5 ) 210 7(2 2)206 2( 08) 207 8(89) 190 /(86l 1756(87) 

114 546 9(4 9) 5W 1) 514 6(8 5) 290 0(7 4) 269 9(5 0) 257 (K8 5) '>56 8(7 8)219 7(10 9) 198 2(9 5) 


Scpl 27 Wh Year I99f> 97 So par 
1996 


BSbScnsilivc Index (1978 79= l(X)) 5255( 5 4) 

National Index (1985 84-100) I459( 69) 

BSF 200 (1989 90- 100) 524( 6 4) 

NSt (Nov 5 1995= I (XK)) 947 i 

SkmdiaCiDR Index (Apr 15 I 994=I00)6I( 24 2) 


foreign Iradr 


Exports Rscrore 
US S mn 
Imports Rscrore 
US S inn 

Non POL US $ inn 
Balance ol Trade Ks cmre 
I IS $ mn 


< uniulative fo 
1996 97 



557 (50 0) 
724 (29 9) 
529 (59 4) 
250(59 2) 
150(44 I) 
-4792 
1526 


I0fi465 (29 5) 
51851 (21 4) 
121647(57 I) 
56570(28 7) 
29214(29 6) 
-15182 
4559 


82550(18 4) 
26255(18 5) 
88705 (21 8) 
28251 (21 7) 
22558(29 I) 
-b575 
2018 


69547(50 4) 
22171(20 4) 
72806(15 7) 
25212(6 8) 
17456(10 6) 
5259 
1059 


55688 ('>1 9) 44042 (55 5; 

18557(5 8) 17866 ( 15) 
65 05(17 4) 47851 (10 8) 
218X2 (P 7) 19411 ( 19 4) 
15782(12 5, 14047 ( >2'’) 
9(.87 5809 

5 (45 1545 



Sept .15 

Sept 15 1 

foreign Exchange Reserves 
(excluding gold) 

1996 

1995 

Rs crure 

65424 

60797 

US $ mn 

18298 

18968 i 


Vortution Over 
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Agriculture 


Ratairoll 

(June 1 to Julv3l) 




June-Heptember 


1996 

35 Meleorogicol divisions 

1995 

1994 

1993 

1992 

1991 

1990 

1989 

1988 

1987 

1986 

Excess/Nomial 30 

30 

29 

28 

17 

21 

32 

29 

32 

14 

21 

Deficient/Scanty/Nil 5 

5 

6 

7 

18 

14 

3 

6 

3 

21 

14 

ProductioD 

1995-96 1994-95 1993-94 1992-93 1991-92 1990-91 1989-90 1988-89 

1987-88 

1986-87 

(Agricultural Year) 











Total Foodgrains (mn tonnes) 

185.0 

191.1 

184.3 

179.5 

168.4 

176.4 

171.0 

169.9 

140.4 

143.4 

Kharif 

97.7 

100.6 

100.4 

101.5 

91.6 

99.4 

lOl.O 

95.6 

74 6 

80.2 

Rabi 

87.3 

90.5 

83.9 

78.0 

76.8 

77.0 

70.0 

74.3 

65.8 

63.2 

Total Rice (mn tonnes) 

79.6 

81.2 

80.3 

72.9 

74.7 

74.3 

73 6 

70.5 

56.8 

60.6 

Kharif 

69.7 

71.4 

70.7 

65.3 

66.4 

66.3 

65.9 

63.4 

49.0 

53.6 

Rabi 

9.8 

9.8 

9.6 

7.6 

8.3 

8.0 

7.7 

7.1 

78 

7.0 

Total wheat (mn tonnes) 

62 6 

65 5 

59.8 

57.2 

55.7 

55.1 

49.8 

54.1 

46.2 

44.3 

Total coarse grains (mn tonnes) 

30.0 

.30.4 

30.8 

36.6 

26.0 

32.7 

34.8 

31.5 

26.4 

26.8 

Total pulses (mn tonnes) 

13.0 

14.1 

13.3 

12.8 

12.0 

14.3 

12.8 

13.8 

11.0 

11.7 

Kharif 

4.9 

4.8 

5.4 

5.6 

4.4 

5.4 

5.5 

5.6 

4.4 

4.2 

Rabi 

8.1 

9.3 

7.9 

7.2 

7.6 

8.9 

7.3 

8.2 

6.6 

7.5 

Oilseeds (mn tonnes) 

22.0 

21.4 

21.5 

20.1 

18.6 

18.6 

16.9 

18.0 

12.7 

11.3 

Sugarcane (mn tonnes) 

280 5 

271.2 

229.7 

228.0 

2.54.0 

241.0 

225.6 

203 0 

196.7 

186 1 

Raw cotton (lakh bales of 170 kgs each) 

130.9 

121 0 

107.4 

114.0 

97.0 

98.0 

114.0 

87.0 

64.0 

69.0 

Jute and mesta (lakh bales of 180 kgs each) 

89.0 

94.5 

84.2 

86.0 

103,0 

92.0 

83.0 

79.0 

67 8 

87,0 

Prociirancnt of Foodgrains Up to August 5 










(mn tonnes) 1996-97 1995-96 1994-95 1995-96 1994-95 

1993-94 

1992*93 

1991-92 

1990-91 

1989-90 

1988-89 1987 88 

Total (April-Morch) 


23.0 25.3 

27.2 

18.9 


23.9 

20.2 

14.1 

14.9 

Rice (October-Sepiember) 

10.0 13.6 

13.4 

13.7 

13 1 


12.7 

11.8 

77 

6.9 

Wheat (April-Morch) 8.2 

12.3 


11.9 

12.8 

6.4 


7.8 

111 

9,0 

6,5 

Offtake of Foodgrains (mn tonnes) 

June 

June 

Cumulative for 







(April-March) 

1996 

1995 

19%-97 

1995 % 

199.5-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

Total (inci coarse grains) 

1.5 

1.2 


■a 

258 

18.7 

17.9 

17 1 

19.2 

16 1 

Rice 

0.9 

0.8 



13.5 

8.6 

9.0 

94 

10 1 

7 9 

Wheat 

06 

0.3 


1,7 

122 

lO.I 

8.9 

77 

9 1 

82 

Food Stocks with Govt Agencies (mn tonnes) June 

June 









(April-March) as at the end of the period 

19% 

1995 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 1988-89 

Total (inci coarse grains) 

27.8 

36.5 

23.3 

27.7 

22 2 

14.7 

12.2 

Wm 


■BEa 

Rice 

13.3 

17.1 

14.6 

18.9 

14.7 

11.0 

9.8 




Wheat 

14.4 

19.4 

8.7 

8.8 

7.3 

3.0 

2.4 



■i 


Industrial Production 


Infrastructure Industries 

June 

Variation Over 

Cumulative for Fiscal 





1996 

Month 

Year 

_YitatlofaL 

1995 96 

1994-95 

1993-94 



Ago 

Ago 

19%-97 

1995-96 




Coal vmn ms) 

19.93 

-l,69(-7.8) 

1.05(5.6) 

61,7(10.4) 

55.9(8.2) 

270.1(6.4) 

253.7(3.2) 

246.(K3 4) 

Electricity Generation (mn kwh) 

30313 

-2758(-8.3) 

2068(6.7) 

95985(2.1) 

93«5(I2.5) 

379684(8.2) 

351025(8.5) 

323323(7.4) 

Hydel 

.5048 

129(2.6) - 

-I283(-20.3) 

14877(-I6.3) 

17768(8.7) 72223(-12.5) 

82511(17.3) 

70311(0.8) 

Thermal (inci nuclear) 

25265 

-2887(-10.3) 

651(2 6) 

81128(6.4) 

72627(13.4) 307461(14.5) 

268514(6.1) 

2.53012(9.4) 

Plant load factor 

61.5 

- 

- 

65.4 

64.3 

63.0 

60.0 

61.0 

Crude Petroleum ((X)0 ins) 

2562 

-l74(-6.4) 

-377(-12-8) 

7991 (-9.4) 

8821(78.1) 

34563(7.2) 

32239(19.2) 

27015(0 3) 

Petroleum Products (000 tns) 

4933 

-271 (-5.2) 

17(0.3) 

15257(6.8) 

14288(9.0) 

58578(3.6) 

56534(3.9) 

.54344(1 6) 

Saleable Steel (main plants) (OCX) tns) 1095 

-25(-2 2) 

63(6.1) 

3349(6.0) 

3161(8.2) 

13982(8.9) 

12839(8.3) 

11860(4 7) 

Cement ((X)0 tns) 

6292 

-163(-2.5) 

763(13.8) 

19100(14.0) 

16760(8.9) 

69309(11.2) 

62355(7.6) 

57833(6.8) 

Fertiliser’s (N) (000 tns) 

618 

39(6.7) 

50(-7.5) 

1688(-I5.8) 

2006(9.6) 

8777(10.5) 

7945(9.2) 

72.30(-2 7) 

Fertiliser's (PjO,) (000 tns) 

172 

8(4.9) 

-45(-20.7) 

500(-l6 5) 

599(8.4) 

2558(2.6) 

2493(37,3) 

t8l6(-20 8) 

Revenue Earning Goods Traffic on 









Railways (mn tns) 

31 

1(3.3) 

-2(-6.1) 

96(6.5) 

90(5.2) 

391(7.0) 

36.5(1.9) 

.351(0.3) 

Employment 

Employment Exchange Statistics 

March March 







(000) 

1996 1995 

1995-% 1 

1994-95 1993-94 1992-93 

1991-92 1 

1990-91 1989-90 1988-89 

Number on live registers (end-period) .36825 36635 

36825 

36635 36039 36306 

36552 

34890 33249 30305 

Number of registrations 


344 372 

5883 

5931 5667 5100 

6079 

6404 6823 6010 

Number of placements effected 


19 24 

219 

212 

216 229 

259 

253 

294 312 

Placements as percentage to 









registmtions 


5.5 6.5 

3.7 

3.6 

3.8 4.5 

4.3 

4.0 

4.3 5,2 


.. Noi available 
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COMFAINIES 


EPW Reiieiirch Foundation 


INDAL 

New Projects 

INDAL, the country's largest raanulaciurer 
of semi-fabricated aluminium, closed the 
year ended March 1996 with a sales turnover 
of Rs 1,053 crore, up by 17 per cent. Other 
income was up by Rs 11 crore. Interest costs 
moved up by 13 per cent. Provision for 
depreciation was up by 11 per cent. Tax 
provision moved up from Rs 2 crore to Rs 35 
crore. Indal ended the year with a net profit 
of Rs 114 crore, up by 24 per cent. The 
comjiany has declared a total dividend of 40 
per cent for the year. 

Exports rose by 19 per cent, to Rs 199 
crore. South Africa and Vietnam were ihe 
new ex port markets acquired by the company. 

A divctsified company, Indal is into 
manufactuiing sheets (including foil, 
extrusion, metal and carlmn), chemicals and 
electronics. The shecis division contiibutcd 
.50 per cent to t he total lunio ver of t he ci impany 
with chemicals and foil and packaging 
conliibuting 18 per cent and 13 per cent, 
respeciively. 

Indal's smelters at llirakud (Orissa), 
Alupuram (Kcr.ila) and Belgaum (Karnataka) 
produce mcial lo meet the company’s own 
requiremcni. 

'I'hc company has enteicd into a joint 
venture agrcetncnl with Norsk Mydio of 
Norway, one of the world’s largest players 
in ihc extrusions market, to manufacture and 
market aluminium extrusions and related 
systems in India. The new company ts to be 
called Hydro Aluminium Extrusion where 
Indal would hold a 49.5 per cent stake, with 
the rest being held by Hydro Aluminium 
Extrusion, .i division of Norsk Hydro. The 
total share capital ol the new company would 
be Rs 25 crore. The company will inanutaciure 
aluminium extrusions mainly for the 
construction indiistiy and also develop the 
market tor such products by adapting designs 
for the Indian market. 

The company is planning to .set up a third 
aluminium toils plant. It has short-listed 
three sites, namely, Pondicherry, Hyderabad 
and Maharashtra. The company’s two 
plants at Kalwa and Hyderabad produce 
pharmaceutical toil, household foil, cable 
wrap, foil board laniinates and condenser 
foil. 

Indal has also undertaken a feasibility study 
for a new business, vi/., kaolin processing. 
Kaolin has worldwide application in the 
ceramic industry for the production of 
.sanitaryware, tableware and tiles. 

Thecompany’s25,fX)Oipaaluminiumscrap 
recycling facility at Taloja is expected to 
augment its captive metal base. Indal is 


plafk to set up a 100 mw naphtha based 
coi|jd cycle power plant in Beigaum in 

pxpansion of alumina capacity by 
20 k tonnes per annum and standard 
alup from 22,000 lo 26,000 tonnes per 
an&t Beigaum is nearing completion. 
rhSal alumina project has made progress. 



into New Areas 


Blnr has a range of dtvetsilicd activities 
in# field of air-conditioning and 
reliatton, industrial process control, 
cliSics. medical equipment and software. 
M^an 50 per cent of the turnover comes 
fri||c AC and R division. 

*ompany closed the tinancial year 
cpl^arch 1996 with net sales of Rs 373 
c* IP t’y 25 per cent from Rs 297 crore 
ac^ in the previous year. Other income 
in|pd by 158 per cent. Interest cost came 
dij^y 22 per cent. Provision for 
d(ji|uiion and tux rose by 31 per cent and 
8(^‘eni, respectively Net profit moved 
u|^4 per cent from Rs l<i crore to Rs 
2l|e for the year under review. Dividend 
p.'&t has been maintained at 35 per cent. 

mC and R divi.sion recorded a growth 
o£cr cent in new oidcr Inxikings and 
si||iencd its leadership in the central air- 
cjinning and packaged air-conditioner 
n|l>. In keeping with the demands of the 
\ttal Piotncol which calls for a halt to 
tnnufacturc of chlorofluorocarhons in 
dming countries by end '2(X)5, a major 
iiHient IS being made by the company 
f«itch over to ozonc-tricndly refrigerants 
vile help of a grant by Ihe multilateral 
fw agency set up under the aegis of the 
wal Protocol. 

« .Star has a 45 per cent market share 
iffiral air-conditioning It also operates 
iK areas ol software and commercial 
(jpicnt. In air-condilioning it plans to 
A foray min the window air-conditioning 
&(. TTie company has entered into a 
Aieal collaboration for product 
Sttnufacturing technology for air 
Aioners with Rheem Manufacturing 
•any, USA. 

company is considering entering 
n markets forair-conditioning projects, 
a presence in Malaysia, through its 
'cnture, Aiab Malaysian Blue .Star, the 
any plans to bid for projects in Europe, 
ica and Africa together with business 
;rs in those areas. In Asian countries. 
Star plans to do the bidding alone, 
ring the yeat under review the company 
hed a joint venture named Stork 


romprmio Blue Star which is aggressively 
bidding for contracts in the petroleum, 
petrochemicals co-general ion sector. .Stork 
Compnmo is a world leader in sulphur 
recovery technology. 

Tile company’s AC and R division hd.s 
ventured into industries like floriculture, 
aquaculture and mushroom fanning. With 
large investments llowing into the fields ol 
flonculture. horticulture and aquaculture, the 
demand foi specialised refrigeration 
equipment will be on the nse. 

SPK' 

Rise in 'l\irnovcr 

A joint venture w ith Ihc Tamil Nadii liidtisl- 
rial Development Corpoialion, Southern 
Pctroclicmieal Industries Cor|Hiration (.SPICj 
is a Madras-based group. Though fertilisers 
is its mainstay, it has diveisificd interests in 
petrochemicals, infiastrucluie, electronics, 
phcirmacculicals, tciccominunicalions and 
power. 

The company closed the linaiicial year 
ended March 1996 with a lumovcrcil Rs 1,782 
crore, up by 45 (icr cent (rom Rs 1,242 crore 
in the previous ycqr. Interest costs rose by 
47 per cent Provision for depreciation 
incicn.scd by 59 per cent. The company paid 
/CIO lux, like in the previous year. Net piulit 
moved up by 20 per cent from Rs 68 crore 
lo Rs 81 crore. A dividend of 30 per cent 
on equity and of 12.5 per cent on preference 
capital has been iccoinmcndcd by the board 
of diicclors. 

The fertiliser division accminicd for about 
70 per ceni of the turnover. Total fertiliser 
sales (oiiched a high ol 2.5 mn tonnes. The 
shipping division earned Ks 38 crore in 
foreign exchange for the year undci review. 
The company’s vessels have mainly iieeii 
used tor ensuring coritiiiuous supply ut 
im|K>rted raw material lorihe.Sf-’K'’ fcrtili.sei 
complex. The division also chartered vessels. 
Sp'c’s loray into LKj was made with the 
launch of .SPIf’ Joihi. 

The heavy chemie.ils division 
maiiufacturnig caustic soda and chlorine 
achi'.vcd 100 per cent eupaciiy utilisaiion. 
Modernisation of the plant to cotivcrl it lo 
the technologically better ‘incmbiaiie 
process’ is in progress. The SM(3 division, 
the company’s engineering unit, bagged a 
Rs 22 crore turnkey order Irom the ON(if'. 
,SMO would also bid for an cicclrilicaiion 
project in Syria, who.sc value is of the order 
of Rs 2(K> crore. Full capacity utilisation was 
achieved by the pharmaceutical division 
during the year under icvicw. The company 
also commissioned its HXX) mu peniriliin 
plant. 
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The Week’s Cempuiics 



Income/approprlaUoiis 

1 Nel sales I0S343 

2 Value of pnxiuction I0729S 

3 Other Income 1091 

4 Titlatimome 108386 

5 Raw materials/Stores and 

spares consumed 37810 

6 Other manufacturing expenses 21112 

7 Remuneration to employees 9371 

8 Other expenses 17616 

9 Operaling profit 22477 

10 Interest 4490 

It Gross profit 18804 

12 Depreciation 3800 

13 Profit before lax 14924 

14 Tax provision 3500 

15 Profit after tax 11424 

16 Dividers 2844 

17 Retained profit 8580 

IJabllitics/asscts 

18 Paid-up capital 7111 

19 Reserves and surplus 54203 

20 Lung term loans 27054 

21 Short term loans 5677 

22 Of which bank borrowings 16 

23 Gross fixed assets 82967 

24 Accumulated depreciation 25548 

25 Inventories 21739 

26 Total asscls/liabilitics 113303 

MlsccHancaus items 

27 Excise duty 13118 

28 Gross value added 32916 

29 Total foreign exchange income 19941 

30 Total foreign exchange outgo 14735 

Key financial and performance ratios 

31 Turnover ratio 

(sales to total assets) (%) 93.0 

32 Sales to total net assets (9b) 112.0 

33 Gross value added to 

gross fixed assets (%) 39.7 

34 Return on investment 

(gross profit to total assets) (9b) 16.6 

35 Gross profit to soles 

(gross margin) (9b) 17.9 

.36 Operating profit to sales (9b) 21.3 

37 Profit before tax to sales (9b) 14.2 

38 Taxprovisiuntoproritbefon:tax(9b) 23.5 

39 Profit after tax to net worth 

(return on equity) (9b) 18.6 

40 Dividend (%) 40.00 

41 Earning per share (Rs) 16.07 

42 Book value per share (Rs) 86.2 

43 P/E ratio (based on latest and 

corresponding last year's price) 9.7 

44 Debt-equity ratio 

(adjusted for revaluation) (9b) 44.1 

45 Short term bank borrowings 

to inventories (9b) 0.1 

46 Sundry creditors to 

sundry debtors (9b) 82.6 

47 Total remuneration to employees 

to gross value added (9b) 28.5 

48 Total remuneration to employees 

to value of production (9b) 8.7 

49 Gross fixed assets formation (%) 14.3 

50 Growth in inventories (9f)) -6.47 
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SPIC Pharma, the drugs and pharma¬ 
ceuticals division, has plans to invest about 
Rs 300crore in its core areas of fermentation 
products, synthetic drugs and herbal products 
in the next two to three years. The company 
has identified cephalosporins as the next 
antibacterial to be manufactured. The 
company commissioned a world sized plant 
for Penicillin G in June 1995 at Cudtyore 
in South Arcot, with an initial investment of 
Rs 180 crore and technology from CIPAN, 
Portugal. The division has been 
experinwnting with afew other antibacterials 
that could be viable for commercial 
production along with working on a number 
of synthetic bulk drugs which werein various 
stages of development. The division aimed 
to develop products with an ayurvedic base. 
More than half of the outlay of Rs 300 crore 
would be invested in the antibacterial 
segment, as the manufacture and production 
of fermentation (antibiotics) drugs was 
capital intensive. The remaining amount 
would go to synthetic drugs and herbal 
products. Plans arc on to take over 
Amrutanjan, a hou.sehold name among over 
the counter drugs. In this the company faces 
competition from Reckitt and Coleman and 
Procter and Gamble. 

The company is setting up a Rs 16.5 crore 
fertiliser plant in UAE and has e.stablishcd 
a wholly owned subsidiary, SPIC 
Fertiliser Company, to manufacture 1,200 
tonne a day of urea and its raw material 
ammonia in UAE's Jcbel Ali Free Trade 
Zone. To save on costs the company has 
dismantled a second-hand ammonia and 
urea complex which it bought from Sri 
Lanka and has relocated it in the UAE. 
Prompted by a feedstock shortage the plant 
to be originally located in Raja.sthan is to be 
set up in UAE. To fund the project the 
company in addition to a GDR issue plans 
to raise around Rs 10 crore through a 
consortium of banks in Europe and the US. 
The ammonia project at Dubai would go on 
stream in 18 months from June 1996. It 
would be a naphtha-cum-gas based unit 
though initially it would be based only on 
naphtha. Both the joint venture projects are 
highly capital intensive and subject to 
implementation delays and can be expected 
to contribute to the margins only after a 
period of two to three years. 

The group's tissue culture production 
facility at Coimbatore has the technology to 
produce 140 varieties of ornamental plants, 
fruit crops, plantation crops and forest 
trees. SPIC has an ambitious project for 
its agri business division. The project 
involves setting up of agro-service centres 
to interact with fanners’ clubs and sell 
inputs like improved seeds, and fertili.ser to 
farmers through these clubs. The company 
has plans to do business up to Rs 200 crore 
a year. 
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• Weighted average of borrowing rates reported to tiB selected banks and DFHI, weights being proportional to amounts borrowed. 

Figures in the parentheses represent weekly ranges similar period last year. 
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CimmiA Caji MuNfcYRATi (Wfpkiy Weiohtu>Avi-iiaoe RBI Semis), 
April I996tdAii<jUst I‘>96 


Graph Acrr Quotations for toe US Dollar in -nai DoMiisnc 
V Intir-Bank Market 
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bulks should expand Iheir invesiinents in 
uovemniL 111 md other appros ed sctunties by 
11 I SStioreihis vearsolai (betweenMarch 
29 and August ^0) against an .idditional 
inscsiment ot only Rs 6,544t tore during the 
c otnpat tide pr nod last year .ind reduce their 
boirowings irom RBI to such a low level as 
Rs I 492 cioic a tall ol Rs ^ crorc suit e 
M Tch 29 

Gomrn II m Bokkowinc 

Sill li an abundance ot short Ici m liquidity 
bci line tortuilous tor the government to 
loinplcio up to end Seplcmbei about 
Rs 16 24Scioieoutntitsnetmarkelboiiow 
iiiu piogr inline ol Rs 2*i 498 cioie 
(Rs 1'688 ciore tliough i onvcntional and 
othci niidiuin and lung term boriowings 
aiKlRs2 ‘>61) CIOIC ol 564 day TBs), though 
the yield talcs ottered hive shown only 
ti ictioiial deil'ties not coinmciisuratt with 
tli^ liquidity easiness About 64 pei tent ol 
ihc yiai s maiket boiiowings have atieadv 
b( on ettei iid \nothci icmarkabic achieve 
inentonthe list il side has been the dramatic 
inprosemtnl m the use ot ad hoc IBs bv 
(he I'ovcrmnciit which tell tioni the peak ol 
Ks 22 095 crou as ot July 5 to below the 
within tilt vcarlimitloRsb 855ccorcason 
August lb and tinallv to as low a ligure as 
Rs 2 775 II,lie as on August 50 Such 
boiiowings I o drop in August each year on 
u count ot the inflow ot govcnimenl levenues 
IS tiso the UBl protits which ait cicditcd to 
ihcgovtmmcni iround this time ilterclosing 
ot the icniril bank auounls lor the past 
three years the RBI has also been transferring 
the exi hangc loss reserscs bind accumulated 
by it to meet the li ibilities on account ot the 
It NRtAlscheme Itmavbcrccallcdihatthc 
c xc h ingc loss liabilities on this sc heme was 
bi ing boine bv he RBI With the decision 


to close the scheme in 1994 the ni 
taken over by the govemmeni I he R 
been transferring the exchange risk I 
the government each ycai in proport 
the liabilities falling due each ycai Fa 
the last election year had seen the usd 
hoc levels going bevond Rs lOtXMltj 
even around this time ; 

Lmi KbENir- Ol Bonos M Mixrr Impi ic 
rORCoRPORAIl GoVlRNANCr ^ 

While the government found il ci 
laise funds (lum the niarket because I 
banks avowed preferences tor goverj 
paper the corporate sector has been J 
a resource crunch both bee ausc of exoi] 
latcs of interest and the banks (uket 
attitude towaids lending Also aslhcij 
market showed no sign of rcviva 
corpoiate sector decided to shift its ain 
to the debt market tor its rcquircmcl 
funds Several piinic companies were 
to be tapping the debt market through b 
thus directly competing with the fin 
institutions and public sectoi undertal 
According to one estimate, atotal amo 
Rs 11 6(X) crore was raised by top tin 
nstitutiors and corporates duiing th< 


halt of this year and it is expected that they 
would mop up another Rs 10 (KK) crorc or 
more during the second half 
As explained in a subsequent paiagiaph 
the emcrgenc c ol the bonds market has raised 
a number of issues conccining then 
regulation transparency and information 
system depository and othei lacilitics for 
socondaiv market tiading and the extent ot 
lepo lacility to be permitted so as to confer 
liquidity torthe bonds A wider issue arising 
from the emergence ot bonds as m i mportant 
sourccof funds formanulaciuiingiompanies 
which has not been generally raised relates 
to Its implications for corpoiate gov en ance 
I his system will imply neither the model 
adopted by North Amcnc a whci c the capital 
mai kei domin,ucs in supply ol lunds and the 
expectations ot shareholders tend 'o occupy 
an important position in coqxuatc governance, 
not the (lei man and Japanese model wherein 
the banks and tinancial institutions supply 
the bulk ot investible lunds and thus exercise 
signiticant influence over corporate 
managements With bond-, havirg neither 
voting rights noi institutional influence they 
will haveliltlecontrol over how thecorporales 
are managed except fiom the indited 
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influence based on the nature of credit-rating 
statusconferred on borrowing companies. In 
this regard, it would be interesting to study 
a.s to what has motivated theFICCI to propose 
theintroductionofasmanyas21 new financial 
instruments - all in the debt and derivative 
categories - such as zero coupon bonds, 
floating rate notes, industrial revenue bonds, 
clip and strip bonds, dual convertible bonds, 
commodity bonds, notes with warrant for 
debt, indexed floating rate notes, bought out 
deal, factoring services, forfeiting, book 
building, forward contract, swaps, financial 
futures and caps. Apparently, the finance 
minister has gone on record to promise that 
by the end of this year the Companies Act 
would be amended to facilitate the introduction 
of such instruments. 

Other Developments 

in another development, the RBI 
backtracked on the scheme of commission 
to the primary dealers as it was vitiating the 
yield curve and also because the value of 
commission was going beyond all reasonable 
calculations. The commission paid on 91 -day 
T- bills was reduced by 50 per cent from 25 
pai.se per Rs 100 to 12.5 paise, effective 
August 2.S. This was mainly because banks 
were touting their requirements through the 
PDs merely to share the commission. The 
SGL transactions of August 24 did not report 
any tradcin this paperindicating that no trade 
was routed through PDs.Twoother measures 
introduced by the RBI recently with bearing 
on the money market are: first, banks are free 
to invest in the CDs issued by other banks 
and financial institutions in the secondary 
market; and second, banks are banned from 
buying public sector bonds in the secondary 
market. The latter may affect investment for 
want of an exit route but it may also induce 
some banks anxious to hold PSU bonds to 


iniM file primary stage itself. 

I » 

I Overnl^t Money and 

'|i'orctgn Exchange Markets 

'# overnight call money rates have 
gesly niled at the unreali.stically low levels 
of jj^r cent since the one percent CRR 
cujpjly 1 -asituation which has persisted 
fotttst pan of August except for some 
shArm trigger points giving rise to the 
ra&ling in the range of 8 to 10 per cent. 
Tl||st trigger was provided by one holiday 
aiw day’s strike call given by a trade 
uiwroup (NCBE) which dominates large 
bsMike State Bank of India and Bank of 
Ba in the reporting week ending August 
If^ lenders also took advantage of the 
c(i|fion created by a report in a leading 
fimal daily which quoted -the RBI 
Gigpor as saying that the interest rates 
w lively to remain high in the remaining 
paol the financial year. A closer reading 
ola|nterview, however, clarified that the 
Gs||tior was actually referring to the rates 
in^call market, which according to him. 




ei^d to rise a little to come to reali.stic 
Icgf The sentiments were further affected 
b;^act that the strike call given by NCBE 
fw reporting Friday which followed th<f 
iiwdence day holiday, thus effectively 
bng forward the reporting Friday by two 
fiMys. Taking advantage of the market 
si&nt, nevertheless, (he lenders rigged 
uw rates which jumped from 3 per cent 
u Jkugust 10 to a range of 6.50 to 9.00 
p&t on August 12. Although unable to 
btt the psychological barrier of 11 per 
cifefinance rate, the rates then remained 
ii((|:range of 7.30-10.50 per cent for the 
rri^ the month, coming down to the 
cfphary half to one per cent range only 

k] 

am 3: Auctions of QI-Day Treasury Bills 

'■'i, 


on or around reporting Fridays. The period 
coincided with outgoes on account of state 
loans (Rs 2,526 crore) and also the 
government of India loans (Rs 2,174 crore), 
which consisted of the third tranche of the 
partly-paid security issued in June (Rs 1,250 
crore) and the latest issue. Overall, the weekly 
weighted averages of call rates were higher 
in August than in July but remained below 
(he two-digit levels in both the months unlike 
for a long period earlier. Also, the weekly 
movements of coefficients of variations (in 
percentages), turned out to be wider in August 
than in the preceding three-months period 
(Tables 1 and 2; .see also Graph A). 

Forex Market 

The month witnessed a see-saw movement 
in the value of the lupee, though overall it 
remained weak against the dollar during the 
large part of the month. Although opening 
on a strong note, tlie RBI reference rate for 
the rupee which was in the range of 35.55/ 
65 to the dollar, soon fell to around 35.75/ 
76 on August 8/9. The RBI intervened 
intermittently to maintain the balance in 
demand and supply. 

While fearing that the rupee will weaken 
even further, importers were busy booking 
their requirements and the large purchases by 
,SB1 were also responsible for the weakening 
of the rupee. Besides, Fils, the largest 
suppliers of foreign exchange in recent 
months, were holding back their in vestments. 
Fils apparently reacted adversely to the 
Budget announcement of non-voting shares 
and the underlying political uncertainties. 
During August, Flls’ net investments were 
only $ 67 million (Rs 237 crore) as against 
$ 302million(Rs l074crorc)inJuly. Though 
the rupee was not allowed to cross the barrier 
of 36 per US dollar, it generally stood lower 
with the RBI reference rate touching Rs 35.78 


(Amount in rupees, crore) 



Graph C. Annualised Daily t -Month. 3-Monih, and 6-Mohth 
Forward Premia in Percentaoe for toe US Dollar 
IN THT Domestic Inter-Bank Market 
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on August 29 (Graph B). The second half 
ut the month also saw hardening of six- 
month premium which ranged from 181 
paise to 208 paisc oi 10 1 per cent to 11.5 
per cent annualised (Graph C). The rise in 
the cal I money market had led to the hardening 
ol the premia. 

Ill 

Primary Market in Government Paper 

Stulr I oans 

The Reserve Bank ol India offered, on 
August 12, the 10-year state loans The 
second tranche ut the slate loans at a coupon 
late ol 13 85 pel cent received an 
oversubscnption ol Rs 1,026.46 crore. For 
a notified amount of Rs 1,500 crore lor 16 
stales, the Reserve Bank received an amount 
ol Rs 2,526 46 crore. The Reserve Bank 
decided to ictain the oversubscnption. The 
Reserve Bank has been following the policy 
ol getting the borrowing programme of the 
states out ol the way in the first hall of the 
financial year so that it might not clash with 
the centre's laige borrowing .schedule later 
in the year The RBI has been adopting this 
strategy lor the p<i.st two years as the liquidity 
position 111 the financial system remains 
uiKertJin The Inst tranche of state loans in 
this financial year at 13.85 percent coupon 
I ate w.is issued in May which was also 
grossly ovcisubscnbed thanks to the RBI’s 
acti ve intervention. The reduction in the yield 
rate was meagre compared with 14 per cent 
paid in the previous year. 

Governmeni of India Papei 

Altei a spate ol short-term paper, the 
government ol India once again came up with 


an issue of long-term paper in Augut It 
notified the sale of lO-year paper havi a 
fixed coupon rate of 13 85 per cent. Eai r, 
in June, the government had sought to i ic 
Rs 5,000 crore through the ten-year p :r 
at the same pre-announced rate of 13.8) ;r 
cent. In order to attract investois, c 
government had offered this in the fun )l 
a partly-paid security; the issue was I y 
subscribed.Thistimc.thcgovemmentofl U 
a plain vanilla option and targetted to i ic 
a modest Rs 2,000 crore. The market pi n 
less than 50 per cent of the notified ami it 
with a large portion coming from msun :e 
companies and provident funds. In K 
applications, the RBI received Rs 961 8 
crore from the market which were all acceji 1 
'fheRBIandthePDstookthcbalanceami it 
with Rs 924.33 crore and Rs 107.29 cn :, 
respectively. Coming as it did on the day) :r 
the third tranche of the partly-paid seen y 
floated in June fell due on August 24, ic 
sale of 10-year paper was bound to :t 
lukewarm response from the market, c 
outflow on account of partly-paid seen y 


Penod to Matunty in Ascending Order 


Table 4' AumoWH 364 -Day Treasury Bins 


was Rs 1,250crore. Moreover, there was also 
an outflow of Rs 2,526 crore on account of 
state loans on August 12. 

It was expected that this year, in view of 
the easy liquidity, the RBI would follow a 
conscious policy of bringing down the yield 
rales on government paper of various 
maturities Init the reductions m rates has been 
fractional as compared with the pronounced 
increases effected while the coupon rates 
were kept on the upward trajectory. This was 
so whether for the short-term paper or long¬ 
term maturities. For instance, within the space 
of about a year, the yield rate on lO-year 
paper was allowed to be pushed from 12.35 
percentir.May 1994 to 14.0 per cent in May 
1995, but despite the availability of abundant 
liquidity, the coupon rate for a similar security 
in June 1996 was pre-announced at 13.85 per 
cent, when it was fully subscribed for to the 
extent of Rs 5,000 crore. It was again issued 
in August at the same coupon of 13.85 per 
cent whichcould not satisfy the market appetite 
for higher yields. For two-year paper, the 
coupon rate was fixed at 13.50 per cent last 


{Amount m rupees, crore) 
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year, but during the current year, it has in 
fact got raised to 13.62 per cent. As a result 
of fractional declines in individual coupon 
rates, the weighted average of coupon rates 
on government of India dated securities, 
which had worked out to 11.90 per cent for 

1994- 95, shot up to 13.75 percent for 1995- 
96 and for 1996-97 so far, the rate works 
out to 13.71. Similarly, in the case of the state 
loans, the yield rate was perched up from 
12.50 per cent in 1994-95 to 14 per cent in 

1995- 96 but this year it has been reduced 
rather in a niggardly fashion to 13.85 per 
cent. Thus, the central and state government 
budgets arc invariably stuck with unduly 
high levels of interest burden because of the 
RBI’s insistence on the so-called market- 
related rates of interest on government 
securities. A telling example of this inbuilt 
bias in favour of high interest burden on the 
government budget is to be seen in the latest 
rate of interest fixed on the fi vc-year floating 
rate bonds, 1999 issued twice in September/ 
December 1995;itwassetat 1.25 percentage 
points over the average cut-off yield for the 
six-month period in respect of 364-day TBs. 
Thus, the relevant rate of interest on FRBs 
for the half-year ending March 29,1997 has 
now been fixed at 14.13 per cent (12.88 + 
1.25). No attempt has been made to bring 
down the 364-day TB rates to more realistic 
levels. 

Treasury Bills 

Primary yields on 91-day treasury bills 
showed considerable volatility during August. 
From a cut-off yield of 9.04 per cent in the 


tirj|ctton of August, the yield fell by 98 
ba^ints to 8.46 per cent in the seoond 
atm (Table 3). On August 16, the third 
aujp experienced a lukewarm response 
anii a result, the cut-off yield had to be 
pu« up rather sharply by 1 percentage 
p<iii^ The auction received only 39 
cc]|ltiti ve bids - the lowest in two months 
- taunting to Rs 482.50 crore. Of these 
th^I accepted only 28 bids amounting to 
R.^.07 crore at a yield of 9.46 per cent. 
It ^nly on account of two non-competitive 
bi^hich were given a partial allotment of 
R(12.93 crore that saved dcvolvement 
eimon the central bank or on the primary 
diMs. The high call rates and the ^ain on 
bl^ funds due to government loan 
sumptions witnessed around this period 
tsj^ainly responsible for the sharp rise in 
ilj^ld on this paper. In the auction held 
o^gust 23, although the RBI received 
hij^ number of bids at 63, the amount 
reived was only Rs 225 crore which was 
siijBcantly lower in comparison with the 
ntw response to the TBs for the past 
of months. The paper, however, got 
tyiaibscri bed thanks to the non-competitive 
mainly .states which were cash rich 
ac^^ecciving funds from the borrowing 
if^mme. The cut-off yield on this paper 
tt maintained at 9.96 per cent in the last 
t Auctions of the month, thus suggesting 
t i^e downtrend in this short-term yield 
r.§as been summarily arrested. 
1964-day TB auctions, though improved 
ininparison with lospon.se during July, the 
rl^t response was moderate in August. 

■'4 


However, the stubborn retention of this 
paper’s cut-off yield at 12.61 per cent 
throughout since mid-July (Table 4} is 
inexplicable in the context of the need for 
sending signals of downward movements 
interest rates; this was so even against the 
background of the yield rate on this paper 
serving as a reference rate. 

Bonds Market 

The heavy competition in the bonds market, 
as referred to above, made the bond issuers 
to adopt new strategies for accessing in vestible 
funds. Offering high interest rates with special 
incentives and devising multi-option bonds 
for tapping the retail market have l>een the 
strategies te,stcdby financial institutions, which 
of late the corporate sector has begun to 
emulate. Tata Steel and Lairson and Toubro 
were the two significant players which entered 
the debt market towards the end of August. 
There were also some issues in the market 
which offered an 18-month bond with a put 
option after 15 days. A blue chip state-owned 
company was also reported to have rai.scd Rs 
50 crore by privately placing the issue with 
an overseas commercial bank which in turn 
securitised the issue with smaller portions to 
investors in Mauritius. I'he volume of bonds 
in the primary marke* and the practices 
prevailing in the bonds market, bring to the 
fore several issues which need a closer look 
before the bonds market occupies the centre- 
stage of the financial market activities in the 
next couple of yc^rs. 

First, the most important issue raised by 
the recently issued bonds relates to the cost 


Tabij- 5: Oper^II Of National Stock Exchange (NSE) ohrinu Aikiiist 1996 


Descriptors__ Week ending August: Amount in Crore of Rupees 




30 

23S 

'o 

16 

9 

1 


2 

Total during 
August 

Total during 

_ Ju^; _ 

Order Actual 
Value Traded 
Amount 

Order 

Value 

Actual 

Traded 

Amount 

Order 

Value 

m 

Order 

Value 

Actual 

Traded 

Amount 

Order 

Value 

Actual 

Traded 

Amount 

Order 

Value 

Actual 

Traded 

Amount 

(Jrder 

Value 

Actual 

Traded 

Amount 

1 Treasury Hills 

308..34 

626.68 

198.61 


105.91 

213.82 

323.81 

64763 

216 17 

442..34 

1152.84 

2337.70 

152244 

761.22 

1 ) 91-day Bills 

201 ..34 

402.68 

166.61 


75.91 

151.82 

234.81 

46963 

159.87 

329.74 

838.54 

1687.10 

1324.44 

662.22 

ii) 364-day Bills 

107.00 

224.00 

17.00 


20.00 

5200 

89.00 

178.00 

56..30 

112.60 

289.30 

60060 

I98.(X) 

99.00 

ill) Repo 

- 

. 

15.00 


10.00 

20.00 

- 


- 

- 

25.00 

50.00 

- 

- 

2 Dated Securities 

471.24 

943.17 

143.07 


185.72 

466.64 

514.10 

1030.19 

47931 

970.62 

1793.44 

3706.86 

4470.M 

2202 17 

A GOi Securities 

470.70 

942.10 

143.07 


185.72 

466.64 

.501.09 

988.17 

478.88 

969.76 

177946 

3662.91 

4453.26 

219.3.63 

i) Converted 

106.00 

212.00 

20.00 

M) 

15.00 

40.00 

102.00 

204.00 

10.00 

20.00 

253.00 

526.00 

1.139.00 

644 <X) 

ii) Regular 

319.00 

6.38.00 

85.57 


123.72 

.3.32.64 

324.09 

634.17 

39828 

808..% 

1250.66 

258451 

2517% 

I258.9f> 

iii) ZeroCoupon 

.35.00 

70.00 

10.00 

3|K) 

40.00 

80.00 

75.00 

150.00 

70.60 

141.20 

23060 

461.20 

.54610 

265.55 

IV) Floating Rare 



i 











Bonds 

10.00 

20.00 

- 

,’v • 

- 

- 

- 

- 

- 

- 

10.00 

20.00 

30.00 

I5(X) 

V) GCB 

0.70 

2.10 

2.50 


2.00 

4.00 

- 

- 

- 

- 

520 

1120 

20.20 

10.10 

vi) Repo 

- 

. 

25.00 


5.00 

10.00 

- 

- 

- 

- 

30.00 

60.00 

- 

- 

B Stale Dovts Slocks 0.54 

1.07 

. 


- 

- 

13.01 

42.02 

0.43 

0.86 

1398 

4395 

17.08 

8.54 

3 PSU Bonds 

.3.54 

7.07 

10.37 


5.27 

1054 

31.70 

63.41 

9.11 

18.22 

59.99 

119.98 

182.72 

88.36 

i) Tax free 

3.54 

7.07 

0.37 


2.27 

454 

355 

7.11 

9.11 

18.22 

18.84 

37.68 

8298 

41.49 

ii) Taxable 


, 

10.00 


3.00 

6.00 

28.15 

5630 

- 

- 

41.15 

82..30 

99.74 

46.87 

4 Commercial Papers 

- 

. 

- 

Pi 

- 

- 


- 


- 

0.00 

0.00 

82.20 

41.10 

S Certificates of Deposits 

- 

0.75 

m 

- 

- 

7.00 

14.00 

5.90 

1180 

13.65 

27..30 

99.40 

49.70 

6 Debentures 

0.23 

0.46 

3.50 

LS 

0.59 

1.19 

2.99 

5.99 

0.12 

0.24 

7.44 

1488 

4.30 

2 15 

7 Floating Rate Bonds 

- 

- 

250 


- 

0.25 

0.05 

0.10 

0.12 

0.24 

2.67 

5 59 

1.10 

0.55 

8 IDfIB-rBB-i-US 

Ilf)3 

23.06 

1355 ! 


0.40 

0.80 

6.00 

12.00 

326 

652 

3424 

C.9.48 

20.00 

1000 

Grand iotal( volume) 

79437 

1600.45 

37235 ! 


297.89 

mji 

885.65 

177332 

713.99 

1449.98 

306426 

6281.79 

638250 

315525 


-Notrading. ID: Non-SLR Institutional BondVi SLR Institutional Bonds. GCB‘-Government Compensation Bonds. BB.'Rank Bunds 
US:UTl'sUnit64. i 
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Descriptioiui Amt 


1 Treasury Bills 
A 91-Day Bills 

i) Aug3t^l9% 

ii) Aug 10,19% 

iii) Aug 17,19% 

iv) Aug24,l9% 

v) Aug31,l9% 66.02 

vi) Sept7.i9% S3.40 

vii) Sem 14,19% 141.11 

viii) Sem21.19% 36.39 

IX) Sepi30,19% 5.00 

X) Ocl5,l996 14.2) 

xi) Oct 12,19% 10.00 

xii) Oct 19,19% 

xiii) Ocl26,1996 

xiv) Nov2.l9% 

XV) Nov9.19% 6.90 

xvi) Nov 16.19% .39.00 

Sub-total 372.03 

B 364 Day Bills 

i) Aug2,19% 

ii) Octll,19% 1.40 

Iii) Oct25.19% 4.60 

iv) Nov22,l9% 

V) Ian 17,1997 

Vi) Jan31,1997 5.00 

vii) Apr 11,1997 500 

viii) Wfay9,19^ 

ix) May23.1997 7.00 

X) June6,1997 

xi) iuly4J997 15.00 

xii) July 18.1997 64.83 

xiii) Aug 15.1997 9.00 

xiv) Aug29.1997 87.00 

Sub-total* 198.83 

2 GOl Dated Securities 

A Converted (Per Cent: Year) 

i) 1.3 50.1998 45.40 

ii) 12.00,1999 1000 

iii) 11.75,2001 7.00 

iv) 12.50,2004 0.27 

Sub-total 62.67 


ArreNDix TxaLa: Sbcondarv MAansr OmA-nom in GovBimsagrr RBI’s SGL Data 


Amt YTM CY Amt YTM Amt YTM CY 


(Amount in rupees, crore) 


- 

- 

- 

• 

- 


-4 

2 


- 

1.60 

10.97 

5.00 

7.73 

6 

11 

66.02 

6.42 

25.00 

7.98 

10.00 

9.73 


53.40 

6.04 

29.00 

9.92 

. 

- 


141.11 

7.87 

44.11 

9.91 




36.39 

7.91 

- 

- 

- 

- 

5 

5.00 

9.97 

557 

928 

0.25 

9.97 

4S 

14.2) 

9.85 

20.05 

10.07 

15.91 

7.% 

7; 

10.00 

9.35 

1.300 

10.31 

5.00 

8.73 

i: 





15.00 

8.76 

J 

- 

- 

8.00 

8.78 


. 

48] 

6.90 

9.47 

045 

10.07 227.45 

8.41 


.39.00 

9.91 

187.41 

9.85 

. 

- 


372.03 

7.74 

334.19 

9.73 278.61 

8.45 

8o;! 


4.10 10.26 
14.00 10.35 

- 10.00 
- 10.00 


- 5.00 
25.25 12.71 25.00 
44.00 12.75 142.00 

87..35 1224 192.00 


13.35 27.75 12.81 15.00 

12.35 - 5.00 

12.79 

13.22 1418 1.3.66 

13.12 41.93 13.10 20.00 


[ual Trading 


Total for the month 

9 


2 

of August 19% 

YTM 

Amt 

YTM 

Amt 

YTM CY 


35.% 

3.59 

35% 

3.59 

3.33 

.38.47 

5.05 

61.97 

4.40 

425 

1500 

625 

78.20 

4.64 

5.19 

15.00 

6.98 

36.60 

652 

- 

- 

- 

101.02 

7.13 

7.15 

- 

. 

9057 

7.38 

5.98 

21.70 

8.46 

211.93 

8.31 

7.58 

25.39 

8.93 

11357 

7.99 

7.71 

30.00 

9.20 

83.74 

8.49 

7.60 

.35.00 

8.93 

159.66 

8.43 

7.27 

1.00 

8.98 

44.00 

8.85 

7.43 

10.00 

9.22 

11.15 

9.03 

8.72 

179.40 

9.59 

209.40 

9.47 

8.90 

- 

. 

49582 

8.90 

- 

- 

. 

134,80 

8.45 

- 

- 

- 

226.41 

9.86 

7% 

406.93 

8.22 2194.90 

8,30 


30.00 

5.62 

.30.00 

5.62 

- 


- 

5.50 

1018 


1,3.33 in 
12.32 i 


13.08 I3!lj 


1168 

11.32 1000 

11.47 

Ili7 

12.06 

1220 7370 


11.94 123.70 


12.65 0.04 

13.17 

13.6.5 12.04 

12.78 1208 


- I860 

- 20.00 
11.37 20,00 

- 5.00 

- 14.82 

12.12 15.00 

- 1160 
- 10.00 
- 66.00 

12 87 335 08 
■ 195.00 
- 87.00 

10.93 83360 


12.47 205 19 

- 2050 

- 700 
1.3.66 42.04 
13 66 274.73 


1267 1.3 34 
132.1 12.3.3 
1407 12.79 
13 6(. 1.3.21 
12.90 1.3.23 


Regular (Per Cenf Year) 
0 10.30.19% 




1.43 

7% 








1.43 

7% 

1025 

ii) 

13.50,1997 

. 

- 


97.00 

11.62 

^.22 

1130 

1325 

37 ll 

1133 

8852 

1U9 

652.34 

1159 

13.25 

iii) 

13.70.1997 



- 

. 

- 

S.OO 

13.38 

13.61 

J 

. 

- 

- 

5.00 

13.18 

13.61 

IV) 

1.3.50,1998 

- 

- 

. 

10.00 

12.70 

10.00 

1243 

13.30 

201 

1268 

1525 

12.68 

5525 

12.64 

13 M 

V) 

13.611998 

95.00 

1332 

13.57 

1500 

13.46 

.35.00 

13.34 

13.56 

31w 

13.45 

131108 

KUS 1784.28 

1354 

1.368 

Vi) 

13 65.1998 

21.00 

13.44 

13.61 

. 


- 

- 

- 

■■ft, 


- 

- 

21.00 

13.44 

1361 

vii) 

13.70.1999 

4190 

I3..39 

1.3.61 

15.00 

13.43 

4.00 

13.32 

1339 


13.40 

57.02 

13.45 

218.07 

1341 

13.61 

viii) 

10.75,2000 

- 


- 

- 


- 


- 

i 

- 

0.25 

1342 

0.25 

13.42 

11.67 

IX) 

13.85,2000 

- 

- 


. 


- 

- 

- 


13.58 

- 


5.00 

1358 

13 74 

X) 

13.75,2001 

- 

- 

- 

- 


- 



’’1 

1354 

. 

- 

7.05 

13.54 

1366 

xi) 

13.85,2001 

. 

- 

- 

. 


. 

- 

- 


- 

10.00 

13.39 

10.00 

13 39 

13.65 

xii) 

12.75.2002 

. 

. 

- 

0.24 

i4.oi 

- 

- 

- 


- 

- 

. 

024 

14.01 

13.42 

xiii) 

13 80,2002 

- 

- 

- 

10.00 

13.63 

- 

- 

- 


. 

. 

- 

10.00 

13,63 

1.3.71 

xiv) 

14.00,2005 

6.08 

13.70 

13.80 

1.8.3 

13.72 

0.12 

13.99 

14.00 

Oi 

13.60 

6.58 

13.70 

14.85 

13.70 

13.80 

XV) 

11.50,2006 

- 

- 

- 

0.25 

1369 

- 

- 

- 


- 

- 

- 

0.25 

13.69 

13.02 

xvi) 

13 85.2006 

632.11 

13.90 

13.88 

. 

. 

. 


. 


. 

- 

- 

632.11 

13.90 

1.3.88 

xvii) 14.00.2006 

• 

- 

- 

- 

. 


- 

- 

mL 

13.63 

- 

- 

4.26 

1363 

13.74 

xviii)ll50,2009 

. 

. 

. 

. 

. 

. 

. 


mk 

. 

1.00 

13.86 

1.00 

1.3.86 

13..37 

b-U)iaI 

796.09 

13.79 

13.82 

170.75 

12.33 149.34 

12.11 

13.34 

8161 

1255 

1489.70 

13.46.342238 

1321 

1363 


C Zero coupon (Per Cent; Year) 

(i) 0.CI0.1999 40.00 

14.04 

9.50 

10.00 

13.94 


- 1701 

13.77 

1500 

13.79 2.35.00 

13.82 

952 

(ii) 0.00.2000 

- 

- 

- 

- 

- 


- 31 

1.3.93 


- 3.00 

13.93 

11.34 

(iii) 0.00.2000(111) 

44.00 

14 10 

13.69 

95.00 

14.07 m.oo 

14.01 

13.71 1351 

13,95 

119.00 

12.90 41300 

13.69 

13.71 

Sub-total 

84.00 

1407 

11.69 

105.00 

14.05 m.oo 

14.01 

13.71 3081 

13.85 

1.34.00 

13.00 65100 

13.74 

1119 

(A+B+C)* 

942.76 

13.76 

1359 

317.69 

13.00 18934 

12J8 

13.36 1262: 

12.89 

16.35,77 

13.43 4348.11 

13.27 

13.39 

D RBI's Open Market 
Operations (Per Cent) 
(A+B+C+D) 




0.03 

l.i57 9.00 

13.35 

13.60 151 i 

13 35 

. 

- 160.17 

13.35 

13.60 

942.76 

13.76 

1359 

317.71 

13.00 198.34 

12.42 

1327 I4I3I 

12.94 

16.35.77 

13.43 450828 

13.27 

1.329 

3 REPO 

(i) 91-Day T Bill 

(ii) .364-Day T Bill 
(ill) Govt Securities 

Sub-total 

4 State Govt Securities 

10600 

6325 

302.95 

47220 

0.68 

13.68 

1.3.74 

15.00 

moo 

250.00 

285.00 

3.79 

- 118.00 
- 192.00 
-1646.00 
1956.00 
13.86 1.01 

1.3.68 

] 

- ^ 

- 67.1 

67.1 

13.74 18.1 

13.69 

35.00 

289.00 

.324.00 

114 

- 274.00 

- 275.25 
-2554.95 

310420 
13.68 15.62 

13.71 

13,75 

Grand total 

1986.50 



1028.04 

2615.97 


2533J 
_J 


249254 

10666.60 

- 

- 


(-) means no trading YTM s Yield to maturity in percentage per annum CY sCurrent yield in pfL'cntper annum * Yield rates of these sub-groups 
of t-bills and dated .serunties have been used forthe graphs. 1 

Notes- I) Yields ore weighted yields, weighted by the amounts of each transaction. 2) Cunent vid has not been worked out for treasury bills. 
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of funds. When financial institutions 
themselves raise funds at over 16 per cent, 
they obviously cannot onlend those funds at 
lower rates. Given this benchmark, the 
corporate sector will have to offer stiffer 
competition and pay an even higher return 
on its own issues. Even though such corporate 
sector rates may still appear lower as 
compared with thehanks' and FIs' loan rates, 
thereis no doubt that the overall cost of funds 
has been pushed up to unduly high levels 
and that it has not been conducive to promoting 
productive activities. 

Second, this market impinges on the 
jurisdiction of too many regulators but it is 
least regulated. The RBI, the SEBI, the 
Company Law Board and the Bureau of 
Public Enterprises, all come into the picture 
but each without comprehensive powers. An 
illu.stration of the unhealthy practices that the 
absence of any specific in.stitution focusing 
on this market can give rise to, relates to the 
tenure of bonds. The instance given earlier 
where an issuer issues a bond with 18-monih 
tenure with a put option after 15 days clearly 
shows that the issuer has adopted this route 
only to raise 15-day money which it is not 
otherwise allowed to raise; and hence the 
bond route. Another instance is that ol cir¬ 
cumventing SEBI regulation of requiring to 
obtain credit rating for certain borrowings. 
Many corpomtes raise funds through 18-month 
bonds Apart from getting such corporates 
out of the regulatory framework. this gels the 
corporates into a very shorl-iciin debt 
obligation.'I'his may not be good f'orcoqiortalc 
projects having long gestation jKTiods. 

Third, a problem affecting the secondary 
market activity in bonds is the absence of 
depository facility and cumbersome proce¬ 
dure for trading. It is well known that most 
PSUs take a long time to issue the bund 
certiricatcs. Sincebondsdo not have a scnplcss 
trading facility, bond certificate is imperative 
if one wants to trade. Absence of a eerli ficatc 
either generates the much maligned 
intermediate instrument like the bankers’ 
receipt (BRs). which was the very basis of 
the securities scandal in 1992 or dissuades 
the trader from trading. In the past, the RBI 
had offered to extend its depository 
infrastructure created for government 
securities transactions also to fresh issues of 
PSIJ bonds. The offer, however, was not 
taken up by the government for rea.sons best 
known to it. 

Fourth, besides giving a boost to the 
secondary market activity, having a 
depository tor the bond market would help 
resolve several related issues. To begin with, 
such adepository will have all the information 
relating to fresh bond issues including 
pn vately placed ones, as also that relating to 
the nature and extent of the secondary trading 
in bonds. Screen-based trading will facilitate 
ihonitoring of this activity and at the same 
time give confidence to the trading parties. 
Having the facility of scriplcss trading and 
a delivery versus paymem system in bonds 
trading will go a long way in nurturing this 
market. A very significant issue in the healthy 


deslitomem of the bond market is an active 
secij|ai 7 market. As of now very little 
inf'^tion is available either regarding new 
issMipr activity in the secondary market. The 
onliWoimation at present available regarding 
ther^ary issues relates to an aggregate picture 
of SV bonds which the RBI puts out in its 
pu idgtions and that concerning the secondary 
miv^ relates to those trades which are done 
on e|>ISE(Tahlc 5). The predominant investors 
in .lids being banks, a large volume in this 
ms^f is presumably transacted off-screen, 
oui^ the exchange, over-the-counter or as 
telikmc deals. Lack of transparency surely 
prre| detrimental to the pnimotion of a healthy 
dc i^arket. 

rilly, once transparency is achieved, repo 
faii^ could also be extended to the bonds 
mket. Currently, repos are nut allowed to 
ni-bank players and in securities other than 
gieiihment securities specially notified for 
ro. SSE brokers too are not allowed in the 
sonidary bond market, which may have some 
rioialc considering, apart from the 
ii ficicncies of the B.SE's trading system, the 
nipanl speculation prevailing in the exchange. 
7'' question is who should take initiative in 
o:riig scnpless trading facility? In the wake 
ottic multiplicity of issuing corporate 
c juries, as also regulatory interests in this 
nriept, this question may not have easy 
safion. The government of India has to take 
axdkii ve action in this respect and entrust the 
tK fo an independent organisation such as, 
tISItick Holding Corporation of India Limited 
stlttit. on the lines of depositories planned 
f eiquity shares, the debt instruments arc also 
blight under scripless trading. 

Secondary Market 

ktikl Securities 

r^rc was agcneral lack of interest in trading 

S vemment securities during August. As a 
, prices of government securitiesconstantly 
ll^hus increasing the yields. The limited 
u^g interest witnessed during the month 
aii^ilsu confined largely to short-dated paper. 
i<t 13.62 per cent 1998 was the most traded 
i(^r during August with trades totalling Rs 
7|4crore. Next in importance was 13.50 per 
1997 which witnessed total trades worth 
s 452 crore. Zero coupon bonds maturing in 
and 2000 also witnessed some interest, 
olkards the end of the month, the freshly 
S^ed 13.85 per cent 2 (j 06 was traded to the 
xttnt of Rs 632 crore essentially because of 
i^iroutingof banks’ inve.stinents through PD.s; 

i scrip was sold at a small discount which 
;d the yield to 13.90 per cent from fhe 13.85 
xin rale. 

is pertinent to note that the secondary 
ket activity in government paper has 
irded a significant increase since the RBI 
ded to pay commission to primary dealers, 
irder to share the commission with the 
lary dealers the banks have started routing 
r bids through PDs. The PDs pass on the 
irities to banks through SGL transactions 
he next day. As a result, the SGL account 


shows inflated turnover in government 
securities. 

Treasury Bills 

In an aberration to the trend, the secon¬ 
dary market for 91-day TBs witnessed an 
inverted yield curve during the second 
week of August. This was due to the high 
call rates during the week which resulted 
in a higher yield on paper of closer ma¬ 
turity. While yield on TBs maturing on 
August 31, 1996 touched 10.37 per cent 
levels, that on paper maturing on 
November 9, was 8.72 per cent. The call 
rates during this week had nearly doubled 
from 4.5 per cent to 8.5 per cent As 
investors preferred todisinve,st9l -day TBs 
to invest in the call market which fetched 
higher yields, the prices of this paper fell 
boosting the yields. 

Open Market Operations 

'Fhe RBI was not very active in open 
market opcrntionsdiiring August, especially 
during the first half. 1'he changes in the 
price lists put out by it were more to keep 
Its quotes in tune with the market. Neverthe¬ 
less, it sold Rs 169 577 ciorc worth of 
securities and bought Rs if) ctorc worth. 

Yield Curve 

Though there ha.* occurred a general 
rise in the YTMs for all types of govern¬ 
ment paper during August as compared 
with those during July, the increases have 
been steeper in respect of TBs and short- 
dated .securities. As a result, the yield curve 
based on the avemge YTMs lor the five 
weeks of Augu.st appears largely flat 
(Graph D). The monthly weighted aveiage 
of the YTMs for 364-day TBs increased 
from 10.81 per cent in July to 12.06 per 
cent in August. whereas the simihu average 
of YTMs for dated securities increased 
from 12.91 per cent to 13.27 per cent. 
Within the dated securities al.so, many short- 
dated ones experienced higher YTMs than 
the long-dated securities, suggestive of 
uncertainties in regard to the liquidity 
situation and the market |irclcrcncc in the 
circumstances for short-dateo paper. 

Bonds 

Bonds trading on the N.SE being limited 
It may at best be only indicative. .Such 
bonds trading on the exchange continued 
to he dominated by blue chip PSUs such 
as, IRFC, MTNU NHPC. N l’PC, NK.' with 
an occasional trade in bunds of KE(!. 
The amount traded of bonds aggregated 
Rs 120 crore during August (5 weeks) as 
against Rs 88 crore during July. Corpo¬ 
rate debentures traded at around 20 per cent 
yields and fur about Rs 15 crorc during 
August as compared with Rs 2 crorc in 
July (Table 5). There was no trading in 
CPs but CDs with Rs 27 crorc were traded 
in August against Rs 50 crore in July. 

(The background review and statistical 
coinpilalions for this paper were undertaken 
by V P Prasanth and Paramita Dcbnath]. 
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COMMENTARY 


NARMADA | 

State and the People 

Styles of Suppression and Resistance 

Krishna Kumar 

For the Narmada Bachao Andolan and similar resistance movemeni r, 
the August happenings - all of which involved the different levels 
confrontation between the movement's leaders, the state’s strong ari^ 
and the bureaucracy - ought to prompt some reflection over their i 
future course. | 


FOUR Narmada-related incidents which 
took place in August deserve a close look 
and interpretation. Even the broad details 
pertaining to these incidents were ignored 
in many quarters of the media, and therefore 
require some narration. A distinct sense of 
boredom has surfaced in the media in relation 
to Narmada affairs, and indeed to a certain 
extent, in relation to ail resistance movements 
concerned with ecological problems. The 
boredom is undoubtedly an outcome of the 
emerging consensus among owners of 
industry and the media, that popular 
ecological awareness is detrimental to speedy 
industrial growth. Killing of news relating 
to people's opposition to destructive 
development projects or legal battles waged 
as part of such opposition has become 
routine. A third party to Join this consensus 
among industry and media owners arc 
political leaders. They were never too keen 
on supporting ecological struggles, except 
when an immediate political advantage was 
at stake. Even this variety of interest has 
dwindled in high-level political circles since 
the advent of World Bank-directed economic 
reforms. 

This is why the prime minister’s meeting 
with the SOO people from the Sardar Sarovar 
region and Narmada Bachao Andolan leaders 
on August 2 was a nolable and pleasant 
surprise. Soon after the rise of United Front 
to power in the centre, environment magazine 
Dawn to Earth (June 30) had commented 
that prime minister Deve Gowda was no 
friend of ecological struggles. The Narmada 
issue, of course, does not relate to the 
environment alone; it also relates to the 
immediate destiny of whole communities. 
The PM’s level of concern for them became 
somewhat apparent as .soon a.s the meeting 
started. He addressed the NBA leader as 
‘Madam Madhukar Putkar’ and then 
announced that he had called the meeting 
on the advice of his colleague Indrajit Gupta. 
As if these signs were not enough to indicate 
the significance he himself attached to the 


event, he added that he had a very bun 
schedule and that several delegations wc|e 
waiting to meet him. Indeed, the men ai^ 
women assembled to hear him on tl^ 
Narmada issue could see other delegatiots 
on distant patches of the vast, lush law^. 
These men and women had travelled all tl$: 
way to New Delhi from what is one of tife 
most different and isolated terrains ih 
inhabited India. No PM or senior politician 
has personally experienced what it mcai|> 
to commute in and from this region in tl^ 
monsoon season. 1 

The PM promised to minimise difr 
placement and misery before making an 
unexpected and welcome announcement. I« 
said he would convene a meeting lastiic 
two to three hours where the four concemcn 
chief ministers, NBA leader Medha Patkir 
(named as earlier) and 15 to 20 people froiii 
among the dam-affected population (ftv^ 
from each state) would be invited. On som^ 
insistence by Medha Patkao* for an early anf 
specific date, the social welfare ministej 
announced even as the PM was leaving that 
the latter had decided to hold the meeting 
on August 16. This was by any .standardi 
an exciting development in the decade-long 
drama of state deafness over Narmada 
projects. The four CMs had met in July at 
the PM's own initiative, and no one had 
then even considered inviting the NBA, let 
alone the dam-affected people. Residents of 
the Sardar Sarovar region had come to Delhi 
precisely to protest against the so-called 
'resolution' reached in the July meeting. 
However, the surprise and the satisfaction 
arising from the PM’s new wisdom - *1 will 
be in a position to say what to do next’ after 
the proposed meeting, he said - did not last 
long. Gujarat CM Sutesh Mehta reacted to 
the PM's plan by saying that he would not 
attend any meeting where Medha Patkar 
was present. Soon thereafter, the PM’s office 
conveyed postponement of the August 16 
meeting to the NBA, without meiuioning a new 
date. This is how the fiist incident concluded 


’The second occuiied in Ahmedabad on 
August 17. Medha Patkar had gone there to 
hold a press conference. She wanted to 
appraise the Gujarat press about the outcome 
of the most recent hearing of the Narmada 
case in the Supreme Ckrurt at which the court 
had refused to remove the stay on further 
construction of the Sardar Sarovar dam 
granted more than-one-and half years ago. 
Sections of the Gujarat press had carried 
false and occasionally vicious items on the 
NBA’sstand. Medha Patkar'sideaofholding 
a press conference to clear the air could not 
materialise. The house of Gujarati writer 
Ashwini Bhatt where she was staying was 
surrounded by slogan-shouting BJP activists 
and the police who said nothing to the crowd 
but arrested Medha Patkar. She was first 
taken to a police station outside the city, 
then to Godhra, and finally dropped, after 
the full-day confinement in the back of the 
police jeep, in Baroda at night. That ended 
the second incident. 

The third and fourth incidents occurred 
near the site of the Bargi dam in Madhya 
Pradesh. In contrast to the Gujarat 
government, the MP government has 
maintained an NBA-friendly face over the 
last little while, despite its own terrible record 
in rehabilitation at Bargi. The government's 
media-management has so far helped Bargi 
evade the bad name it deserves in common 
knowledge about displacement misery. 
Disappearance of people, repeated deceit by 
the government, and a routine ‘yes-hut’ 
attitude on the part of officials have been 
salient features of the Bargi story. As in 
previous years, a ‘dhama' was organised at 
Bijasen village of Seoni district during this 
monsoon. The immediate demand was that 
the governinent should not fill the Bargi 
reservoir beyond 418 metres above sea level 
so that the submergence land could be used 
for cultivation. The government was 
determined to raise the water level to 422 
metres. On August 18, talks between Sconi’s 
administrators and the people suddenly broke 
down and a severe lathi-charge began. 
Neither women nor children were spared. A 
statement signed by 13 victims of the lathi- 
charge notes that the district collector 
personally participated in it. The state's 
chief secretary's submission to the national 
human rights commission says that the 
police resorted to the lathi-charge when 
the people threw stones and sticks. How, 
and how many, stones and sticks could have 
been found in a piece of cultivable land 
with a strip of water already approaching 
is one of the many little details worth 
wondering about. 

Next day, Medha Patkar joined thedharna 
demanding an inquiry into the lathi-charge 
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andreleiseofthepeoplearrested.inaddition BcmmodativetoaBJPchief minister while assumed. NBA’s experioice has become a 
to the demand concerning water level. On tli^al reason for the PM’s change of mind consolidated resource for anyone interested 

the morning of August 20 she was arrested 1» In bureaucratic advice. We can see in in making a truly objective study of the 

and taken to Rookhad for solitary ttsfniniature graphic of our times a solid ideology ofdevelopmentalism. The grounds 

confinement in a forest guest house which of the claim frequently made that the on which the NBA has oppased the Sardar 

has no telephone link. Her statement about brftucracy is losing power or ground. If Sarovar project arc supreme examples of 

the mode of arrest and a photograph of the o4krs of industry and their friends in the substantive rationality which few in India, 

moment of arrest reveal the cold vulgarity Qxltruction business ever needed help, its even among scholars, have learnt to 

with which the Seoni police dealt with her. ixitnistworthy source would surely remain distinguish from the instrumentalist 

When told that she was to be arrested, she i tte bureaucracy. Although its historical rationality practised by the state in the name 

expressed her wish to be heard first, but the c^ter and origins are well known, this of development. And the Narmada struggle 

police simply dragged her away through the f:i|css, rule-quoting class has not even has opened up strikingly new |)oints of 

slush even as her glasses broke and shoes Mn to be understood by scholars of Indian enquiry into modernity, particularly into the 

got left behind. The photograph shows her sv and society. structures of domination associated with 

being pushed towards a boat by four women l%at happened in MP was another modernisation in post-colonial conditions, 

constables, themselves surrounded by more laiiple of the division of labour between It is a simplistic perception projected by 

than 20 policemen. The condition of her bj^reaucracy and the political leadership, many observers, that the Narmada movement 
clothes and hair shows the amount of the chief minister of MP was shown represents preservatioiiisttraditionalism.The 

physical force applied on her. Even while elhotograph of Medha Patkar's arrest at implications ofthc movement for many areas 

she was seated on the boat, she was pressed aress conference in Delhi, all he said was of civic life, particularly the areas that verge 

hard from behind. In a telephone sttlhe chief secretary had great respect for on ba.sic needs and fundamental values, are 

conversation, the chief secretary of MP, r'^he//(>u/u, August 28), suggesting that deep and inviting. To have opened up an 

reputed to be a sympathiser of the NBA and »|CM could not be blamed for what attractive vista for future course of social 

an admirer of Medha Putkar, told me with {^ned at Bargi. The lathi-charge the action and theorising is no small 

ceitainty that she was arrested because she .i^ts and confinement, and the subsequent achievement. The conversion of NBA leader 

would have committed suicide by drowning, J^tiations notwithstanding, the state Medha Patkar into a symbolic entity 

and furthermore that it was necessary to vi^runent accomplished what it wanted to forecloses precisely this course. For one 

keep her under arrest as she would try the as filling of the re.servoir was concerned, thing, both she and the NBA become more 

same thing if she were to be released. She i%r the NBA and similar resistance vulnerable to state manipulation, and not 

was eventually released 10 days later rijcments, the August happenings ought just to state violence, llie record of her 

following an order from the Jabalpur High fc^ng a disturbing thought and an occasion August journey from one brute suppression 

Court which held her arrest on August 20 reflect on it. The conversion of NBA’s to the next tells uji that popular resistance 

to be illegal. By then, the water level had u known leader into a symbol is a becomes a lot easier to deal with when it 

reached the level of 422 metres. Following iMomcnon which has been crystallising congeals around a definite symbolic figure. 

Medha Patkar’s arrest, many more people (;|iomc time now. Resistance being the Not a few people's movements and many 

were arrested, some at a point when they oj^al theme of the movement, the thought more voluntary groupings have .suffered on 

would nut have survived the rising waters. Certain life-span in its momentum cannot this kind ofroad. The NBA has had a distinct 

Finally, after the high court’s order of vvoided, nor can one expect that the identity among India's ecological 

Patkar’s release, negotiations were held ti|ble demands life has made on its full- movements because it had a .strong base 

between the NBA and the government. All n leadership would not cause depletion among the ma,sscs, built over time with 

those arrested were to be unconditionally Inner resources. The NBA itself has laboriously organised populareducation. Just 

relea.scd and an independent inquiry was to twme a symbol of rational scepticism bccau.se the state has proved deaf and the 

be made into the lathi-charge. As for the ^rds the socio-political and economic intelligentsia callous, the programme does 

water level, December 13 was fixed as the 'Ration that ‘national development’ has nut need to turn on itself, 

date for bringing down the reservoir to 418 
metres. The provincial media were 
supporting the government’s stand all along. 

The only pressure the government was under 
was that of hundreds of individuals and 
environmental organisations both in India 
and abroad, including Greenpeace, who 
expressed outrage over the Bargi drama. 

The four incidents outlined here offer us 
an opportunity to reflect on the functioning 
of the state and the problems of a people’s 
movement.. Political leadership and the 
bureaucracy have been working in cleverly 
designed distant ways which permit the 
former to look friendly towards people’s 
resistance while the latter ensure the 
determined pursuit of the plans that people 
are opposing. This division of labour is, of 
course, not new, but its implications are 
getting harder for the political leadership to 
sustain. With a pro-people image to protect, 
the UF government must find it 
discomforMng to have its PM look 
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MAHARASHTRA 

Unrest in Junior CoUeges 

J V Deshpande 

The recent 19-day statewide strike of junior college teachers in 
Maharashtra was another instance of teachers having to resort to 
prolonged agitations merely to protect their existing working conditiot 
The strike has also shown that the Shiv Sena-BJP government is as 
devoid of new ideas in education as all its Congress predecessors. 


EVEN though the near-total strike of the 
junior college (higher secondary school) 
teachers in Maharashtra has been called off 
after 19 days, the concerned teachers are not 
a happy lot, nor is tranquillity expected to 
return to junior and degree colleges in 
Maharashtra. The settlement reached with 
the slate government has not satisfactorily 
tackled either the short-term issues or the 
basic issues ot teachers at the higher 
.secondary level. 

(Jullegc teachers’ agitations have been 
frequent in Maharashtra m the recent past. 
The teachers are often blamed for this, 
however genuine or justified their grievances 
may be - the line of reasoning being that 
tcachcis should not (1) stoop to agitational 
workingclass methtxls. and (2) hold students, 
an innocent party, to ransom. Of course, in 
any stoppage of work, a third innocent paity 
uivsays sutlers (for example, commuters when 
transport workers stop work). As for nobility. 
It is not clear why teaching should be 
considered nobler than other vocations or, 
mote pertinently. why other vocations should 
be considered less noble and also why persons 
in a noble piofession should not adopt 
working class methods. The little that the 
college teachers in Maharashtra have gained 
has been maiiil y due to their use of agitational 
method;. In tact, on many an occasion 
teachei s have had to n'sort to fresh agitations 
just to gel earlier agreements implemented. 

The latest strike and its withdrawal bear 
this out. Bncfly, alter a long struggle a few 
years back, the government of Maharashtra 
agreed to introduce a spcvial scale in junior 
colleges lot those with at least 12 years oi 
service When the actual orders were issued, 
the govenimeni inserted a rider that the 
senior scale w ill be given to the teachers only 
12 years alier they have taken a degree in 
education in addition to their subject 
qualilication. After a strong protest Irom the 
teachers, the extra condition was dropped. 
Now. four years later, government has not 
only leintroduced the additional qualification 
but has also proposed that it would recover 
the extra pay given in the past lour years 
limning into thousands ot rupees each irom 
hundreds ot teachers. 

A degite in education was not a 
prcrei|uisite when the junior colleges were 


first formed. Many teachers employed in I 
1970s were aire^y confirmed before i 
BEd rule came into force. Because B 
colleges are so few, because of the ramp 
malpractices in admissions to them (mi 
are controlled by local political heav 
weights) and becau.se of difficulties in taki 
a year or two off to get the BEd degn 
working teachers find it very difficult 
acquire a qualification in education or 
they are holding a job. Thus the govemmt 
decision effectively denied the senior sci 
virtually to all the older teachers in thejuni 
colleges. As a part of the latest compromii 
the Maharashtra government has agreed 
withdraw the condition of a degree 
education for eligibility to the .special sea 
After a phenomenal growth in the 191 
and 1980s, enrolment in junior colleges I 
shown a declining trend, particularly in i 
arts and commerce streams in rural Mai 
rashtra The reasons behind this need to 
seriously investigated. A fall-out ofthisshn 
king enrolment is the clo.sing down of exi 
divisions in many junior colleges in mral are 
rendering their teachers surplus. Till nr 
managements could not terminate anyom 
services without the consent of the gover 
ment. The latter had proposed to give up i 
authority in this respect, leaving teachers 
the mercy of the managements. The agro 
ment now entered into restores the status qu 
A prolonged and statewide strike of 
days has thus enabled the junior collej 
teachers simply to hold on to their existii 
wuikingcorniitions-aclassiccaseofrunnii 
hard just to stay where you are. Unde 
standably, the teachers’ jubilation is mute 
They will be well advised to wait till thi 
sec the govemment notifications actually 
print. Further, the agreement now reachc 
has not only left many pressing issui 
unaitendri, it has not even bothered to fat 
the basic problems faced by teachers of tl 
plus-two stage of education. 

Late payment of monthly salaries is 
major grievance of the majority of teacher 
Often the entire statT of an institute goi 
without salary payments for months on eni 
The plight of teachers in govemmenl-ru 
colleges is often worse. Although the salai 
support came from the govemment, actuj 
payments used to be made by collej 
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managements in the past. Because of many 
complaints of harassment and malpractices, 
salary payments were taken over by the 
govemment. Over the years, this has created 
its own avenues of malpractices, at least of 
bureaucratic indifference and delay. ’The 
procedure needs to be streamlined urgently, 
but the matter has not been touched at rdl 
in the settlement. 

A factor which contributes significantly 
to delay in salary payments is the large 
proportion of unconfirmed teachers in many 
institutes. This leads to rapid turnover of the 
faculty and the attendant paperwork holds 
up salary payment. Hundreds of teachers 
appointed against reserved posts continue 
year after year without any job security. To 
their number are added those without a degree 
in education. A large body of temporary 
staff in an institute is not only academically 
deplorable but also gives a handy tool to 
unscrupulous managements to harass 
teachers. There seems to be a general 
reluctance even to face this real human 
problem hecauseof its political implications. 

The fru.strations and the hardships which 
a teacher in a junior college faces arc not 
easily grasped, even by others in the teaching 
profession. 1 Ic (or, more likely in the urban 
areas, she) needs the same subject qualifi¬ 
cations as his counterpart in a degree college. 
In addition, he needs to have qualiiications 
in leaching methods With only two years 
of junior college to teach and a workload 
of 24 periods per week, it is inevitable that 
he has to repeat the same lesson three or four 
times a week. Nothing could be more 
deadening to a conscientious teacher than 
doing this year after year. On average, he 
will he teaching six different classes per 
tenn. This makes for a staggering number 
of 2,400 .scripts (100 students per class, lOur 
examinations per year) to be graded in 10 
months. Because of the two-year span of the 
plus-two stage, the chances of professional 
advancement arc very slim. Further, in 
Maharashtra, the majonty of junior colleges 
arc run as part of degree colleges of the same 
management. This effectively excludes 
teachers in junior colleges even from minor 
administrative advances such as a vice- 
principtilshipor the headship of a department. 
Even with .salary-scales comparing poorly 
with those of other while-collar office Jobs 
or jobs of bank clerks, many persons who 
were academically inclined still used to prefer 
a teaching career for the intellectual satis¬ 
faction it brought. This is totally absent in 
today’s environment and a career in an aca¬ 
demic institution now attracts far less 
committed persons than before. 

When the 10+2+.1 scheme of education 
was first introduced 20 years ago, the reasons 
given were (1) to divert a large number of 
high school graduates into trade and technical 
courses at the plus two stage, and (2) to 
restrict degree and postgraduate education 
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to the moitorious few. Neither of these two stii(| has shown that the present SS-BJP 
objectives has been achieved, nor are they goa^nment in Maharashtra is as devoid of 
likely to be achieved. The only achievement n& ideas in education as all its Congress 
has been to divide college teachers into two prl^cessors. Like the earlier governments, 
castes ' those in degree colleges and those thy ^so preferto be led by the bureaucratic 
injuniorcolleges-withdifferentemolumcnts apaj^tus. Theothernoteworthy feature was 
anddiflerent working conditions even while thiwlation of the junior college teacher's 

working in the same premises. This has led urag from other active trade uniotw. Even 
toasteepdetcfiorationinworkingconditions dt i|iions of school and degree college 
in colleges. Since the professed objectives te:^ took only token action in its support, 

of the 10+24-3 scheme are not being reached, Mi^ like the textile workers in the last 

surely the time has come for a serious dQ^|e, the teachers of junior colleges are 
reconsideration of the basic pattern itself, wrkigtheirstruggleontheirown. Solidarity 
But of that there is no indication at all. ofl^ working class movement has once 

A couple of other lessons of the latest agmbeen shown up to be so much wishful 

strike may also be noted. For one thing, the thl^g. 

Part-Time Teachers ii Karnataka 

Ambarao T Uplaonkar 

The indiscrimimte granting of permissin to open colleges without 
satisfying primary requirements resulte ^ a spurt of part-time teachers 
in Karnataka. With the adoption of UG jnorms for the appointment of 
teachers by the state government, thesenirt-time have been put at a 
disadvantage. 

i 

OF late, the practice of appointing part-time ycf^earlier it was only two years). In such 
teachers has become almost a permanent ctpies part-time teachers are appointed 
feature of higher education in Karnataka, uil^e college becomes eligible for grant- 
This practice is a result of the .shurt-!>ighted in^jafterseven years. A similarconcession 
policy measures pursued by the state islw given to non-SC managements to 
government. It is the result of unplanned and otiBny number of colleges on condition 
indiscriminate granting of permission, under th pey manage their expenses, iiKluding 
political pressures, to open colleges without stndary,ontheirownwithouteverseeking 
any regard for even minimum and ba.sic a &m the government. It is reported that 
requirements such as infra.structute, teaching tb^re about SO such colleges functioning 
and non-teaching staff. Consequently, there iihl|state. It goes without saying that such 
is a mushrooming of colleges without iril^ements loo, can appoint pait-time 
teachers. Colleges are being opened both by t(dii^rs.Fiirther,clearvacancieswhicharise 
the government and private bodies in small oadcount of death and retirement are not 
towns and taluk places even when there is fm up for years because of financial 
no need for them. Due to technical and pro- ca|^nu. In short, part-time teachers have 
cedural snags and financial constraints, per- tt^e an inevitable necessity of higher 
manentandregularteachcrsarenotappointed Mtion in Karnataka, 
for years. There are a number of government v problem of part-time teachers acquired 

degree colleges in mofussil areas where the rwular significance aftei the Karnataka 
principal is theonly permanent staff member, gwnment abolished the practice of 
while the rest arc part-time teachers. There ttlOTary appointments of teachers. Prior 
are imstances of students of government t^2, clear vacancies were filled in by 
colleges going on agitation for non-comple- tVg temporary appointments, such as 
tion of syllabus due to .shortage of teaching dmt teachers, stop-gap teachers with 
staff for the entire year. In other words, as iV^tc work load. But such appointments 
permanent and regular teachers cannot be uSterminated at the end of March. When 
appointed due to various reasons, part-time f# to understand that they had to appear 
teachers are taken on as a temporary measure I Sterviews afresh along with other fresh 
until permanent appointments are made. Mdates.thestop-gap and contract teachers 
The problem of part-time teaching is also to the Supreme Court and got their 

a consequence of the liberal concession' ^wces regularised. Since then the state 
extended to private managements to open Moment has stopped approving stop- 
colleges. For example, SC managements are As: instead, two pait-^ime teachers are 

allowed to open new colleges on condition Anted against a clear vacancy, 
that they are free to appoint teaching staff w UGC has been constantly making 
but bear their salary for a period of seven As to contain the deteriorating standards 


of higher education. It is the considered 
opinion among educationists and scholars 
that the standard of university and college 
teachers has gone down as higher percentages 
and degrees are recklessly awarded to 
students on considerations of caste, 
community and influence. Oflate, high marks 
and degrees are even given under pressure 
of intimidation and corruption. In order to 
raise the standard and quality of college 
teachers, the UGC, according to the 
recommendat ions of the Mchrotra comminee 
(1986) on revision of pay scales of teachers 
in universities and colleges, made it 
obligatory for them to qualify at the national 
education test (NET) cor^ucted for the 
purpose by the UGC or any other agency 
approved by the UCK! and have at least .^5 
per cent marks at the master's degree level. 
However, the Karnataka government accep¬ 
ted the recommendations of the UGC in prin¬ 
ciple but gave exemption of clearing NET 
for those who had MPhil or PhD by 1992. 

The adoption of UGC rules gave a severe 
blow to the prospects of regularisation of 
part-time teachers who had just 50 per cent 
marks at their master'*.- degree level. For 
others, the new rule of qualifying at the NET 
was an insurmountable block. Thus, the 
part-time teachers in service fell that the 
application of UGC norms for them was an 
act of grave injustice for, when they had 
joined the service these rules were not in 
operation. Therefore, they argued that those 
already in service before the adoption of 
UGC scales should be exempted from the 
UGC norms and the state government should 
regularise their services. 

However, the state government did not 
concede their demand, as the UGC would 
not agree to such modifications. It was the 
state government's mistake not to have 
Slopped funlier appointment of part-time 
teachers when it accepted the new UGC 
rules in principle in 1986, and it should have 
made honest effort to convince the UGC to 
exempt all those working as part-time 
teachers prior to 1986.11 appears that neither 
the state government nor the UGC is serious 
about the problems of college teachers as 
there is no rapport between the two. But 
efforts were being made by the state 
government to resolve the issue of the part- 
time teachers through alternative means. 

Problems of Part-Timers 

There are about 2,500 part-time teachers 
in the whole state most between 25 and 35 
years of age. More than half are said to have 
put in a minimum of 10 years service. It may 
be observed that candidates who ha vecrossed 
30 years and completed 10 years of teaching 
service, have few opportuni ties of altemati ve 
employment m future. 

Generally, the part-time teachers are 
appointed, as temporary candidates from thp 
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oc^iniuiig ui tnc atoucniiv you Juiy i aiHi 
terminated at the end of March. The 
appointment i$ renewed every year subject 
to the candidate'spcrformance. The objective 
behind such a policy of the government is 
that part-time service should not be 
considered as a legal basis for claiming full¬ 
time or permanent appointment nor for the 
continuity of service, in case of recruitment 
through the duly constituted bodies by the 
state. It is unfortunate that the part-time 
teachers are thus discriminated against and 
used as sacrificial goats by the state 
government. 

it may be observed that the employment 
situation of part-time teachers has been 
worse than that of daily-wage earners in the 
state. For example, part-time teachers were 
previously being given a consolidated 
amount of Rs 400 a month for eight months. 
After repeated appeals the wages were raised 
from Rs 4(X) to Rs 600 and from Rs 600 to 
Rs 1,200 a month recently. But in private 
colleges even this meagre amount is not paid 
every month and delayed for two to three 
years for reasons of not receiving funds from 
the government. Well-to-do private 
managements, however, do pay a meagre 
amount to part-ti me teachers on humanitarian 
grounds. But there are reports that some 
private societies pay only half of the actual 
wages and force the teachers to sign on the 
acquittance roll or collect cheques for salary- 
cuts in advance. Any protest or resistance 
from the teachers may cost them their job 
at the time of renewal of appointment in the 
next academic year. 

The effects of part-time teaching should 
be viewed with seriousness by the state and 
central governments and all those concerned 
with the status of teachers and the standard 
of higher education. Part-time teaching 
should be viewed as a form of unemployment 
among educated youth. The immediate 
concern of the part-time teachers is about 
the regularisation of their .service. Even after 
rcgularisation of service if their previous 
service is not considered, it will adversely 
affect their service in respect of seniority, 
scale of pay and pension, besides other 
bcncrus. In case their services are not 
regularised, the Damoclcan sword of 
unemployment hangs on their head. 
Sociologically, the employment status of 
youth, especially educat^ youth, has several 
effects on the personal, familial and social 
life 111 particular and on the larger society 
in general. 

A major effect of unemployment is that 
it produces in the person a sense of insecurity 
and tension which in turn, weakens his soci^ 
esteem and self-image. It creates a loss of 
status. Unsteady employment undermines 
health, weakens ambition and unsettles his 
life. Viewed in the context of part-time 
teachers, unemployment (or underemploy- 


mcni; lur a penou oi 1 years Keeps ism 
in constant stale of disappointment i id 
frustration. A number of studies carried ut 
on the social effects of unemployment h ve 
shown that the incidence of unemployn nt 
among educated youth tends to postp ne 
their marriage, as stable and secu ;d 
employment has become a prerequisite or 
marriage in modem society. 

The practice of part-time teaching as 
significant repercussions on hig er 
educaiion.Part-timeteachersareanalien ;d 
and isolated lot in higher education as I ;y 
do not constitute an integral part of ie 
institution in which they happen to >e 
working. For example, college authori ;s 
do not assign them any responsible job s :h 
as advisors to student activities, or is 
members of admission committees, etc. Tlly 
are almost treated as outsiders to the colic c. 

The part-time teachers, due to their mea re 
wages and an uncertain future, do not I el 
motivated to identify themselves with le 
institution, staff and students. Unceit in 
employment tends to prevent them ft m 
identifying themselves with the role c a 
teacher and the cause of students i id 
education. As part-time teachers, they do Dt 
receive their due respect, honour i id 
recognition from students, staff and princi| il. 
They constantly feel a sense of deprivati n, 
injustice and degradation, as they are m le 
to complete half the syllabus with a mea re 
and insecure wage of Rs 1,200 a mo Hi 
whereas the full-timers gel four times i at 
salary. 

The attitude of the state governm at 
towards the issue of part-time teachers I is 
bcenoneofindifference from the beginni 
Although the practice of appointing pi t- 
time teachers has been in existence in i le 
form of stop-gap arrangements and conti :i 
teachers, for a lung time no thought has tx n 
given to formulating a sound policy. I ir 
example, the part-time teachers associati n 
submitted a memorandum of appeal to c 
then Congress government headed y 
Veerendra Patil to redress their grievanc k. 
But the government turned a deaf e r. 
Considering the lukewarm attitude of I e 
government the association staged a dha a 
in front of the vidhana soudha at Bangalo :. 
Eventhatdidnotwork.Realisingthe gove i- 
ment’s apathy, the association sought i e 
intervention of the Karnataka Admini.strati e 
Tribunal I'or a .speedy solution. The tribun I. 
too, could not be of help. As a result, i e 
problem ofpart-timcteaclwrs worsened wti n 
the government made it a rule that two pa i- 
timers he appointed in place of one st( >- 
gaper or a clear vacancy. 

The situation became worse when i e 
state government suddenly adopted the U( ^ 
norms of a 55 per cent minimum it 
postgraduate level and clearance of N1 r 
without giving any thought to the plight if 


inosc wno naa ocen wonting lor live to 
seven years as part-timers. However, 
considering the complexity of the issue, in 
1993-94 the Deve Gowda cabinet took a 
favourable step by constituting a committee 
headed by Shiuma to go into the different 
aspects of the issue and suggest suitable 
remedial measures. 

After considering the seriousness of the 
problem in the light of the recommendations 
of the Shaima Committee the cabinet decided 
on November 8, 1995 to regularise the 
services of alt part-time lecturers in junior 
colleges who have put in more than two 
years in phases until 1997, although the 
actual norms of appointment were not spelt 
out. Of course, the step taken by the 
government is a welcome gesture. However, 
the step is an ad hoc measure and not a long¬ 
term policy, and it has defects. For example, 
the number of part-time teachers in subjerts 
like physics, chemistry, etc, working in 
science (degree) colleges is likely to be more 
than the vacancies in junior colleges. 
Obviously agixxi proportion of such teachers 
will have to remain in the .same college as 
part-timers. Absorption of such teachers may 
go beyond 1997. The cut-off date will 
adversely affect such teachers. Again, 
subjects like statistics, education, fine arts, 
commercial painting are generally not taught 
in junior colleges. 

Although the state government has solved 
the problem of part-time teachers at present, 
as yet there is no definite policy. For example, 
the state government has declared its intention 
to stop the appointment of part-time teachers 
from 1995 and fresh vacancies will be filled 
in through a state level recruitment 
committee.* But this is not so easy as 
bureaucratic procedures take time and 
appointments will bedelayed for years. Even 
if the procedural snags are cleared, there wi 11 
not be enough candidates who have cleared 
the NET. The results of NET examinations 
have shown that hardly 2 per cent of the 
candidates pass the exam. As a result, part- 
time teachers will become an inevitable 
necessity, it should be realised that unless 
radical changes are introduced in the policy 
of expansion, affiliation, system of 
examination and teacher training, the 
problem of part-time teachers will coniinue 
to vex all concerned. 

Note 

I In a sudden development the directorate ot 
collegiate education, Kamataka, has asked(vid< 
circular June 27,1996) all degree colleges in 
the state to abolish the post of part-time lecturers 
and re-appoint rctir^ lecturers on contract 
basis. But this is not a wise policy. It is not 
easy for the government to appoint leciuren 
as and when posts become vacant due ic 
constraints and procedures. Colleges cannot 
be run without part-time teachers. 
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^Backwards’and ^Dafits’iyce a Back Seat 


Amaredi Mbhra 


While the electoral behaviour of the (Uitf and backward castes will 
certainly be a key factor in the outcom the coming assembly 
elections, there is a perceptible shift intke political focus of all political 
forces which is likely to benefit the uppt^ castes. 


FOR an election which appears all set, once 
again, to decide the contours of national 
politics, the build up to the latest electoral 
round in UP is pathetically devoid of lustre. 
All political parties have hyped their 
importance for their respective camps - the 
United Front (UF) has gone as far as to hinge 
the fate of its government at the centre on 
its outcome, the BJP knows that aftei 
developments in Gujarat and the court 
summons to Advani in the hawala case it 
1 $ left to UP to conduct salvaging operations, 
and the Congress is waiting for its 
resurrection. The BSP is finally making a 
bid for power and the chief of the Samajwadi 
Party is lighting for his political survival. 
But the crucial bind in which the parties find 
themselves is nut being translated into raising 
of the political pitch. The party which is seen 
to be the I rent runner, the BJP, is not even 
frontally attacking its main rival the UF led 
by the SP and all other parties arc somehow 
failing to record any level of enthusiasm 
amongst their workers. Even the type of 
is.sues that were dominant till a few years 
ago, like Mandal and mandir are conspicuous 
by their absence and the familiar invocation 
of populist issues IS also missing. 

This is, in a sense, an election sans issues; 
yet, for this very reason, it marks a decisive 
phase in the state. At an immediate level, 
it will repeat the political pattern seen in the 
last parliamentary elections, with the upper 
castes routing for the BJP and the backwards 
and dalits for the SP and the BSP. But there 
is a saying current in UP villages - 'is baar 
sab jaat ka vote sab men pade ga’ (.this time 
all castes will vote for all the parties). It 
seems that the days when UP politics used 
to revolve exclusively around the assertion 
of the backward ca.ste$ and dalits arc over. 
There is a perceptible shift in the political 
focus. During the last parliamentary elections, 
dalits had eiqerged as an electoral force in 
their own right. Instead of a straight contest 
between the BJP and the SP, seen in social 
terms as one between upper and backward 
castes led by their power groups, the fight 
IS now deemed to he a three-way one, with 
Mayavati as the new contender against 
Mulayam and Kalyan Singh. 

But this configuration has benefited, quite 
unexpectedly, the upper castes. Indeed, in 
thecampaignsof the major parties, including 


tb i|SP and the SP, the crucial aspect which 
iiittissing is the now almost customary 
apdal to the backwards and dalits. The UF is 
cnQcntrating exclusively on ‘farmers’, 
‘iiRhs’ and Muslims with prime minister 
IveGowda, instead of the 'tainted' Mulayam 
5ipi, at the head, while the BSP is gunning 
.n^mindedly for the former chief minister, 
ken the customary exhortations to dalits to 
ipfore political power have vanished from 
b appeids of the BSP which seems to have 
ddined basic dalit issues with political 
ot^ity by positing the anti-Mulayam 
aaiesh Chandra report’ as the main poll 
piK. 'The BSP is now actively soliciting 
e gupport of the upper castes, both the 
ul^rs and the brahmins. It has advised its 
ly* the Congress, to field as many brahmin 
m^dates as possible and is pois^ to offer 
tkfcts to a large number of thakurs in east 
P»'especially those with cnminal records 
d^nst the yadavs in the countryside, 
ifturs, brahmins and other forward castes 
opiso being wooed by the UF which has 
nikdy scored a point in west UPby enlisting 
esupport of Ajit Singh and his jat consti- 
ol^cy. Among the I^ft forces, there has 
a substantial erosion in the identity and 
^ence of the CPI and the CPI(M) within 
icUF, while the CPItML) is contesting 46 
'4ts. At the same lime, the prime minister’s 
i<!(^pendence day declaration of a separate 
tt^akhand has increased the importance 
iK.'the UF of this overwhelmingly upper 
al^e region, which was considered un- 
nAortant by Mulayam Singh in the Mandal 
»s because of its caste composition. 

R is this situation which is causing jitters 
i.'the BJP camp. The party otherwise is 
rdl-placcd as its opponents arc split but the 
li|nge in balance in favour of the upper 
apes, which should have worked to its 
dtantage, is also exposing its vulnerability. 

Uttarakhand declaration has enhanc^ 
h# position of N D Tiwari's Congrcss(T), 
~^F constituent, in the hills at the expen.se 
|the BJP. In the plains, the thakurs and 
I can no longer be taken for granted and 
I brahmins too are playing a waiting game 
ney are very much with the BJP but their 
N are also set on which way the Muslim 
pte will move. 

he Muslims are themselves in a fix - the 
Ijority of their poor and lower middle 


classes, very much like their yadav 
counterparts, still regard Mulayam Singh as 
their leader. But a section of their elite 
leadershipis inclining towards the Congress- 
BSP combine which is playing up the prime 
minister's meeting with Bal Thackeray in 
order to gamer more support. Imam Bukhari 
of the Jama Masjid has also lent his support 
to the BSP. In his joint meetings with 
Kanshiram he is projecting the plank o( 
dalit-Muslim unity which is sounding, at 
least ideologically, more advanced than 
anything being offered by Mulayam Singh. 
Th»e arc prospects of tactical voting by the 
Muslims against the BJP and if that happens 
even in a few constituencies, brahmins may 
move towards the BSP-Congicss combine, 
especially in places where the Congress has 
fielded good brahmin candidates. The 
changed situation in the state is objectively 
geared to favour the Congre.ss, though it 
remains to be seen if the party is able to make 
a comeback in terms of the actual results. 

At the same time, there is no clear sign 
yet of the political inclinations of the mo.st 
backward castes (MBCs). Thcirrolc IS going 
to be cracial, after that the Muslims, in 
deciding whether or not the BJP gets a 
majority. It is crucial ior the BJP that it 
breaks into the MBC and also, if possible, 
the kurmi vote. That is why it is imperative 
for the party to continue projecting Kalyan 
Singh as the future chief ininislei despite the 
bitter factional fight in the state unit and the 
pressure of the upper castes to effect achangc 
in the leadership. Thus, while on paper BJP, 
Mulayam-UF and BSP-Coiigress ocaipy, 
respectively, the first three positions, 
dramatic changes can also up.sci the political 
balance. If the BJP tally fails to touch the 
213 mark and there is a hung as.sembly, it 
can also support Mayavati as chief minister 
to keep Mulayam Singh out. Conversely, the 
UF can also inch closer to the BSP lo keep 
the BJP out. 

But though it appears that in any even¬ 
tuality the B.SP will be the gainer, the party 
is actually vulnerable at the ground level. 
In east UP, for instance, the tickets given 
to the thakurs are in an area where the dalits 
have a history ot violent conflict with the 
upper castes. In fact, the rise of the BSP in 
the region was due in large measure to the 
rise of dalit outlaws who waged a running 
battle against the upper castes and their 
cnminal gangs, largely thakur in origin, at 
that time owing allegiance to the BJP. Mu.st 
of these outlaws were shtit in encounters or 
gang wars so that dalits are without the kind 
of protection that was available before. On 
top of it, the B.SP has given tickets to thakurs. 
All this will weaken the position ol the dalits 
at a time when their party is bidding for 
power in the state. In cast UP, which will 
decide the future of the BSP and where the 
cla.ss situation is precanous, the balance is 
tilting against the dalits. The dalits will, of 
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coursie. vote for the BSP and the Congtess 
in these elections, but a new process has 
begun with very interesting implications. 

Mulayam Singh reflected both the class 
position and the .short-sightedness of the 
socio-economic forces represented by him. 
perched between an attempt to gain access 
to the upper echelons of power and thedesire 
to keep the lower classes at bay. His position 
remained midway between the BJP and the 
dalits - a kulak leadership could have taken 
the dalits under its wings for a fight against, 
or an adjustment with, the upper classes. But 
this did not happen because of Mulayam 
Singh’s shoit-sightedness and vacillations. 
But Mulayam Singh's vacillations, his anti¬ 
democratic acts and his anti-leftism and, at 
the same time, his failure to get accepted by 
the ruling classes reflect the failure of the 
kulaks to emerge as the ruling class, in 
political terms, in UP. 

The class nature of the BSP has often 
been debated, but now the answer is 
becoming clearer. Kanshiram represents the 
interests of the big landlords and the big 
bourgeoisie. He, much more than Mulayam 
Singh, is the real representative of the ruling 
classes in the state. He is cool-headed and 
c^culating, a person with a long-term view 

RUSSIA 


F.VEN as a bright, sunny autumn dances 
before the eyes in Moscow, a winter fog is 
descending upon the Kremlin, the political 
citadel of Russia. It is caused by the alarming 
physical condition of president Boris Yeltsin. 
Gone is the summer glow of the election 
victory and the dazzling inauguration. An 
extraordinary state of apprehension and 
confusion has gnpped the Russian polity 
because of it. lltrough the fog other figures 
can be discerned executing manoeuvres in 
a not-so-discreet power struggle. 

This power struggle has been going on for 
months while the president has gone from 
one clinic to another in search of a cure. But 
when he himself announced on television on 
September .5 that he had a heart ailment 
requiring an operation, a note of urgency 
was added. His health acquired a new political 
dimension because it unavoidably placed 
the question of his successor on the agenda. 


of things. It is no coinckkiice that hi s 
becoming the vdiicle for die revival of t 
Congress and the luling class equationi f 
the past. 

The UP is also moving towards n t 
equations. At present it may be the main p - 
Muslim party, but subtle shifts are tak ; 
place in its position, Deve Gowda's meet ; 
with Bal Thackeray and its defence / 
Mulayam was part of a desi^ to forge an / 
equation with the dissidents of the BJP i I 
with the Shiv Sena and the Congress mil s 
NarasimhaRao. The UP is slowly retreat! ; 
from the backward-dalit-Muslim plank i I 
this will become clearer in the post-electi i 
scenario. Disillusionment and confusion i 
only in the centrist but the rightist camp v 
also grow and observers are talking abi 
an emerging political vacuum in the sta 
The Left will gain from this situation a 
already dissidents from the Samajwadi Pa 
are finding an alternative in the CPI(M 
which, unlike the CPI and the CPI(M), 1 
kept intact its distinction from the centi 
camp. This counter-flow, from the centre 
the Left, even though only a trickle still, 
taking place only towards the CPI(MI 
which expects to increase its votes in i 
elections. 


This question will not go away till he 
physically fit again, and that may not be t( 
soon. 

The paradoxical situation is that whi 
Yeltsin needs a coronary bypass operatic 
badly, it cannot be done at this stage becaui 
of his poor physical condition. This is tl 
verdict of a council of medical experts he 
on September 25 in which the well knovi 
American cardiac expert. 88-year-ol 
Michael DeBakcy also took part. As a resu 
it was agreed that while a bypass surgei 
will restore Yeltsin to a normal conditic 
as far as the functioning of the heart goe 
other complications and his weak physic 
condition dictate that a period of 8-10 weel 
is required to build up his strength ar 
prepare him for the operation. Otherwise ti 
risk is too great. 

It is now becoming obvious to the Russia 
public that it was deceived on a grand seal 


by the Yeltsin estabKshment w^ch hid 
from it the really serious state oi his health 
and the fact that he suffered, som^ng 
approaching a heart attack just before the 
second round of voting on July 3 surd per¬ 
suaded it to vote for him. For political 
reasons, even the doctors designated to look 
after him are not very clear on this and his 
own entourage still refuses to accept that this 
happened. However, it is incontrovertible 
that since then Yeltsin has appeared only 
once in public, on his inauguration day on 
August 9. As a result, the country has been 
without a fully functioning president for 
nearly three months. Even more because 
he was already taken to a clinic a few days 
after June 16 when the first round of the 
presidential elections had ended. 

The illness of the president is not exactly 
a surprise to anyone (see ‘Yeltsin’s Last 
Hurr^’, EPW, June 8, 1996 and ‘The Six¬ 
teenth Messidor of Boris Yeltsin’, EPW, 
July 6, 1996). Despite all the reassurances 
of his acolytes to the contrary, it has been 
evident for a long, long time that he is a very 
sick person. Only the Herculean efforts of 
medical experts and his own addiction to 
power and a determination to hang on to it 
at any cost to the nation, keep him going. 
He is utterly indifferent to and oblivious of 
the highly negative consequences for the 
country, in the short as well as the long run, 
of his continuation in power in a debilitated 
state. Poor Russian people! Having been 
brainwashed to re-elect him so recently, they 
have no alternative except to suffer him as 
best as they can. 

Yeltsin has a long history of alcohol 
addiction and illnesses during the last decade. 
He became seriously ill with nervous 
exhaustion in November 1987, after being 
sacked from the post of the first secretary 
I of Moscow City Communist Party. In 1990 
he suffered spinal injuries during a flight to 
Spain when the plane made a very bumpy 
landing. In October 1991 he disappeared 
from public view for two weeks due to a 
minor heart problem. InJuly 1995 he suffered 
a heart attack and was away for treatment 
for a month. In October 1995 there was 
another heart attack from which he took 
almost three months to recover. In June 
1996, after winning the first round of the 
presidential electiononthe 16th, he cancelled 
all tours and practically ceased to appear in 
public. He was taken to a clinic for top 
leaders. It is widely assumed that he suffered 
his third heart attack towards the end of June 
or the firstdaysof July. As the crucial second 
round of voting was only a couple of days 
ahead, it was kept a complete secret from 
the electorate. 

According to/zvesriafSeptember 7,19%), 
this actually happened on June 30, on a day 
when Yeltsin's scheduled meeting with the 
young democratic leaderGrigory Y aviinsky, 
after a long wait during the day by him, was 


Winter Woes of Yeltsin 

Dev Murarka 


The history of Yeltsin’s sickness and the way it has been handled at f/i| 
political level is creating a tragic legacy for the country. Because 
Yeltsin has ignored so many inconvenient democratic procedures and 
because the people have been again and again deceived about his 
physical condition and by his extravagant and false promises, 
democracy as a political institution has been thoroughly discredited in 
the people’s eyes. 
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cancelled without explanation. Whohnows, a^ouncet reacted to the limited frankness course. All sick persons are entitled to seek 

ifthe meeting had taken place some political <ffie president so «:statica]ly as if the apple the best medical help they can afford or get 

accommodation between Yavlinsky and <rNewton had fallen on his head. But then and the Russian president should not be 

Yeltsin might have been arrived at. It tite kind of servile journalism has in- denied this. Hundreds and thousands of 
underlines how the physical incapacity of (teasingly become the norm in Moscow, people from all over the world travel to 
thepiesidentisaffectingthepoliticalsituation 'dltsinhimsetf.inasnidemanner.hadhinted different countries for treatment and opera- 
in the country. Izvestia also contends that liijt he was breaking a tradition of secrecy tions, including Russians. The wearisomely 
he simultaneously suffered a light stroke at b0ul personal health practised by fonner false note in all this is the pompous pretence 

the time, though none of the medics have >a^iet leaders. in a nationalist vein that for Yeltsin only 

mentioned this. But he was telling the truth in his own things Russian are good enough, while in 

According to academician Andrei ie. by telling only a small part of it, reality he dresses from head to foot in foreign 

Vorobiyov.whochairedthemedicalcouncil, ifing much more, and pretending to be clothes. One has only to look at his exclusive 
Yeltsin has ischemia, angina pectoris, cardio- itfre democratic and more patriotic than his ‘van Laack' German shirts, his ties, his 
sclerosis, posthaemorrhagic anaemia and nfiamed predecessors by claiming to trust footwear. 

dysfunction of thyroid gland. His heavy nly Russian doctors. Ail this was clearly Moreover, his admission that an operation 

drinking habits, mostly vodka and cognac, Iwigned to impress a gullible public, was ncces.sary was not purely because of his 

are well known. According to newspapers 'tinlrary to Yeltsin, the doctors did not concern to inform the Russian public. Far 

he also suffers insomnia and deafness in one litcover the heart ailment in the course of more important was the looming visit of the 

ear. Yet others claim that he also has liver i recent examination. They, and he too, have German Chancellor Helmut Kohl, due on 

and kidney problems. The cumulative effect ;iiDwn about it for more than a year. For September 7. It was no secret that he was 

of all these physical disabilities makes a nitance, one brilliant cardiac surgeon, partly coming with a mission from the 

.successful heart bypass operation highly risky vftkhail Alshibaya, had publicly declared in American president Bill Clinton to find out 

because they react with each other and in ''dbruury this year that Yeltsin needed an the exact physical condition of Yeltsin in 

the course of operation can cause fatal ipierationfSegodnyo, September 25,19%). view ofall the secrecy surrounding the matter, 

complications, endangering a successful 3iit his advice was ignored for political It would have been rather awkward in the 

outcome of the surgery. egsons. Yeltsin was determined to run for presence of Kohl to pretend that all was 

However, it is symptomatic of the false nisidency again and such an operation might really well. Ihc disclosure by Yeltsin was 

patriotism projected about his treatment by i^e reduced his re-election chances, a pre-emptive move before the visit so that 

Yeltsin that after all the unseemly noise alshibaya bluntly stated that such a patient the chancellor was not loo slartlcd with his 

about distinction between Russian and non- ;^ld die any moment and added “Boris poor condition. That the motive and poli- 

Russiandoctors, even the Russian specialists feltsin is a high operation risk”. tics of the visit centred around Yeltsin’s 

arc citing the American DeBakcy as the Instead, the public wa.s sought to be fooled ill health, came out in the open when a 

authority for their final decision. Their usual lyall kinds of inventive reassurances to the Rus.sian televi.siojicorresixindcnt asked Kohl 

remarks .are that DeBakey approved the .i^lic about his “firm handshake as earlier, point-blank whether upon his return to 

prognosis and the decision to postpone the ^yen strong”, his “energetic voice”, his Germany the chancellor was going to 

operation tor a few weeks. The American phowess in the pre.sent weak physical telephone Clinton about his impressions of 

specialist is also offering public testimonial condition in shouting 40 ducks and a wild Yeltsin and was an.swercd in the nfliniiative. 

totheothcrwiseexcellentphysicalcondition bdar, somehow conjuring up the scene of Tliis question and answer was projected in 

ofthc president and his “energetic” conduct, the rabbit shoot carnage in Jean Renoir’s oneofthc Russian television news bulletins. 

In a subtle way this is thru.sting respon- nitcsterpicce La Regie du Jeu (‘The Rules of to establish the real purpo.se of the visit for 

sibility upon the shoulders of DeBakcy. It the Game’), and so on in a similar vein. All Rus.sian viewers. 

is also becoming clear that now a massive th^s, while he was not in a fit condition even This concern for Yeltsin's health on the 
media campaign is starting to convince the Uf visit his wife in hospital, after she had pari of the western leaders is rather novel, 

people that all is well with Yeltsin, except iMdcrgone a senous operation, more than Indeed, since the beginning of the Chechnya 

theminoniiattcrofthetimingofthenperation tihice in two weeks. gcnocideinDecember 1994„Ycllsinandthc 

and that he is still running the country. The One of the mo.st publicly aggressive and American president and vice-president have 
doctors appear willing to play this game, nastiest sycophants ever to hang around lime and again acted out a grotesque scene 

Not all cardiologists, however, are in Yeltsin was Vyacheslav Kostikov, for some from some Gilbert and Sullivan operetta, 

agreement with the decision to delay the ywrs his press secretary. He considered it Prior to the American VIPs’ arrival in 

operation. Some Russian as well as Euro- ^oral even to hint about any shadow on Mo.scow, calculated gmnting noises are made 

pean experts claim that it increases the risk tic health of his boss. Once, when Ruslan by their spokespersons in Washington that 

and that in his present precarious condition Khasbulatov, then the speaker of Russian their bosses will raise the qucstiun of 

Yeltsin may not survive long enough to Supreme Soviet, made some justifiable Chechnya since the faraway sound of 

benefit from an operation. Eminent about it. Kostikov burst out: 'The bombing, shelling and screams from inflic- 

So much disinformation had surrounded insinuation by the speaker about the health ted pain and death, even though an internal 

his actual physical condition that any precise the president testifies to great immorality matter, disturbs their beauty sleep, 

or sober a$.se$sment of it was not possible. 40nly an outsider [for Russian chauvinists. But when these same bosses, who normally 

He himself contributed to the mystification. I^tionalists and racists, all non-Russian prate so deafeningly about human rights, arc 

For instance, while disclosing that he had ^tizens of the country are permanent actually in Moscow, they praise the quintes- 

a heart ailment requiring operation, he also mtsiders - DM], an antipode of the sential democrat Yeltsin for everything, his 

claimed that the doctors had found it out lussian national idea, could have said this” sparkling health, his conducting, dancing 

only recently in the course of medical iDctobcr 9, 1993). The Kostikov tradition and singing and. gratefully licking him all 

examination. Moreover, that no help of any B very much alive and kicking even now. over, go back home unconcernedly wagging 

kind from foreign doctors was nece.s$ary. | As for Yeltsin's proud boast that he will their tongues. For instance, after his last visit 

This announcement was hailed by some Nie the services only of Russian doctors, and meeting with Yeltsin on July 16 at the 

as if the Almighty had suddenly revealed all ^Bakey’sparlicipationinconsultationshas Barvikha sanatorium on the outskirts of 
His secrets. One ecstatic Russian television ibut paid to it. Nothing wrong with it of Mo.scow, vice-president Al Gore stated on 
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the CBS ‘Face the Nation' show that during 
the meeting Yeltsin "displayed sharpness, 
quick thinking and concentration. I am not 
qualified to characterise his physical 
condition. However, during our con versation 
he appeared very energetic” (retranslated 
from Russian). Note the word ‘energetic’ 
used by the apologists of Yeltsin. Thus, the 
visiting VIPs too have been a party to the 
deception practised about Yeltsin's health. 
Sickening. 

Bill and Helmut, thank heaven, do not 
constitute the world, not even the whole 
'civilised' world. Rather, the world at large 
ts beginning to sense that Russia is a society 
sick in its very soul. The sickness of Yeltsin, 
the way it has come about, the way it is being 
dealt with, all this is also repte.sentative of 
that profound malady. 

Politics at the Kremlin level, of course, 
is nearly paralysed and totally focused on 
who or what after Yeltsin. It is not at all clear 
who really runs the country. Everybody 
speaks or acts in the name of Yeltsin, of 
course. However, many observers have grave 
doubts it in fact the attention span of the 
president is more than l.S-30 minutes every 
day, if that. Again, the Russian authorities 
dispute this, claiming he is still the decision¬ 
maker and that he works long hours. 

The concern over his health is felt dif¬ 
ferently by various streams of the e.stabli$h- 
ment. There are those whose fate is tied to 
Yeltsin, who dragged him across the length 
and breadth of the country like a performing 
bear in the course of the election campaign, 
regardless of the consequences to his fragile 
health, to keep him in power for their sake. 
They arc afraid about their own future with¬ 
out him. Of course, it could not have been 
done without an equal degree of willingness 
on the part of Yeltsin. 

Then there are those who already have 
some of the levers of power in their hands 
and hope to use these to acquire political 
power during his disability or subsequent 
disappearance from the political arena. 
Lastly, there are those opposed to him who 
also hope that his exit from the scene will 
be to their advantage and they might manage 
to gain power pushing aside those who at 
present consider themselves to he his heir- 
apparent. This particularly applies to the 
communi.sls and their allies. These divisions 
are not always clear-cut and shade into each 
other. Neither is the behaviour of various 
factions consistent. All politics has become 
a hotchpotch of tear and expectant op¬ 
portunism. 

Incapacity of a ruling leader always 
creates problems. But in 'civilised* states, 
according to the Russian definition of the 
term, there arc constitutional provisions, 
coiiventions and rules to cope with such 
situations. I'he ailing leader resigns and an 
election is held to choose a new leader, in 
some cases by ihc ruling party, in others by 


the country. If they are unwilling they ca 
be compelled by the society. However, i 
Russia, the present constitution is just a soi 
of fig-leaf to cover up the naked autocrac; 
of Yeltsin. 

Therefore, none of these options are evei 
being thought of. At any rate not whili 
Yeltsin has a breath left, instead, there ha 
been prolonged and agoni.sed discussion o 
a Russian kind about transferring power ti 
prime minister Viktor Chernomyrdin for i 
few hours, not a spare minute more befon 
the great president is administered anaes 
thetic on the operation table and not a singli 
minute later than he regains consciousnesi 
after the operation is over. It is not at ail clea 
from this who will decide that the patien 
is fully conscious, the doctors or the patien' 
himself/ Such are the slender threes b) 
which the fate of Russia is being made tc 
hang. The whole procedure seems to be 
designed as if the power was being entrusteo 
to the keeping of an enemy, not to a trusted 
loya'ist. 

It was finally decided that this importani 
business will be done in three stages by 
means of Yeltsin’s favourite device, presi¬ 
dential decrees. The first decree has already 
been signed, to entrust Chernomyrdin witli 
some ol the powers of the president now, 
and all in pnnciple at a later .stage when the 
operation starts. This will require a second 
decree to be issued just before anaes- 
thetisation. Then will come the third ano 
final decree taking it all back so that Russia 
can remain extra safe in the immortal 
hands of Yeltsin. Since the operation hat 
been now put olT for a couple of month.s, 
ail this has become purely theoretical for the 
time being. 

Hie procedure is fair enough, since it is 
stipulated in the Russian constitution that 
the prime minister inherits the presidency 
if it falls vacant before the end of the term.^ 
then within three months fresh elections 
have to be held for the post. But docs it go 
far enough? For one thing, it shows a! 
ridiculously paranoic and pathetic distrust 
of Chernomyrdin. 

A temporary transfer of power, whether 
for a few hours, a few days or few weeks 
is atotally inadequate response to the current 
grave .situation. It is made graver by the 
pretence on the part of practically everybody 
in the Yeltsin establishment that he is 
mentally fully alert and fit and that he will 
completely recover within a short period of 
time and be able to deal with the multiple 
problems facing the country. Only the gullible 
believesuch assertions which are very foolish 
and dangerous. 

Foolish, because it is obvious that the 
health of Yeltsin has been on the slide and 
after every recovery the time gaps between 
slide-hacks have tended to be shorter, 
deterioration faster and steeper. To believe 
or claim otherwise is a delusion. Aware of 


this tendency and frarliil of die blame which 
might be placed on bis shoulders if the 
operation, incase it is done, fails, thesurgeon 
in charge of Yeltsin, Renat Akchurin, has 
publicly discouraged easy optimism about 
his quick recovery. 

Dangerous, because Yeltsin is not some 
private person but the head of slate, and 
propagating such a notion is to purposely 
deceive the public. Hiis will only aggravate 
the crisis of confidence not only in his 
capability to rule but also further devalue 
all the political institutions of the country. 
The longer this situation continues, the greater 
will be the damage to the political health of 
the country, its stability. It is a purely nominal 
and ultimately rather meaningless style. 

It is obvious now that Yeltsin will not 
recover fully, even if all goes well according 
to plan, for another 4-3 months at least. Four 
questions arise from this situation. One, will 
he ever emerge from his present physical 
condition to carry nut his political duties in 
full measure? Two, if the president is not 
cured completely, will the country continue 
to he ruled by an incapacitated person for 
another four years? Three, if not, when and' 
how will a changeover take place? Four, 
eventually who will replace and .succeed 
Yeltsin? There are no answers to be found. 
Or rather, the answers arc there but cannot 
be implemented. 

One supreme solution is self-evident. It 
IS for Yeltsin to resign and hand over power 
to Chernomyrdin while preparatioas arc made 
for the election of a new president within 
three months as stipulated in the constitution. 
It is equally obvious he will nut do so. He 
does not have the grace of Gorbachov in 
such matters. Consequently, it is almost 
certain that during the prolonged indisposi¬ 
tion of Yeltsin for month.s ahead, at least rill 
February next year, there will be political 
uncertainty and instability. 

A few political personalities are hopeful 
that ultimately his wife Naina and daughter 
Tatyana, who can sometimes soften his 
stubbornness, will persuade him to resign 
voluntarily. If the two ladies could achieve 
this they will be doing a great service to the 
country. However, there is little chance that 
this will happen. Too many factors are against 
such a development. 

The whole history of Yeltsin’s sickness, 
the way it has been handled at a political 
level, is creating a tragic legacy for the 
country. Because Yeltsin has ignored many 
inconvenient democratic procedures during 
his reign so far, because the people have 
been again and again misled and deceived 
about his physical condition, and repeatedly 
by his extravagant and false promises, 
democracy as a political institution is 
thoroughly discredited in their eye.s. it has 
been a peculiarly Yeltsin achievement, and 
whether he remains or goes, bodes ill for 
Russia. 
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PERSPECTIVES 


Understanding Deve Gkiwda 

lames Manor 

Deve Gowda’s past may turn out to bt a poor guide to his premiership, 
but this account of a number of events tendencies and recurring themes 
in his career may offer a somewhat clarer notion of what India can 
expect of the man from Hardanahalli. 

DESPITE much comment in the Indian and wo initials are important), he was no relation 

international press about the background 'f Deve Gowda, 
and career of prime minister H D Deve As the 1962 state assembly election 
Gowda, our understanding of these things pproached, three men sought the Congress 
is still rather sketchy. This paper provides icket to challenge Y Vecrappa, the Praja 
a little more detail and substance than has lOCialist Party (PSP) MLA who had defeat^ 
been available so far. It examines a number i G R Rao in Hoicnarsipur in 1957. The 
of events, tendencies and recurring themes tree were Deve Gowda, his colleague on 
in the prime minister's career which may le Taluk Board Dodde Gowda, and one 
have some bearing on his approach to his ludde Gowda. Dodde Gowda was 
current job. uccessful, apparently because his brother- 

Deve Gowda received a diploma in civil n-law was a close associate of S 
engineering after a year of post-sccondary iijalingappa, the once and future chief 
study in the district headquarters town of liaister of the slate. 

Hassan in 1952, at the age of 19. He then Deve Gowda decided to stand as an 
spent several years farming and working as idbpendent against Dodde Gowda, and set 
a highly competent engineering contractor, bout campaigning in the energetic, 
mainly in and near Hoicnarsipur taluk, in ainstakingly thorough manner that has 
partnership with a Muslim friend. His Iways characterised his political work. He 
involvement in construction pjrojects earned 'Otit to the former MLA, A G R Rao, to 
him a reputation within a limited circle as slc for his support. Rao said that as a 
a man who gut things dune. It also equipped imgressman his hands were tied, but the 
him with analytical skills which would later lea from Deve (jowda appears to have 
enable him -- both in opposition and in oQe some way towards neutralising Rao in 
government - to be a formidable analyst of ae ensuing campaign, 
public works project. He also went to the PSP leader in Hassan 

During those years, he actively .suppor- liatrict and asked him to award the ticket 
ted the work of the first Congress MLA orHolcnarsipurtothcincumbcntVecrappa 
from Hoicnarsipur and a minister in the a Lingayat) rather than a promising young 
Hanumanthaiya government, the brahmin /(^kaliga, so that the Vokkaliga vote would 
A G Ramachandra Rao - an impressive lOt be fragmented. Deve Gowda reckoned 
and enlightened man whom Deve Gowda hw if he could compete only with Dodde 
came to see as his political guru. His links jpwda for the support of Vokkaligas who 
to Rao and others were occasionally useful unnumbered Lingayats in the constituency, 
in obtaining contracts, but he did not ujstood a good chance ofousting the sitting 
seek office until 1959 or 1960 when he v^A who had become somewhat unpopular, 
was elected - with A G R Rao's backing When Veerappa was renominat^, Deve 
and on the Congress ticket - to one of the jftwda went systematically about cultivating 
14 or .so seats on the Holenarsipur Taluk figures (especially but not only 
Board. • Y^kkaligas) in the constituency, including 

He was elected from a two-member h(t young man who had been denied the 
constituency, and the other successful i*iP ticket. He went to the extent of 
candidate-I ike Deve Gowda, a congressman iwstering 200 Vokkaliga supporters from 
and a member of the locally dominant wlenarsipur in the small hours of the 
Vokkaliga community-was one HD Dodde ^rning outside the Vokkaliga hostel in 
Gowda. He was an advocate who came i&ssan where the young man was .staying, 
(importantly, as we shall .see) not from cfeppeal for his .support. It was duly granted. 
Holenarsipur but from Krishnarajanagar Gowda then lined up several other 

taluk in Mysore district. Despite the wuentialsupportersforhiscampaign.This 
similarity of names (in Karnataka, the first necessary because, at the time, he was 


largely unknown outsicte a circle of about 
10 villages round his home base in 
Haradanahalli. Vital help came from an 
ayurvedic doctor who travelled widely by 
bicycle to treat people and who was much 
loved across mast of the constituency. Deve 
Gowda and his campaign team concentrated 
on winning over village headmen who in 
those days exercised great influence among 
villagers. A sizeable number of them were 
at least distantly related to Deve Gowda or 
one of his close associates. 

Deve Gowda and his aides would typically 
arrange for the leaders of most communities 
in a village to meet at the local temple.' He 
would then appeal for their support, on two 
grounds. Despite the fact that most headmen 
were Vokkaligas, caste was not an explicit 
part of his message. He stressed, first, that 
although he was nominally an independent, 
he was very much a congressman, so that 
a vote for him was not an anti-Congress 
vote. Second, he reminded them that the 
official Congress candidate, Dodde Gowda, 
was not from Holenarsipur. (The consti¬ 
tuency of the three 'hoblis' or sub-taluk 
which make-up Holenarsipur taluk, plus 
Oundaganahalli '{lobir in neighbouring 
Chennarayapatna taluk, but in the latter - 
where the charge against Dodde Gowda as 
an outsider carried less force - he gained 
solid support then and subsequently, 
thanks to the heavy predominance of 
Vokkaligas there and his assiduous 
cultivation of them.) 

After extensive di.scussions. he and his 
associates would then withdraw for 10 
minutes or .so, to let the village elders reach 
a decision - which was usually favourable. 
Then, before the temple, they would plcrlgc 
their support. 

This sort of attention to detail ~ which has 
marked his eiiiiic career - plus a mere Rs 
16,000, mainly contributed by Deve 
Gowda's relatives, won liim a scat in the 
assembly in the 1962 election.^ He gained 
42 5 per cent of the vote, as against 24.7 per 
cent for Dodde Gowda and 20.4 per cent for 
the incumbent Veerappa.' He was 29 years 
old. 

Once in the as.sembiy, Deve Gowda nursed 
his constituency carefully. For opposing a 
Congress candidate in 1962. he was expelled 
from the party for six years. But despite this, 
he developed good personal relations with 
several leading congressmen - particularly 
with the Lingayat leader Veerendra Patil 
who was then public works minister and 
later chief minister, but also with Patil's 
patron, S Nijalingappa. This enabled him to 
succeed as a ‘transferring MLA’ who got 
people loyal to him inserted into key 
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posilions in me consiiiuency. 1I tuw neipcu yukkuii^ iniimviiui uuim^ ma ttim /\VJI^I^rtu;mlUiY|JnlUl^«^lptt.uunMUcr 

him to obtain numerous tangible benefits in politics. K Hanumanthaiya. who can; also the alliances with other caste groups 

from the government for Holenarsipur. from Bangalore district.) that he had to make, election after election. 

As an MLA and later as an opposition The attitudes of Vokkaligas in Mand) i in his own constituency. Four groups arc 
leader and a minister, he proved highly present Vokkaliga leaders from otht present in strength in Holenarsipur: 

effective. Civil servants who have worked districts with both a problem and ai Vokkaligas, Lingayats, Kurubas (tradi- 

with him consistently say that although he advantage. The problem is that to make thei tionally, shepherds) and scheduled castes, 

is not well read, he has an uncanny ability way in state politics, they must forge tie To win the seat, support from at least two 

to undeistand the key points in any document with leaders from other communities - of the.se groups is essential. The scheduled 

or discussion, and to spot the difference difficulttask.DeveGowdadid just this, an castes have consistently backed the Congress 

between real and imagined problems. He is by that means, he eventually became th associated with Indira Gandhi, so Devc 

also adept at anticipating potential most important Vokkaliga leader ii Gowda was always compelled to build 

difficulties, and at devising approaches that Karnataka. But he was forced to do it, a bridges from his Vokkaliga community to 

defuse them. His clever management of the it were, the hard way. | Lingayats or Kurubas or both. He has been 

Idgah Maidan controversy in Hubli, when The advantage is that because they comi building and maintaining mixed social 

he was chief minister, is a well known from districts where Vokkaligas do coalitions for over 30 years, 

example. predominate to the extent they do in Mandy<j| The.sc cosmopolitan experiences prepared 

These skills and his careful development they do not acquire the uncompromisini him well to adjust to the changing rules of 

of good political connections enabled him approach to non-Vokkaligas that politician! Karnataka politics after 1972. when Devaraj 

to gam victories - although seldom by large from Mandya often exhibit. This wai Urs made it necessary for Lingayats and 

margins - at a succession of .subsequent certainly true of Deve Gowda, and 4 Vokkaligas to share substantial power with 

elections. His expulsion from Congress equipped him far better than his Mandyi other groups, in order to win elections and 

forced him to stand as an independent again counterparts for success in the pluralistil to remain in power. They may also help him 

in 1967. He won the seat forthcCongress(O) atmosphere of .state-wide politics. (It is n| to cope with the greater diversity of people 

in 1972, and for the Janata Party from 1978 accident that the state's four Vokkaliga chi(| and groups that he inevitably encounters as 

onward.'' His successes in 1972 and 1978 ministers have come not from Mandya, bii prime minister. 

were achieved in the teeth of strong statewide from Kolar, Bangalore, Shimoga and Hassai He is .seen to be far more open to coalitions 
support for Indira Gandhi’s Congress, then districts.*' ! ol diverse interests today than he was in 

led by Devaraj Urs. Deve Gowda served as Consider the diversity of the clos^ 1989 when he broke with the main body ot 
leader of the opposition during that period, relationships that Deve Gowda hal the Janata Dal in Karnataka and tried to gain 

but despite this and a brief incarceration developed during his career-with a Muslui power as the leader of a party which he 

during the emergency, his personal relations business partner, a brahmin political guri could thoroughly dominate. That experiment 

with both Urs and his successor Gundu Rao and Lingayat leaders like Vccrcndra Pattt proved disastrous -• he suffered his only 

(as with most political adversaries throughout (whom some see as a second political gurfi defeats in a state assembly election, both in 

his career) weie always quite cordial. 

Deve Gowda’s close tics to Lingayat 
leaders like Veerendra Patil were crucial to 
bis growing importance during the first 
decade after his election in 1962. This was 
true partly because Lingayats dominated 
state-level politics between state's 
reorganisation in 1956 and the election of 
Devaraj Urs as chief minister in 1972, but 
there was more to it than that. 

Deve Gowda was a member of the largest 
and most intiuential ‘jati’ within the 
Vokkaliga jati-dustcr, the Gangadikuras, 
who account fur roughly one-half of all 
Vokkaligas ’’ But he did not come from what 
IS usually seen as the Vokkaliga ‘heartland’, 

Mandya district. Becau.se Mandya has 
pros|)eied economically (thanks, in large 
measure to irrigation .md sugar production, 
and proximity to Bangalore) in ways that 
Deve Gowda’s Hassan district could not. 
and becMusc Vokkaligas represent a larger- 
proportion of the population in Mandya 
than in other districts (including Hassan), 

Vokkaliga politicians from Mandya find it 
difticult to acknowledge the claims to 
political pre-eminence within their 
community of Vokkaliga leaders from other 
distiicls. (Deve Gowda’s problem was 
compounded by the hostility that developed 
between him and the most influential 
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Holenarsipur and in Kanakapura in 
Bangalore district - and it shook Deve 
Gowda deeply. It gave him a vivid ap¬ 
preciation of the utility of accommodation 
within broad coalitions of the kind which 
eventually carried him to power in 
Bangalore. Having now reached the pinnacle 
of national politics by similar means, he is 
unlikely to risk being excessively assertive 
again. 

The abrupt ouster of Ramakrishna Hegdc 
from the Janata Dal might appear to 
contradict that last statement. Bui those who 
know him well believe that this is unlikely 
to be followed by many similar actions. 
They attribute it instead to a tendency to 
remember past slights and. on occasion, to 
exact retribution against those responsible 
lor them. This sometimes extends to those 
who have written critically of him in the 
press, to which he is said to be rather too 
sensitive. 

However, most observers think that the 
need to maintain a diverse coalition will 
force him to concentrate more on co-opting 
adversaries thiui on confronting them. It 
should also be noted that this one tough, 
precipitate action against Hcgdc may prove 
useful in intimKlating others from becoming 
too troublesome. This writer’s di.scussions 
with politicians in Delhi and Bihar in mid- 
I'WO suggested that this was the message 
which most leaders in the Hindi belt look 
from that incident. 

By all accounts, press reports depicting 
Deve Gowda as a workaholic, thoroughly 
preoccupied with politics, arc accurate - 
indeed he has always been that way. He has 
no known recreations. He has never had 
much interest in sport, drama, dance, music, 
television or reading. Associates can only 
recall one occasion when he went to the 
cinema. He attends social functions as a 
duty, not for pleasure. Politics consumes 
nearly all of his waking hours, but it is 
generally agiecd that he enjoys this. As one 
senior civil .servant «ho has seen him at 
close tpiartcrs put it, “he can relax only 
when he is working, and docs not know 
what to do with himself when he has free 
time, which is seldom”.^ But because he 
enjoys work, no one who knows him expects 
his health to suffer under the burden of work 
as prime minister. 

He frequently goes short of sleep, but 
takes naps on journeys. When he was chief 
minister, a lieutenant who had an urgent 
matter to discuss with him was invited to 
join him as he travelled by car from central 
Karnataka to Bangalore, but Deve Gowda 
slept the entire way. He was then asked to 
accompany him on a further journey down 
to Mysore, but the same thing happened on 
that trip, and again on the return leg to 
Bangalore. The poor man spent the better 


part of 24 hours touring the state at Deve 
Gowda’s side without getting a hearing. 

Ob.servers also stress the strong rein¬ 
forcement that he receives from his wife, a 
quiet woman who is said to have a good 
understanding of politics, on which she 
sometimes advises him. This may be 
important in wh;u can be a lonely job - 
especially for a prime minister who has few 
if any political advi.sors, according even to 
senior colleagues who are sometimes said 
to‘be his advisors." His isolation worries 
those who saw him construct an exceedingly 
effective network of informants in every 
comer ot the Karnataka government. They 
tear that he may be ‘flying blind’ in Delhi.'* 

He is also sustained by a healthy lifc.stylc. 
He docs not drink and gave up smoking 
years ago. He once ate meat, but when his 
father died, he travelled to Kashi where the 
(landiis urged him to give up something he 
loved as an act ofdcvoiinn, whereupon he 
became a vegetarian. 

When he first stood for the as.seiiibly, 
Deve Gowda was not an elfcetive speaker 
- he learned this art later. But he impressed 
people early on with his willingness to listen, 
and conveyed the impiession that he was a 
god-fearing man who would keep his word. 
He subsequently became skilled at using 
What one close associate de.scribes as ’‘his 
very melodious voice, a dangerous voice 
which kindles emotions of people'*. He al.so 
learned "how to weep’’, and tiow to u.se his 
“beautiful cunning smile" to appear to open 
his heart to villagers with "devastating 
effect’’"* - especially m small groups where 
1* excels far more than at large public 
meetings. 

What one current associate describes as 
his “lack of style” before large crowds may 
actually turn out to have sonic advantages. 
It enables him to present himself as a plain 
roan, a leader without trills. ‘Plain men’ 
sometimes nourish as leaders of great 
democracies. Wilne.ss the examples of Hurry 
Truman and Helmut Kohl. Critics of the 
latter claim that he has a vocabulary of only 
SOO words, but he has been the leading 
figure in Europe for some time now. 

' Over the last 15 years or so, as Deve 
Gowda has been drawn increasingly into 
high politics at the state and then the national 
tevcl, his old friends and constituents have 
seen less of him and found him less 
responsive than during his early years. They 
lee that this is partly inevitable, bin they 
also express resentment. 

One long standing asswiatc said that "in 
file old days, he was very accessible to 
Ordinary people. He would sit on the tlooi 
^nd talk with them, but no longer". Others 
Complain that he has increasingly maintained 

{ Its ties to his base through paid political 
ixers, some of whom are seen as unsavoury 
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- one man described them as “political 
goondas”. His (again inevitable) pre¬ 
occupation with obtaining and distributing 
political funds has also caused dismay, as 
has the involvement in this business of a 
toddy contractor who comes from 
Holenarsipur but spends most of his time in 
Bangalore. Some constituents resent his 
efforts in i9‘t4 to install his son as his 
succcs!>or in Holenarsipur, while Deve 
Gowda moved to a safe scat in Ramanagaram 
III the Vokkaliga belt of Bangalore district. 

They also complain that his experiences 
in state politics have made him unable to 
trust anyone, even though they concede that 
he has good reason for his suspicions. One 
particularly scaring experience occurred 
when he was irrigation and public works 
minister in the Hegdc government. The chief 
minister sysiemaiically enticed most of his 
key lieutenants away from him. As one 
Deve Gowda supporter put it. “Hcgdc pruned 
him beautifully"." 

'nicreaflcr, Deve Gowda - an indefatigable 
optimist who looks for opportunities even 
in extreme misfortune - threw himself more 
energetically than ever into cultivating 
backers. But he is seen (rightly or wrongly) 
to have done so in a more manipulative 
manner, discarding people who had helped 
him when they became inconvenient. Some 
seasoned observers also believe that there 
are fewer limits than there u.scd to be or 
ought to be on what he will do to gain 
relatively nuxlest political advantages. 

Even his backers wonder whether his 
emphasis on frequent onc-on-onc dis¬ 
cussions is appiopnatc to his new role as 
prime mini.stcr, especially it it is he who 
con.stantly calls on otlieis rather than the 
olhei way round. 

What sort of vision can we expect Irom 
this prime minister'? Hie views of those in 
Karnataka who know him well suggest two 
answers. They sit incongruously alongside 
one another, but there may be some truth 
in both of them On the one hand, there are 
critics who say that Deve Gowda tends to 
focus too much on minutiae, on seeking 
short-teim advantages by forging tics with 
people tn face-to-face dealings. They 
complain that he therefore “can get lost in 
pc .’eslnan concerns”.'^ He tends to see the 
trees rather than the wtxid, and he focuses 
on tactical problems at the expense of larger 
strategic thinking 

They allege that this deprives him of 
vision, and they point lo occasions where 
this has cost him dearly. One instance was 
the contcsi foi the leadership of the 
government which was formed in Karnataka 
in the aftermath of the defeat of Congress 
in the 198.) stale election. Deve Gowda 
concentrated on lining up MLAs one by 
one. while his rivals S R Bommai and 







especially the ultimate victor Ramakrishna 
Hegdc dwelt more productively on larger 
strategic approaches. It is unkindly said that 
Deve Gowda continued to operate too much 
as he had done when constructing his base 
in his constituency of Holenarsipur and in 
Hassan district. It must be stressed, however, 
that he was probably not in a position to win 
that contest. 

It might also be argued that his focus on 
matters of detail is precisely what is needed 
now, when he heads a coalition that is perhaps 
too diverse to produce much in the way of 
over-arching themes or vision. It may also 
be useful in a coalition in which power is 
more widely dispersed than in any previous 
national government - among cabinet 
repre.scntatives of regional barons, and 
among the prime minister’s office, the 
cabinet and the coalition’s steering 
committee. 

And while this prime minister has no 
grand plan informed by ideology - as one 
ally put it, “he is a doer, nut a theoriser or 
a pnKlaimer’’" - he has at least one major 
preoccupation which may provide his 
government with an adequate vision. He is 
intensely committed to helping small 
farmers, owner-cultivators. Indeed, he hopes 
to make this and a commitment to agriculture 
more generally into an is.sue which cuts 
across regional, religious and other divisions 
in India. 

It is crucial to recognise that a concern 
for small farmers means one thing in 
Karnataka and .something cl.se in India mure 
generally. In southern Karnataka from 
where he comes we find an extremely low 
incidence of landlessness and a very large 
number of owner-cultivators. Favouring 
small farmers there mainly means helping 
the land-owning groups who are still the 
dominant upper stratum of village society. 
In much of India, however, help to small 
farmers .ncans assistance to non-dominant 
groups - II implies at least modestly 
ccdistribiitive change rather than the 
avoidance of it 

We also need to understand, despite ill- 
informed claims to the contiary, that the 
Janata governments in Karnataka in which 
Deve Gowda served clearly understood the 
necessity of providing the leaders of 
disadvantaged groups - the backward 
classes, Muslims mid scheduled castes - 
with positions of real substance. They knew 
that there was no going back to the Lingayat- 
Vokkal iga dominance of .state politics which 
had prevailed before the election of Devaraj 
IJrs in 1972. 

Deve Gowda clearly internalised this 
understiuiding. Note, for example, that when 
formidable powers and resources were 
devolved on to zilla parishads in Karnataka 
in 1987. he saw to it that his district, - 
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Hassan, was the only one in the state of 
which the parishad was chaired by a member 
of the scheduled castes. It also has to be said 
that he retained great influence over the 
work of that zilla parishad because his son 
was a key member of it. But this was not 
an exercise in mere tokenism. Deve Gowda 
understands the need to take meaningful 
action to build broad support among dis¬ 
advantaged groups, at the same time as he 
looks after the interests of elites. 

All of this adds up to an ambiguous picture, 
with its fair share of potential problems and! 
promise. Deve Gowda’s past may turn out' 
to be a poor guide to his premiership. But 
this brief account may offer a somewhat 
clearer notion of what India can expect of 
the man from Haradanahalli. 

Notes 

[This paper is based on this writer’s studies, since 
1970, of Karnataka politics, and on interviews 
with numerous persons in Karnataka who have 
worked with or closely observed Deve Gowda 
throughout much or all of his career.] 

I It IS not clear whether scheduled castes 
leaders were included. That would not have 
been unthinkable in Hassan district in that 
period, given the very low incidence of 
landlessness and the fact that the scheduled 
castes formed a large minority of the 
electorate. On the other hand, a typical 
Vokkaliga headman at that time would still 
have expected the scheduled castes to follow 


his advice on bow to vote. 

2 This account is based on an interview with 
a member of Deve Gowda’s )%2 campaign 
team. Mysore. August 10, 1996. 

3 V B Singh and Shankar Bose, j'tuteffeciirinj 
in India: Data Handbook on Vidhan Sabha 
Elections. I952-I9S5. (Sage, New Delhi, 
Newbury Pary and London, 1988) p 313. 

4 Ibid, pp 284-410. 

5 The cluster and the various ‘jatis’ 
(endogamous groups) within it are discussed 
in more detail in chaphsr two of J Manor, 
Political Change in an Indian .^tate: Mysore, 
1917-1955 (New Delhi and Canberra, 1977). 
The endogamous divisions have been eroded 
somewhat over the years by intermarriage 
between elite families in different ‘jatis’. One 
of Deve Gowda’s own children has married 
a morosu Vokkaliga. and he Ims accepted this 
quite cheerfully. 

6 They were, respectively, K C Reddy 
(1947-52), K Hanumanthaiya (1952-56), 
Kadidal Manjappa (1956) and Deve Gowda 
(1994-96). 

7 Interview, Bangalore. August 7, 19%. 

8 Interview with Jaipal Reddy, New Delhi, 
July 26. 1996. 

9 Interview with two leading journalists, ‘ 
Bangalore, August 7, 19%. 

10 Interview with the man in question, Mysore, 
August 10, 19%. 

11 IntervicwwilhaJanataDalleader.Bangalore, 
August 8, 1996. 

12 Interview with a senior civil servant. 
Bangalore, August 8, 19%. 

13 Interview with Jaipal Reddy, New Delhi. 
July 26, 19%. 
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Land Market Hransactions in Rural Haryana 

Kailas Sarap 

This paper analyses thefuncHoninn of the land market as it operates in the rural areas ofHar}'ana on the basis of field survey 
data. More specifically, the author discusses (a) the inactive nature of the land sale market, (b} the background of sellers and 
buyers and the sellers' motives for selling land uiul (c) variation in price per unit of land and the factors affecting it. The 
discussion, it is hoped, will throw light on the nature and extent of distress .sale by farm households and the linkage, if any, of 


land transactions with the credit nmrket. 

LAND market transaettons play an impor¬ 
tant role in the process of economic trans¬ 
formation and especially in (he evolution of 
land ownership structure. Given that land i.s 
the basic factor of production in less 
developed countries, hou.seholds try to 
enlarge their size of holding through buying 
or at least cling to their existing piece of 
land. In view of this the market for the sale 
of land in a labour surplus economy may 
have a tendency to be inactive. This will be 
more so in a situation where land is the 
dominant source of livelihood for a majority 
of the population and there is no alternative 
and reliable source of employment. The 
inactive nature of the market lor land has 
drawn the attention of economists and other 
social scientists (sec Raj i970,Raidhan 1973, 
1984, Basu 1986, 1990, Bhaduri 1983. Hill 
1986, to mention only a fcw|. Even with full 
property rights in land, transactions of 
cultivable land tend to be rare. Unless forced 
by extreme circumstances a resident villager 
docs not sell his land |Bardhan 1984). Rural 
families evaluate returns from investment in 
land differently as compared to commercial 
prot'it calculation because of their personal 
valuation of such land [Bhaduri 1983). In 
view of this, it is instnictive to investigate 
who sells land to whom and for what reasons 
and at what price? 

Tlic level and changes in land price have 
a significant bearing on the structure of 
market competition for farm land. A host oi 
factors including the classes ot buyers and 
sellers, their socio-economic backgi oiind and 
motive for selling tmd buying land will 
influence the .structure and natuie of com¬ 
petition on (he land market and its role in 
price formation in this market. 

The main objective of this paper is to 
analyse the functioning ol the land market 
as it operates in rural areas of Haryana based 
on original field survey data. More speci¬ 
fically the study will iliscu.ss: (ai the inactive 
nature of the land sale market; and (b) the 
background of sellers and buyers and their 
motives for selling land. This will help us 
to know the nature and extent ot distress 
sale' by farm households. It will also help 
us understand the linkage, if any. of land 
transactions with the credit market. Lastly, 
the variation in pnee per unit ol land and 
the factors affecting it will be discus.scd. 


The .slructiiic of the paper is as follows;. 
The first .section discu.s.scs some analytical. 
issues relating to the land market. It will 
focus on the considerations that explain why 
land sales are in frequent even if the price , 
of it completely flexible. The second 
.section analyses the empirical evidence, as 
to who sells to whom; the extent and nature ' 
of sale and purcha.se. The third section will 
discuss the price variation {ter unit of land 
and factors affecting the vanation. The last ■ 
section highlights the major findings of the 
study. 

1 

Analytical Issues 

Several explanations have been put 
forward as to why land sales .ire uncommon 
in less developed countries. One of the 
explanations is based on the belief that the 
possession of land enhances the power and 
prestige ol the household [.sec Raj 1970]. In 
view of this, farm households would like to 
hold on to their land and part with it only 
in conditions of extreme distress. 

Others argue that in backward agrarian 
economies there are few alternative 
investment opportunities outside of land and 
the capital markets are underdeveloped 
[ Binswangcr and Rosenzweig 1986, Platteau 
1990}. Hence there is strong preference for 
land by the landowners. Many will like to 
buy land bccau.se it is a relatively secure and 
marketable form of wealth in a highly 
uncertain environment [Platteau 1990, Hill 
1986]. in .such a situation farm land becomes 
a reliable store ol wealth and the reluctance 
on (he part of the households to sell is 
understandable. Further, it ensures that the 
probability of loss in such assets does not 
exceed certain special limits [Sen 1981]. 
Similarly, given the presence of considerable 
risks - production and price risks - as well 
as risk of loss nr damage to non-land 
productive ..ssets (Ellis 1988:199] farm 
households will try to keep their saving in 
the form of land rather than in that of other 
assets/risky ventures [Bardhan 1973; 1385].’ 
As a result it is alleged that the turnover of 
the sale of land will be lower. This also 
suggests that there may be excess demand 
foi land. However, the demand for land 
cannot he satisfied through borrowing given 
the credit market imperfections. 


In the credit market loan is usually 
advanced on the basis of collateral that the 
bonower possesses. In such a situation it 
would be difficult for a collateral poor 
household to acquire land by borrowing 
funds.’ As such land purchase will he largely 
out of self-generated saving [Binswangcr 
and Rosenzweig 1986, Platteau 1990). Of 
cour.se, a farm household cun supplement 
the funds through other income and/or 
from borrowing in the informal credit 
market. 

On the supply side sellers of land would 
only be better oft it they could earn a bigger ‘ 
return from the proceeds of the land sale 
: than from self-cultivation or land rental. Tlie 
supply of land or sale will he small or inactive 
where non-agricultural investment oppor¬ 
tunities for rural re.sidcnts are limited and 
. credit markets arc underdeveloped [Bms- 
wangcr and Rosenzweig 19861. 

• On the demand side the number of bidders 
, for land will he inllucnced by the level of 
t self-generated saving.s. In such a situation 
.only farm hou.seholds with own surplus 
i would .succeed in bidding for land. Moreover, 
i households which can manage a part ot the 
; amount from their friends and relatives on 
' easy terms and conditions and in time [ Sarap 
1991b] arc more likely to succeed in 
purchasing land. Fur such households, land 
|is a luxury good that provides social prestige 
.and political influence [Platteau 1990). 

; The poor are concerned more than the rich 
'.with land holding as a relatively secure form 
iof wealth and of retaining tlicir traditional 
source of livelihood'' [Bhaduri 1983:71 j. A 
fKior farmer docs not want lll.^ means of 
livelihood to become a part of the exenange 
economy because of his high personal 
Valuation of land he owns ’Asa consequence, 
the poor are strongly reluctant to part with 
iheir land unless they are forced to do so 
iinder distress conditions [Bharadwaj 1985], 
n such a situation, the land prices do not 
cllcct fully the risk in parting with land as 
evaluated by the farmer on the margin of 
iubsistence, even though buyers may offer 
I ‘good’ price. Small owners arc not willing 
0 take the plunge and to invest the proceeds 
n some alternative risky venture [Bardhan 
973:1.385]. 

I Similarly, the poor are not in a position 
|o purchase land or to buy it again once they 
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have lost it because of credit mailcet 
imperfections [Platteau 1990]. Thus, it 
appears that the demand for land would be 
confined to those households with own 
surplus or with access to credit market 
{Binswanger and Rosenzwcig 1986]. As a 
result there would be a teralency for land to 
accumulate in the hands of persons with 
greater production endowments including 
managerial skill, family labour, farm assets 
and other sources of income. 

Since from the supplier's point of view the 
ownciship of land enhances the power and 
prestige of the households, it would further 
reduce the tendency for sale of land IHill 
1986:53]. As a result land will always be in 
excess of supply in the nonnal situation, and 
there will be low turnover in the land market. 
But as Basu (1986, 1990) has pointed out 
all these above arguments suggest why price 
of a unit of land will be high but do not 
provide any explanation for the low turnover 
in the land market. 

Basu has given an aiteniativc explanation 
loi the inactive market for land sale. 
Accoi ding to hi in an owner of a piece of land 
will hesitate to sell his land because he is 
not sure of the fact that he will be in a 
position to buy back the same price of land 
IBasu 1990:321. From the sellers' point of 
view. It IS an imiiortunt consideration because 
usually when a seller parts with a piece of 
land, he intends it to be an “interim" s<ile. 
An inteiiin sale'’ is one where the seller 
intends to buy back the same commodity in 
the near future. For instance, a household 
may sell a piece of land to buy another piece 
of land or to mortgage it for mobilising fund 
quickly in the infoimal credit market to buy 
a piece of land. A situation in which the 
mortgager m.iy transfer the temporary 
ownership of land a second or third time to 
different persons without selling it may 
reinforce the intention of interim sale.^ 

In general one would expect two types of 
supply of land These are: (i) regular supply; 
and (ii) interim supply. A regular supply is 
that in which the seller .sells a piece of land 
once and for all. This is the case in which 
the seller does so because he has no interest 
III cultivation any more" or has discovered 
some alternative source of investment which 
is more lucrative than the po.sscs.sion of the 
land. One explanation put forward in such 
case IS that of childless houscnolds. A farm 
household, without any child may like to sell 
his land gradually during his lifetime thinking 
that there is no one to inherit his owned land 
In case of household with daughters only, 
the daughter after her marriage may sell the 
land in case it is not near to her husband’s 
village. This is because the transaction cost 
of enforcement of her right on the land, after 
ihe death of her parents, will be very high 

The regular supply of land may be low ir 
a situation where the migration to urban are: 


is low. Similarly, given the uncertainty of 
information and imperfections in the capital 
market, the alternative channel of investment 
IS either low or risky (Binswanger and 
Rosenzwcig 1986]. In such a situation one 
would expect the regular supply of land to 
he low. 

Given the fact that land is the most stable 
lorm of asset and has collateral value 
[Binswanger and Rosenzwcig 1986, Sarap 
1987. 1991b, Hill 1986:153] households 
may utilise the piece of land for obtaining 
credit by mortgaging it with the creditor.* 
In such a case they have to transfer the 
ownership right temporarily to the creditor. 
The intention of the mortgager is to get back 
(he piece of land as soon as possible by 
repaying the loan. 

Componi;nt.s of Siim.Y and Land 

It is instructive to know Ihe components 
of regular supply of land. Three situations 
have been vi.su^i.scdby Basu [Basu 1990:35], 
These are: 

(a) if the probability of being able to buy 
back land is high, 

(b) if the preference of the household for 
holding wealth as land is low, 

(c) if the need for liquidity is very high and 
there is no alternative source of funds 
including borrowing. Then a person 
may be forced to .sell his land. Even in 
the case of (C) he may try to manage 
liquidity by icsorting to mortgage with 
the hope of recovering the piece of 
land. 

Another explanation put forward for the 
infrequency of sale of land is in terms of 
property rights in land [Guha 1987], Owner¬ 
ship means the possession of a bundle of 
rights. This means that the nature of pro¬ 
perty right could vary across societies and 
time depending on what constitutes the 
relevant bundle of rights [Basu 1990|. 
Certain kinds of properly rights institutions 


could create obstacles for the rapid ex¬ 
change and transaction in land. For ins¬ 
tance, Guha (1987) has found that in 
Mahara-shtra there was a greater sense of 
community ownership in land. Land sale 
required consent of the community. In such 
a situation there would be a tendency towards 
the status quo and low frequency of sale of 
land is natural. 

In rural community where the caste and 
community bonds are very high (Hayami 
and Kikuchi 1981, Rudra 1982] such factors 
may enhance the reluctance for Ihe sale of 
land. Further, for instance, the relative or 
friend of a seller may challenge the act of 
selling by claiming that he is a co-sharer of 
the piece of land. Otherwise he may persuade 
the seller not to do so as it may lead to legal 
complications."’ Such factors may work as 
a deterrent for the potential buyer of the 
land. Similarly, some other form of property 
right restrictions could affect the turnover of 
the land. One has to probe the impact of 
different types of property right institutions 
on the land market. 

Asymmetry of information in the rural 
community may be yet another explanation 
for the low turnover in the land market. Ilus 
may also affect the price to lx; paid by the 
buyers. For instance, an outside buyer may 
pay a higher price for a piece of land because 
of lack of information about the land and the 
nature of competition among the local 
buyers.” But as Bardhan has pointed out 
the niral residents accumulate all .sorts of 
information concerning the villageis 
(Bardhan 1979, 1983] so that any delin¬ 
quent behaviour on the part of a household 
vis-a-vii others relating to any transaction 
is quickly transmitted to the relevant parties 
[Platteau and Abraham 1987). As such a 
local resident may not find it difficult to 
obtain information. But if the transaction 
between a seller and buyer is secret then the 
price in such transaction may be different 


Table I • CiiARAntRisTics oi- .Sri less AcniRWNO ro .Sizf <h Hib.wnos 


Size Group 
(in acres) 

1 

No of 
Sellers 
in the 
Group 

n 

* 

Average 

Area Owned 
before the 
.Sale (in acres) 

3 

Average 
Amount of 
Land .Sold 

Per Household 
(in acres) 

4 

Percentage 
ol Land Sold 
to Total Area 
Owned 

5 

Average 
Area of 
Lund l>eft 
after llie Sole 
(in acres) 

6 

01-2.50 

4 

1 5 

0.66 

43.83 

0 84 

2 51-5.0 

(5 ««) 

21 

4.10 

1 44 

34 93 

2.66 

5.01 10.0 

(30 88) 

21 

7.71 

2 40 

31 06 

5 31 

10 1-20.0 

(30.88) 

IS 

15 67 

3.91 

24 95 

11 76 

20.01 .ind 

(22 06) 

7 

56.86 

16.28 

28 64 

40 57 

above 

Total 

(10.29; 

68 

100 






Nitie: Figures in brackets represent percentage of the group to Ihe total sellers 

Source • Field Survey. 
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a case an outside buyer may have to pay a 
higher price. The seller may try to have a 
secret dealing with a buyer outside his caste 
community/outside the village in case he 
feels that the price he will realise by selling 
a piece of land to his relative/caste fellow 
may be low. 

On the whole it appears that the low 
turnover in the land sale market may be due 
to a variety of factors,incIuding the perception 
of the household that the p<»sibility of buy ing 
back a piece of land is low and the higher 
personal valuation on the piece of land, since 
land is the dominant source of livelihood. 
With the above titeoretical background the 
empirical situation in the land market is 
discussed in the next section. Before that the 
nature of data and the study area arc discussed 
briefly. 

II 

Empirical Evidence 

The study is based on primary data 
collected personally by me with the help of 
three of my postgraduate students who were 
also residents of the selected villages. The 
data relate to the sale, purchase and mortgage 
of agricultural land in three different villages; 
one village each in the district of Rewari, 
Rohtak and Sonepat. For getting authentic 
information on land sale we relied mainly 
on the sellers, for they had little reason for 
concealing tire amount of money actually 
received by selling the land. For other 
information including the quality, location 
and use of land it has been cross cheexed 
from the respective buyers. Whenever the 
actual sellers could not be contacted, having 
either died or left the village, we interviewed 
the respective buyers and/or wilne.sses in the 
transactions wherever po.ssiblc, and cross 
checked the information from other 
knowledgeable persons in the villages. From 
the mutation registers of the villages and 
informal di.scussion with elderly know¬ 
ledgeable persons, the names of the sellers 
and buyers who have transacted land during 
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Reputed visits were made to the villages to 
contact the buyers and sellers. In each village 
the major portion of the information was 
collect^ by the person who had resided in 
the village and was well known to the 
villagers. 

The data consist of information on sale 
and purchase of land made by families in the 
villages over the period 1960-61 to 1990-91. 
Information on the number of sales, area 
sold in each transaction, price received per 
unit of land, quality and location of the plots, 
status of families involved in buying and 
selling and the reason thereof, occupation, 
ca.stcs. source of finance for buying land and 
other related aspects were collected during 
the year 1991-92. In certain transactions the 
settlers have migrated to nearby towns or 
other places. In such cases we could contact 
some such households in nearby towns. In 
case of others, who migrated to distant place.s 
but have connection with their caste groups 
or fnends inside the village, we contacted 
such households and collected related 
information from them. This information 
wa.s supplemented with that provided by the 
buyers. 

There were 6X households who bad sold 
land during the study period. The number 
of buyers were 90. In case of mortgage it 
related to the land which arc already with 
the landlords to whom the mortgagers have 
temporarily transferred the land. There were 
52 households with 58 transactions who have 
re.sorted to mortgage during the period of 
study. 

Charactew-stics of Land Transactions 

The transactions in the land market were 
few in the study area during the entire period. 
About 68 resid^t households,'* forming 8.55 
per cent of the total farm households in the 
sample villages, reported sale transactions. 
The amount of land sold by the households 
was 255.62 acres, forming 8.19 per cent of 
the total area sown in the sample villages 
in 1990-91. In all 162 plots were sold during 


UAf ««UU«V W« uav MTMU i9VUV«9f •/•W 

per cent were marginal farmers,'^ 30.88 per 
cent were small farmers, 30.88 per cent were 
medium farmers. On the other hand, 10.92 
sellers were very large fanners. The land 
involved in such sale transactions as a 
proponion of the total land owned in each 
group of farmers were 43.83 per cent, 34.93 
per cent, 31.06 per cent, 24.93 per cent and 
28.64 per cent among the marginal, small, 
medium, large and very large farmers, 
respectively. About 32.35 per cent of the 
sellers had sold land more than once in the 
entire period. On an average 5.23 plots were 
sold per year. 

Clearly land sale transactions were indeed 
in the nature of less frequent events at the 
level of farm households in the study area 
supporting the argument that the turnover of 
the sale of land is very low [Bardhan 1984, 
Basu 1986, 1990, Bhaduri 1983. Plattcau 
1990, Raj 1990, Rao 1972]. 

Ninety local residents forming 11.32 pci 
cent of total farm households in the sample 
villages have reported purcha.se transactions 
over the entire period. Of the total buyers,- 
30 per cent had land holdings up to 2.50 
acre; 32.22 per cent had up to 5.00 acres. 
By contrast it was hardly 2.22 per cent of 
the buyers who had land above 20 acres. 
Only six households (6.67 per cent of the 
total buyers) have purcha.sed land more than 
once. The amount ot land purchased by the 
total buyers was 310.69 acres dunng the 
entire period'* forming 9.96 per cent of the 
total sown area. 

Clearly the buying of land is also infrequent 
and is a rare event on the part of the farm 
households. 

Hardly five households were both buyers 
and .sellers during the entire perirxl. Thus, 
the group of households selling land was 
different from that of buying land.'" In view 
of this, it is desirable to know the charac¬ 
teristics of sellers and the reasons for .sale; 
the background of buyers and the sources 
of finance for the purchase of land. An 
analysis of sellers will help us to know the 


Tablf 2 : PuKFosa or Salc among .Sellers in the Survey Area 


Size Tola! 

Croup No of 

(in acies) Transa- 
clions 

Area 
Involved 
(in acres) 

Essential Repayment 
Consum- of Formal 
piiun ' Loan 

Repayment 
of InPirmal 
Loan 

Migration 

Marriage 
of Daughter 

Non- 

Agncultural 

Activity 

Conspicuous 

Consumption 

Disposing 

Surplus 

Land 

Otheis* 

0.1- 

6 

2 12 

A=3 

A=2 

- 

A=l 

- 

- 

- 

- 

2.50 


(100.0) B 

=23 35 

B=47.17 


B=29 48 





2.51- 

38 

38 94 

A=9 

A=,' 

A=7 

A=2 

A=2 

A=9 

- 

- 

5.00 


(100.0) 

B =26.01 

B=20.71 

B=30.82 

B=6.42 

B=I2 84 

B=3.20 



5 01 

20 

44 50 

A=4 

A=3 

A=3 

A=3 

A=3 

A=3 

- 

A=l 

1000 


(100.0) 

B= 13.74 

B=ll.50 

B=24 73 

B=11.77 

B=24 6(> 

B=I.I4 


B-12.46 

10.01- 

20 

62.13 

A=3 

A=2 

A=3 

A=2 

A=2 

A=2 

- 

A=6 

2000 


(1000) 

B=I6I0 

B=i.8l 

8=14.49 

B=I4.49 

B=20.93 

B=9.66 


B=22.52 

20.01 and 

24 

11600 

A=2 

- 

- 

A=4 

A=2 

A=4 

A=I0 

A=2 

above 


(100.0) 

B=6.89 

- 

- 

B=I8.96 

B=7.76 

B-12.9.3 

B=40.53 

B=I2.93 


Note: A = No of Transactions. B - Percentage of area sold for a particular purpose of total area sold. 

* Include purchase of another piece of land. 

Source- Field survey. 
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components of sellers and the nature of 
distress sale. On the other hand, an analysis 
of buyers will help us to probe the con¬ 
nection between credit and land purchase. 
We begin with the characteristics of sellers 
and the nature of sale, both, regular and 
interim (mortgage) are analysed below. 

CHARAcnsRisncs or Sellers 

A person, who cannot manage his 
expenditure from his current income and has 
no alternative source of borrowing, may 
resort to interim sale (mortgage) of a piece 
of land. If it is not possible or if the amount 
that can be obtained from this is inade¬ 
quate he may have to sell a piece of land.*' 
Besides, a household who has no interest in 
agriculture any more, because of his intention 
to migrate to town and to start non- 
agricultural activities, may also like to sell 
his land. Some households, with large 
landholdings that is unmanageable given 
their human resources, or surplus land a<; 
per the law of the state, may like to .sell n 
part of their land. Further, a person withoul 
children may have less interest in rctainin); 
land. In such a situation he may dispose oi 
a part of land during his old age as it is 
difficult to manage large landholding through 
hired labour.'" In case of a man with 
daughters only, the inheritance ol the property 
goes to the daughters. After the marriage, 
the daughter may like to sell her land if it 
is not near to her husband's land/village. 
Lastly, some persons who cannot repay the 
debt out of their current income may have 
to sell a piece of land to obtain fund for the 
purposes. In such cases the person has pd 
choice but to sell land and the phenomenon 
may be described as forced selling. Tlie 
reasons mentioned fur selling of land by 
different households in (he sample are given 
below. They are as follows. 

- migration to town. 

- to satisfy bare consumption needs. 

- to repay the debt, formal or infonnal 

- to meet the ma'^nage expenditure ol a 
daughter. 

- to mobilise fund for (new) non-agricullu nl 
activity. 

- to meet conscpicuous consumption. 

- to dispose off surplus land (in case if 
those households with very laree 
holding). 

- the hou.sehold head has no children Jr 
only a daughter and the daughter after her 
marriage disposes of her land inheri ed 
from her father. 

- to mobilise funds to buy another pieceof 
land which may be bctier/ncar to lie 
household's plot/near the village. 

The area owned after the sale transact »n 
by each group can be seen in Table 1. Clerdy 
the marginal and small farmers had to (nrt 
with a substantial amount of land due to sale; 


and are left with small landholding. The 
amount of crops that can be produced from 
the piece of land will be very inadequate, 
affecting the livelihood pattern of these 
households. In fact, these households have 
become poorer after the sale and in most 
cases the selling of the land was involuntary. 
As such these sales are distress sale 
[Bharadwaj I98S, Binswanger and 
Rosenzwcig 1986], By contrast the reduction 
of average size of landownership for medium, 
large and very large fanners may not affect 
adversely their livelihood patterns. Mo.st of 
these transactions are voluntary in the sense 
that the households have .sold the land for 
mobilising fund for purposes where the 
demand is not inelastic. This is analysed 
below in detail. 

Reasons ran Sale 

The reason for sate of each plot and the 
area involved in each case by different 
categories of farmers are given in Table 2. 
The marginal and small farmers have 
disposed of the land mostly for mobilising 
fund for purposes where the demand for 
fund is inelastic and urgent. It. may be for 
bare consumption needs, or repayment of 
informal debt or marriage of a daughter. 
On the other hand, the large and very large 
farmers have sold the land for mobilising 
fund where the demand is not inelastic, 
and (he choice was in an important sense 
voluntary. The rea.sons for sale varied 
from disposing surplii.s land, diversification 
of production, activity by starting non- 
agriculiural businc;>s. house construction 
to payment of dowry to their daughters 
and conspicuous consumption [Cain 1981]. 

Clearly (he poorei farmers had no choice 
but to sell their tiny pieces of land to satisfy 
the demand for fund which was lump sum 
as compared to their total income from the 
land or other sources. It was also time bound 
so that they could not po.stponc the decision 
to sell. As .such these are mostly distress 
sales [ns argued by Basu 1986. Binswanger 
and Rosenzwcig 1986, Bharadwaj 1985, and 
Plattcau 1990]. 

The evidence provided in Table 2 also 
supported another proposition, as has been 


stressed by Basu (1986). that distress sale 
is an amor^ous category. Even if the purpose 
of sale of land is the same (for instance, 
marriage of a daughter in our study area, for 
two households) each household will be 
affected differently depending on the initial 
endowment of resources. The land o wnership 
and the livelihood pattern of large and very 
large fanners will not be affected much after 
the sale of land which was due to marriage/ 
expenses or the payment of dowry for 
daughters. Moreover the sale of land in such 
cases is voluntary and it is some sort of 
luxurious consumption. As such a sale 
transaction can be categorised as a distress 
sale only if the livelihood pattern of the 
household is affected adversely after the sale 
[Basu 1986], 

Mortgage 

As mentioned earlier, many households 
resort to mortgage of land in order to 
mobilise fund for a variety of purposes. 
The intention of the seller in such transa¬ 
ction i.s to recover the piece of land. Land 
mortgaged by different groups of house¬ 
holds and which are still pending with die 
lenders are shown in Table J. It is evident 
that mortgage of land is more among the 
small and medium farmers, followed by 
marginal farmers. It was negligible among 
(he large and very large farmers as these 
households ha«c no problem to mobilise 
funds besides their own surplus (Sarap 
1990b]. 

The percentage of area mortgaged to total 
area owned was substantial in the case of 
marginal and small farmeis. It decreases 
with the increase in the status of farmers. 
The purposes of mortgage in different 
categories of farm households arc shown in 
Table 4. It is clear that marriage of daughter 
and repayment of informal debt arc two 
most important reasons for mortgage in the 
case of marginal farmers. The proportion of 
mortgage for these purposes decreased with 
the increase in the .status of farmers; it was 
nil in the case of very large farmers. Clearly 
the poorer farmers have resorted to mortgage 
in order to avoid selling their land once and 
for all. 


Table .t. Some Aspects of Interim Sales according to Sizr-. of Hoiihno 


Size Group 
(in acres) 

1 

No of 
Fanners 
in the 
Group 

2 

No of 

Transactions 

3 

Average 
Area Owned 
(in acres) 

4 

Average 

Area 

Mortgaged 
(in acres) 

5 

Percentage of 
Area 

Mortgaged 
to Total Aren 
Owned 

6 

0.1-2.50 

7 

7 

1.79 

0 93 

51.96 

2 51-.5.0 

20 

23 

4.20 

1.60 

38.00 

5 01-100 

18 

19 

800 

200 

25.00 

10.01-20.0 

5 

7 

13.40 

2.00 

14.93 

20.01 and above 

2 

2 

42 50 

7.00 

16.47 

Total 

52 

58 





Simree: Field survey. 
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COMTONENTS OH LaND SUPPLY 

The evidence presented in Tables 2 and 
4 together provide the components of regular 
sale and mortgage resorted to by farm 
households. Gi ven that land is the dominating 
source of livelihood for household, he will 
try to resort to mortgage for mobilising fund 
in case the demand for it is inflexible and 
there is no other collateral for getting loan. 
He does so to .save the piece of land from 
selling it once and for ali. For instance, of 
the total number of plots mortgaged (S8) and 
temporarily transferred to the landlords, 
hardly 5 (8.62 per cent of the total) plots 
were sold either to the creditor or others. Of 
these four belonged to marginal and small 
farmers. These hou.scholds had to sell those 
plots because of heavy burden of informal 
debt. As such this is a distress category and 
cannot be a regular supply. The components 
of regular supply were the .sale of land due 
to migration. Tite sale of land for mobilising 
fund to start new non-agricultural activity is 
a recent phenomenon and may also constitute 
a regular component of .supply. Of course, 
the latter is small and uncertain. Sale of land 
by childless household becomes another 
small component of regular supply. Thus, 
the amount of regular supply of land will 
undergo changes depending on the diversi¬ 
fication of activities of the hau.sehold. In that 
situation he can manage with lower sixe of 
landholding in lieu of other income genera¬ 
ting activity. Of course it is uncertain and 
failure of business may force the household 
to go back to cultivation. Farmers have resor¬ 
ted to sale for a variety of reasons (Table 2). 
But these are infrequent and irregular and 
as such do not constitute as regular supply 
of land. 


CHARA('ii-.Kis'ncs OH Buyers 

In the .study area there were 90 buyers who 
have purchased and during the entire period 
of our study (Table 5). Of these the marginal 
and small farmers constitute 62.22 per cent 
of the total buyers. On the contrary, the large 
and very large farmers form about 13.33 per 
cent of the buyers. The proportion of area 
purchased as compared to total land owned 
has increased substantially in the case of 
marginal and small farmers followed by 
medium, large and very large farmers. The 
proportion of area purchased to area owned' 
decreases systematically with the increase 
in the size of holding. The average size of 
land owned has gone up after the purchase 
in all the groups, even though the proportion 
IS more in the case of marginal and small 
f farmers. Apparently this evidence is contrary 
■ to the theoretical expectations that land 
I purchase is more among the richer house¬ 
holds as compared to the poorer ones. But 
this apparent contradiction of empirical 
evidence will he clear once the .source to 


finance and the status of Iniyers in the sample 
is taken into consideration. 

SouRCXs OF Funds for Land Purchase 

Sources of fund utilised for the purchase 
of land have been given in Table 6. Farming'* 
as the single source of fund is found only 
in the case of few households, especially 
among the large farmers. Only one small 


farmer has purchased land excitisivdy fion 
own saving from cultivation. 

Six farm households (6.67 per cent) hav« 
sold land to arrange fund to purchase land 
There are households that had land in othe 
villages inherited by virtue of their marriagi 
to the girls who have no brothers. Of these 
two households w«e medium fanners aiK 
three belonged to large farmer households 


TsaLE 4; Purtose of Mortoace of Land in the Survey Area 


Size 

Total 

Purpose Out of Total (in PerCent) 


Group 

No of 

Marriage Repayment Repayment Starting 

Purchase Others 

(in Acres) Transactions 

of of 

of 

New 

of 



Daughter Informal 

Pofmal 

Business 

Land 



Loan 

Loan 



1 

2 

3 4 

5 

6 

7 8 

0.1 

7 

57.14 28.57 

_ 


14.29 

2.51-.S.(X) 

2.3 

34.78 52.17 

8.70 

4.35 

- 

5 01-1000 

19 

31.58 15.79 

15.79 

21.05 

10.53 5.26 

10.01-2000 

7 

28.57 

14.29 

28.57 

28.57 

20.01 and 

2 

- 

- 

- 

- 100.00 

above 






Total 

58 





Ntfie: * Columns 3 to 8 

= 100.00 per cent 




Source: Field survey. 






Table 5; Characteristics of Buyers according to Size of Holding 

Size 

No of 

Average 

Average 

Average 

Percentage ol 

Group 

Buyers 

Amount of Size of Land 

Size of Land 

Land 

(in Acres) 

in the 

Land Owned 

Purchased 

Holding after 

Purchased to 


Group 

before Buying 

(tn acre.s) 

the Purchase 

Total Land 



(in acres) 


(in acres) 

Owned 

1 

2 

3 

4 

5 

6 

0 I -2..50 

27 

1.12 

2.-52 

3.64 

225.00 


(30 00) 





2.51-.5.00 

29 

4.07 

3.61 

7.68 

88.70 


(32.22) 





5 01-10.0 

22 

8.68 

.3.55 

12,23 

40 90 


(24 44) 





10.01 to 

10 

17.90 

4.50 

22.40 

25 14 

20.0 

(11.11) 





20.01 and 

2 

57.50 

7.50 

65 00 

13.04 


above (2.22) 

90 

Total (100) 

Note: Figures in the brackets represent the percentage of buyers in each group to total buyers. 
Source' Field survey. 


Tablf. 6: Sources of Funds Utiuseo for Land Purchase by Households 


Size 

No of 


Sources of Funds Utilised for Land Purchase (in Per Cent) 


Group Plots Pur- 

C“ 

S 

c+o 

C-fB 

SL 

C-fS 

C+B-fMg 

C+S+B 

■ C+L 

(in Acre-s) 

chased 










1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

0.1-2..50 

28 

- 

67 86 

7.14 

10.71 

3.57 

7.14 

3.57 


- 


(100) 










2 5I-.5.0 

29 

3.45 

10.35 

17,24 

20.69 

- 

24.14 

- 

24.14 

- 


(100) 










5.01-10.0 

22 

- 

- 

18.18 

9.09 

- 

4091 

9.09 

4.55 

18.18 


(100) 










1001-20.0 

10 

30.00 

- 

lO.O 

20.0 

-■ 

- 

20.00 

- 

20.00 


(100) 










2001 and 

2 

100.0 

- 

- 

- 

- 

- 

- 

- 

- 

above 

(100) 











Note: C= Farming, S = Service, B = Informal borrowing; SL = Selling land. Mg - Mortgage of land 
O s Other income. 

Source: Field survey. 
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Two households had sole plots which wete 
situated in a distant place and purchased 
land near to their own plots. On the whole 
the financing of land purchase through land 
sale is limited. It is a sort of consolidation 
of plots for the households. Further, the 
inheritace of land by daughters and selling 
it after their marriage to purchase new plots 
is also limited in the sample. 

Income from service is an important source 
of fund for many households especially among 
the small and medium farmers. 75 per cent 
of the total (28) transactions relating to 
marginal farm buyers and 58.62 per cent of 
the total (29) transactions in the case of small 
farmers have utilised service income for 
financing land purchase. It was45.45 percent 
of total land transactions (22) in the case of 
medium farmers. The income from service 
has originated from those households who 
have retired from mi litary. police or the buyei s 
themselves or their children are working in 
the service sector.*” Converting income from 
service source into landed property is not 
only a hedge against inflation as argued by 
Platteau (1990) and Hills (1986), it is also 
converting unstable income into a stable form 
of property in the rural luea |Sen 1981]. 

Borrowing in the informal credit market 
especially from friends and relatives is 
another important source of fund utilised for 
land purchase. Fur instance, about 29.82 pei 
cent of land transactions of hou.sehoids with 
landholdings up to 5 acres have utilised 
informal borrowing as a source for lane! 
purchase. It was 22.72 per cent in the case 
of medium farmers. On the whole in about 
28.88 per cent of the total plots purchased 
by households informal borrowing was used 
lor financing land purchase in the study area 
during the entire periods.^' 

Clearly informal loan is an importan' 
source of finance for those households who 
can get it fut land purchase. Since obtaining 
credit in the informal market is depended 
on the amount of capital a household can 
provide, it is tho.se households who are more 
creditworthy that can get more loan. In .such 
a situation households without collateral will 
have less access to this source [Eswaran anJ 
Kotwal 1986, Sarap 1991a]. It is evideri 
from Table 6 that marginal farmers have 
utilised least this source for financing laid 
purc'ha.se possibly bccau.se o', their lack ol 
access to informal credit. 

It is noteworthy that no household hns 
utilised formal source of credit to finanie 
land purchase even if there is provision for 
it. It is due to lack of synerhonisation of tie 
time for getting long-term loan which takes 
lot of time fur the sanction of loan [Sarap 
1991a] and the time for negotiation of ttc 
seller and buyer. Thus the formal creed 
market has not played any role in lard 
purchase even in an agriculturally developed 
area like the study area. 


Clearly the credit market imperfection is 
a constraint for many farm households to 
finance land purchase in the rural area 
[BinswangerandRosenzweig 1986,Platteau 
1990], In such imperfect credit market, 
households with collateral and/or credit- 
worthiness can manage credit at easy tenr«s 
and conditions and in time so that they can 
utilise it for land purchase whenever a seller 
offers a piece of land for sale. On the other 
hand, poorer households who have no access 
to such credit have been excluded from 
utilising this source. As such households 
which can easily manage a credit quickly 
will have an advantage in purchasing land 
when it is offered for sale. 

Lastly our evidence revealed that the 
purchase of land by traders and moneylenders 
were negligible in the study area in recent 
years.“ Hardly five buyers (5.56 per cent of 
the total) had background of trader/moncy 
lenders. 

Clearly households with higher resource 
endowment (both educational and material), 
and access to informal credit had advantage 
in (he purchase of land in the study area 
IBinswanger and Roscnzweig 1986]. 

On the whole it is clear that the turnover 
of land sale in ihc .study area is very low. 
Farm households, whose main source of 
livelihood arc cultivation sparingly resort to 
sale of land cither once for all or mortgage 
temporarily, unless the demand for fund is 
inelastic and the amount required is lump 
sum. 

Though the aggregate volume of sales has 
been low, households have sold land due to 
a variety of reasons. In the case of marginal 
and small farmers the sale was mostly in¬ 
voluntary and as such these sale transactions 
were distress sale. After the sale transaction 
the average land size of such households has 
been reduced substantially which would 
affect their livelihood pattern. On the other 
hand, the sale transactions of medium and 
large farmers were mostly voluntary and the 
average size of landholding has not been 
reduced significantly. Moreover the reasons 
for sale of land in such households were not 
for bare coasumption or such urgent purpose 
where the demand for fund was inelastic. 
Since these households could manage to 
finance even lump sum expenditure from 
their own surplus fund or through borrowing 
in the credit market, both, formal and 
informal, on ea.sy terms] Sarap 1987,1991a], 
they could sell the land with higher 
bargaining power and in their own terms and 
conditions. Clearly land sale for these 
households were mostly to dispose of the 
surplus aind or for luxurious consumption 
]Basu 1986, Cain 1981] including giving 
dowry for their daughters and to diversify 
their economic activities. Our findings 
showed tliat even if the purpose of .sale was 
same for different households it was only the 


marginal and small farmers who were 
adversely affected in such land sale. And 
such cases were distress sale because it would 
reduce the amount of income for them 
substantially. On the other hand, the land- 
holding size of large farmers even though 
reduced, their livelihood pattern has not been 
affected much. 

The evidence relating to the purpose of 
sale and mortgage of land revealed, both, the 
regular and temporary components of land . 
supply. Households in short of fund and 
where the deraimd for it was inelastic, first 
resorted to interim sale in order to save their 
tiny pieces of land from selling once for all. 

In case it was not possible to obtain fund, 
they had to sell it. Such behaviour was found 
among the poorer farmers. The sale of land 
in such cases cannot constitute regular sup¬ 
ply. Househods who had no interest in 
agriculture had migrated to town by disposing 
of their land. It was one of the components 
of regular supply of land. Further, in the 
study area, some households have started 
diversifying their productive activities 
besides the agriculture. In such cases they 
mobilised fund by selling land. Oflate it has 
become a component of regular supply even 
though it is an uncertain one and its con¬ 
tribution to regular supply is low. 

The findings on the characteristics of 
buyers revealed that there is a distinct group 
of households who have been in a position 
to buy land in the study area. These are the 
households who have non-agricultural 
income and could borrow in the informal 
credit market. Hou.scholds with higher 
resources endowment both material and 


Table 7; Land Prices in the Stuov Area DuRim; 
THE Years 1960-1991 
(Oependent variable in log P) 


Explanatory 

Variables 

Regression 

Coefficient 

T Values 

Land size 

-0 1173 

1 8423*»» 

(in log) 

(0.0637) 


Imgation 

01661 

(0.0661) 

2.4910** 

Land fertility 

0.0977 

(0.0631) 

1 5467 

Mon-crup use 

-01810 

(0.0708) 

2.5566*' 

Near to village 

0.1273 

(0.0687) 

I.8.524** 

N*ar to buyer 

-00435 

(0.05%) 

0.7301 

Time of Purchase 

0.0383 

13.3181* 

1960-1991 

(0.0029) 


Corcstani 

3.3944 

(0.3199) 


R2 

0.7075 


F Value 

40.6305 


No of observations 

162 


Degree of Freedom 

154 



Notes: * Significant at I per cent or more. 
** Significant at S per cent or more 
*** Significant at 10 per cent or more 
Source: ReW survey 
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Graph I MovEMrtiT of Price Per Acrf and Area (in Acrfs) Sold Per Year in Loo 
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education jl .ind wuh higher c redil worthiness 
Luuid manage tund tor linancing land 
tmichase IHinswangcr ind Rosciuweig 
Clearly the imperteclion of the credit 
market could have helped the collatcial rich 
houscnolds to manage Imance (or land 
puicnase On ihc othci hand 'he collatera! 
poorhousci ilus V. no were also poor could 
mit nc III a position to mobilise tund tor such 
actiMty 1 hus the ciedit market impcrtcction 
pieventcd them Iroin getting opportunity in 
I he puic has > o' 'and Cleat ly the credit niai ket 
imperlcction is reflected in the land market 
as aigued by Plaitcau (mW) 

III 

Land Price and Variation in It 

Siic price oi a unit ot land is influenced 
by 1 numoc. ol laciors including sue 
ci'aiuclcnstus location time pcxemiahty 
ol i.M d use iiid he competition among the 
buye indscllci Iheiemaybcconsidcrable 
sanation in the price o* land This has been 
oisciissed in detail latci L cl us lir< l >'\amme 
the isciage pi ICC paid per a< le ol land 'ind 
Its van Hums 

The iveiagc aincni pticc pei acre varied 
iioni Rs ? 017 III the veir "XiO to Rs I 2'S 
lakhduimgthc vcai l%9 In 1%0-61 puce 
the minimum piici was Rs 1 in the, eai 


19(i4 and the maximum price was Rs 10,770 
in the year 1972 Similarly the area sold wa 
minimum (I OS acres) tn the year I9K6 and 
maximum (6 '14 acres) in the year 1964 The 
variation in price ind area has been shown 
in the Graph Prite per unit was low and 
stable during 1960s Then it rose at a 
moderately high rale up to late 1970s with 
sharp fluctuation There was use in price 
again after mid-1980s Coniranly the area 
sold per year has been falling systematically 
over the entire pet tod of our study with wide 
fluctuations after early 1970s 
The rising pnte of land duniig the 1970s 
was ixissihly due to the impact of green 
I evolution (Shcrgil 1986) Further, the 
diversilication ot village economy had also 
Its impuC I on land price The nse in thcincome 
trom agnculturc and non agriculture secUia 
has I used 'he attendant demand on the land 
market Moicovcr the intervention ol the 
state ihrougn the provision ol uiirastructuie 
and public utilities including hospital roads, 
bus .tops etc have generated demand foi 
land located neai suitable location As such 
Ihc price ol land has been rising at a more 
steeper rate duimg the t9K0s as compared to 
19 /Os and 1960s (Graph 1) The wide disper¬ 
sion ol pncc per acre ot land and the reasons 
contribuimg foi it ts discussed below 


1 HTORF nCAL CoNSIDl RATION OT LanD pRlCt 

This section tries to draw out the quanti 
tail ve and qualitative insights into the deter¬ 
minants ot land value which emerges from 
this empincal study 

The agricultural land market is not a pcrtect 
one but neither is it a capricious one The 
mat ket is impcriect because some of the 
conditions necessary for pci lect competition 
arc not always present For instance, parcels 
ot land arc not always the same They are 
differentiated in terms of location, size, shape 
and other characteristics Secondly, the 
number ot buyers and sellers are not ^ways 
large Third, there may be incomplete 
information about the land market since 
transactions are infrequent and transaction 
costs can be substantial Although the land 
market m the study area ts not perfect it ts 
assumed that it is fairly a rationale one (Rao 
1972J 

Theoretical literature on the pnee of land 
identifies three sets ot factors which influence 
the geographic and temporal vanance ot 
land pnees These factors arc (a) factors 
linked to the nature of the site, (b) factors 
associated with the relative location and 
accessibility of each plot, and (c) external 
factors, for instance, the time ot sale and 
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purchase which serves os a proxy for series 
of variables that iitfluence Uie dynamic of 
land price [Ricardo 1921, Alonso 1964.Clarl( 
1973, to mention a few]. These factors arc 
discussed below. 

SUe , 

Site characteristics include the quality of 
land and its topography, the size of plot 
offered for sale. The quality of land and its 
physical characteristics influence the type of 
crops to be grown and their yields and thus 
det^ine a dimension of the value of land. 
The plots which were deemed to be the best 
quality, an([ hence the most expensive, were 
those which were fertile, irrigated and suited 
to irrigated and high valued crops. On the 
contrary, the least itesirable plots were sandy 
and suitable for inferior or low valued crops. 
The sets of land characteristics that may 
affect the productivity and hence prices arc 
as follows. 

Natural Attribute: Soil Type 

It is expected that the price of land will 
be positively as.sociatcd with fertile land and 
negatively associated with sandy land. In 
our sample 49.3K per cent of plots were 
fertile land and S0.62 per cent of plots were 
sandy land. Similarly, land with irrigation 
lacility is mure productive hence its price 
will be high as compared to dry land. 31.23 
per cent ot plots were irrigated and received 
water from various sources. 

Size of Plot 

The size of plot is also correlated with its 
price. There is a fixed cost for each selling 
and buying transaction, which is invariant 
with respect to plot size [Binswangcr and 
Sillccrs 1983). A possible reason for this is 
that most of the traasaction cost such as 
information gathering relating to finding 
potential buyer or seller, negotiation between 
buyer and seller, obtaining certified copy ol 
the plot from the land revenue authority, 
registration of the plot with the registration 
office, cost incurred for taking witnesses 
during the execution of the registration deeds, 
etc. arc fixed cost and are not dependent on 
the size of plot. As such the price per unit 
of land will be inversely correlated with the 
size of plot. 

Location and Transportation 

This relates to location in relation to buyer’s 
site; potential non-agricuitural use and the 
distance to reach the plot. Buying a plot in 
the vicinity of the buyer’s land would establish 
territorial contiguity of the plot. This will also 
reduce the tran-saction cost of the buyer in 
terms of supervision cost for enforcing the 
security of crops, and reduce time for moving 
the agricultural implements (tractors and other 
machines) for cultivation and collection ot 
crops after its maturity. As such the buyer 
will save transaction cost of transportation 
and travel time, etc. Thus, favourable lircation 
reduces the cost of cultivation by increasing 


the farm gate price of output and by reducing 
the effective costs of inputs. 

Similarly, if the plot is situated nearby the 
village, the household will .save travel time 
from tran-sportation of inputs and output. 
Besides the cost of enforcement of security 
of, crops from theft will also be reduced. 
Thus, the price of a land will be high if it 
is situated near a village. In our sample 
40.12 per cent of the plots were situated near 
the village and 30.86 per cent of plot 
purchased were near the buyers land. 

Further, if the plot is located near a road 
side or in such a place which is suitable for 
immediate non-agriculturai use then the 
potential intensity of land use will go up and 
hence its price will be high. But if the quality 
of such land is barren, dry and has no 
immediate use for non-agncultural purpose 
its price may be low. In our sample 36.42 
per cent of plots were suitable for non- 
agricultural use. 

External factor related to time of sale and 
purchase. This serves as aproxy for a scries 
of variables that inlluence the dynamics of 
land price. In our sample wc have plots 
which were sold from I960 to 1991. i e, for 
a period of 32 years. 

Metuodolooy kjr Estimation 01= Land Value 

The conceptual approach of this study is 
like that use by Griliches (1971) in the estima¬ 
tion of implicit or hedonic prices. 'The em¬ 
pirical approach of this model is to regress 
the pnee of different varieties or models of 
a commodity as a measure of a bundle of 
characteristics of dimen.sions of a commodity, 
in the present case the land prices (shadow 
prices) arc computed using the coefficients 
estimated by means of a regression of land 
prices on land characteristics (Griliches 1971). 
The model assumes that the price per acre is 
an additive function of its characteristics. The 
equations that arc estimated are reduced 
form of equations that summarise the influ¬ 
ences of demand forces and the supply forces 
on land value as demand and supply jointly 
determine the price of land. 

The data consists of actual sale of plots 
of land in the sample villages between the 
periixl 1960 to 1991, it consists of 162 plots 
which included the plots sold by local 
residents as well as households who have 
migrated to town or other villages. 

Variables 

Dependent variable: The average price 
per acre of land during the period was Rs 
40,440with a standard deviation of59.741.22 
in current price. It was Rs 6,177.39 in constant 
price (1960-61 price) with a standard 
deviation of 3,025.30. 

Explanatory variables. The size of plot in 
acre (x,). The average size of plot was 2.4855 
acres with a standard deviation of 2.4012. 
The following are the dummy variables 


which take on the value I when the land fits 
a certain characteristics and tlie value 0, 
othcrwi.se. The characicri.stic de.scribcd by 
each of the variables is as follows; 

Xj = I If the land is irrigated. 0 otherwise. 
Xj s: I if the land is fertile, 0 otherwise, 
x^ = 1 If the land is not useful for crop 
purpose. 0 otherwi.se. 
x^ = I If the land is situated near to the 
village. 0 otherwise. 

x^ = I If the land is situated near to the 
buyer’s plot. 0 otherwise. 

T = It varies from 1 to 32 lieginning from 
I960. 

Empirral Results 

The results of tlie regre.ssioii imalysis have 
been shown in Table 7. All the coefficients 
of the explanatory variables except one have 
the expected sign. The coefficient of five of 
these are significant at the 95 per cent 
confidence level or above. The cocfficiem 
of the variable land size has a negative sign. 
As expected with an increase in size of land 
the price per acre decreases. .Similarly, 
coefficient of the variable irrigation has 
positive sign. As such the price per unit of 
land with irrigation facility will he high as 
compared to dry land. 1lic coefficient of the 
variable fertility has expected positive sign. 
The price ol fertile land is high as compared 
to non-fertilc land. Moreover the coefficients 
of variables villa|e and time have expected 
positive signs. The plot of land situated near 
the village will become higher compared to 
land situated elsewhere, llic coefficient of 
the variable time is positive and highly 
significant statistically implying that land 
price has rose with the pa.ssage of time. The 
coerfieienl of the variable non-crop use of 
land has a negative sign and it is staiislically 
significant. It is due to the lact that these 
plots arc basically dry and barren land which 
have no immediate non-agncultural use. As 
such these plots have lower value. The 
negative sign of the coefficient near the 
buyer's land was not expected. In any ca.se 
the coefficient is not statistically significaiii. 
The explanatory variables together explain 
about 70 per cent of the price variance and 
as such it is a good fit. The regression results 
confirm that land with irrigation facilities, 
high fertility, located near the village carries 
higher price as compared to dry, barren and 
land located at distant place from the village. 

IV 

Conclusions 

The preceding analysis of land transactions 
in the study area confirms that the turnover 
of land sale is low as argued by a number 
of authors includtng Basu (1986). Platlcau 
(1990), Raj (1990) and Binswangcr and 
Rosenzwcig (1986). It is noteworthy that 
even in a dynamic rural area like the study 
area, with diversified (Kcupation and model n 
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technology, the tufflover of land sale is low. 
The same observation applies to land 
purchase transactions. The later are some¬ 
what more important as compared to the 
former; because migrants, who have no 
interest in land, have sold their land and left 
the village. 

Two categories of sales, namely, interim 
(mortgage) and regular, were found in the 
study area. The frequency of mortgage has 
been declining of late. A variety of reasons 
have led to the sale of land once for all. In 
the case of poorer farmers, land sale were 
mostly involuntary in nature; given an inelastic 
demi^ for fund. These households had no 
choice but to .sell their land. In such 
transactions they had to part away more than 
two-fifths of thdr landholdings. By contrast, 
die sale transactions of the medium and large 
farmers were voluntary in nature and the 
demand for fund was elastic. The main leasons 
for sale included luxurious consumption, 
diversification of productive activities and 
disposing of surplus land (Coin 1981]. 

The analysis of the reasons for sale by 
different groups of households revealed the 
amorphous nature of distress sale. Even if 
the purpose of sale of land was same for 
more than one group of households, it was 
only in the case of marginal and small far¬ 
mers that their livelihood pattern affected 
adversely after the sale transactions. More¬ 
over these transactions were involuntary. As 
such a transaction to be distress sale has to 
satisfy two conditions; namely, that the sale 
is involuntary and the livelihood pattern of 
seller is to be affected adversely. It was only 
in the case of poor farmers these two con¬ 
ditions were sati.sfied. Conversely the sale 
of land by the richer farmers to meet the 
dowry ne^s of their daughters and con¬ 
spicuous coasumption were not distress sale 

Sale of land due to migration to urban aras 
has been found in all landholding sire groups. 
This was an important component of regular 
supply of land [as in Basu 1986]. Sale of 
land to start non-agricultural activity has 
emerged as another component of regular 
supply. Of course, this component is small 
and yet uncertain. It. was found among the 
medium and large farmers who can take risk 
and can mobilise fund for new busine.ss. 

A number of households ivith lump sum 
cash earning from service or other income 
have converted thc.se earnings into a .stable 
form of property by- purchasing land [Sen 
1981, Platteau 1990]. Many households, that 
could manage fund from the informal credit 
market have supplemented this source for 
land purchase. Given the imperfection of the 
credit market, it was the collateral rich and 
therefore creditworthy households who could 
mobilise the funds. On the other hand, the 
collateral poor households were left out from 
getting informal credit and as such were not 
able to purchase land unless they had money 


from the service sector. Clearly the credit 
market imperfections were reflected in the 
land market as argued by Platteau (1990). 

There was wide variation in the price per 
unit of land sold during the period. The impact 
of green revolution and diversific^on of 
nual economy dueto government intervention 
have been reflected in the rising price of land 
during 1970s and 1980s. The average price 
of land rose modemly dunng 1970s and later 
period. But there was wide variation in the 
price of land during the period of study, 
especially during the early 1970s. 

The regression analysis clearly revealed 
that the variance of land prices of land stem¬ 
med from differences in the characteristics 
such as site, relative location, and the time 
of the sale of land. About 70 per cent of the 
variation in the land price could be explained 
on that basis. 

Notes 

(I am thankful to Kaushik Basu and lean Dteze 
for helpful comments and suggestions on an earlier 
draft of this paper. I have also benefited from 
discussion with my colleague R S Rao. I express 
my thanks to Mohipnl Yodav, Sunder Singh and 
Binod Sharma for helping me in collecting data 
for this paper. I am thankful to S K Podht for 
computation and typing. I am alone responsible 
for any error.] 

1 A distress sale is involuntary when a household 
does not have a reasonable alternative option 
while deciding to sell a piece of land. 

2 Even if some uncertain channnel of investment 
is available the farm households who are 
mostly illitemte and not acquainted with such 
activity may prefer the current and stable asset 
holding rather than the new uncertain one 
[Desai 1984]. 

3 It is difficult to synchronise the time of 
borrowing from the formal credit sector and 
the time of negotiation for the purchase of 
land, as obtaining loan for long-temi purposes 
including for land purchase, is time consuming 
due to cumbersome bureaucratic procedures 
(Adams and Nehmon 1979, Sorap 1991a]. 

4 Raj has argued that ownmhip of landholding 
of even fairly small size provides some kind 
of insurance to families that ore dependent on 
finding adequate wage employment and form 
the hard core of rural poverty [Raj 1990]. 

5 Such high personal valuation on land is based 
on two interrelated considerations, (i) He would 
place a personal valuation or price on the land 
which is high enough to give him alternative 
source of livelihood as rentier. The fact that 
typically the market value is considerably 
lower than this is of no consequence in his 
personal calculation. This is because he is 
primarily c-jneemed with the question of 
assured livelihood. Further, the same piece of 
land can produce different rates of surplus or 
net income over necessary co-sts, depending 
on the intensity of its use. This, in turn, is 
largely influenced by the particular organi¬ 
sation of production. For instance, a small 
farmer with intensive use of family labour can 
generate an income stream which con provide 
him livelihood. In that case the personal 
valuation he would place on such a piece of 
land would correspond to a price which is at 


least high enough attheexistiiig rate of interest 
to earn him roughly the same stream of income 
[BhMiuri 1983: 72]. 

6 It is to be stressed that a land mortgage may 
not be always as interim sale. 

7 However it is to be stressed that the form 
houselwld may not offer a piece of land even 
for mortgage if he has alternative collateral 
which is acceptable to the lender. For instance, 
in a study of 166 farmers drawn from different 
locations of seven districts in Punjab (India) 
[Chathaetal 1991], only 6.63 percent of them 
had resorted to mortgage during tlw period 
1981 -1990. According to this study the lower 
turnover of mortgage was possibly due to the 
fast declining value of money, increasing 
alternative source of credit and higher 
expenditure on registration deeds. 

8 For instance, a household which migrates to 
an urban area may like to sell its land once 
and for all [Rao 1972]. 

9 The terms and conditions of mortgage ate 
influenced by a number of factors including 
the purpose and the lender's strategy as to 
whether he is interested to earn interest income 
from giving loan or interested in the default 
of the piece of collateral [see Sarap 1990a] 
Id the latter case, he may agree for a larger 
amount of money, on a piece of land, with the 
hope that the borrower may not be in a position 
to recover tlie piece of land. For evidence on 
land default to the tender [Barooah 1980, 
Dariing 1977, Mukherjee 1985: 56J. Iiflie 
intention of the lender is to precipitate default, 
then the difference between the price per unit 
of land for sale and the price per unit for 
mortgage may be low (Table 8) The quality 
of land. Its location from the lender's point of 
view may also influence the terras of the 
mortgage. 


Tablb 8: AvEHAns Prk-e Paid Phi Acrp op 
Land ’fiiANSAfTiON uukinu the Pejuou 
I870-I9II in THE Distrk-i iikRohtax 


Year 

Price Per 

Price Per 

Column(3) 


Acre of 

Acre of 

As Per- 


Land Sold 

Land 

ceniage of 


(tn Rs) 

Mortgaged Culumii(2) 



(tn Rs) 


(1) 

(2) 

(3) 

(4) 

1870-71 to 
1879-80 

20.03 

1.3.09 

65.35 

1880-81 to 
1889-90 

29.71 

18.29 

61.56 

1890-91 

55.69 

32.07 

57.59 

1900- 01 

1901- 02 to 

61.59 

39.03 

63.37 

1905- 06 

1906- 07IO 
1910-11 

34.79 

47.03 

85.84 


Snurce Gazetteer, Rohlak District, 1909 and 
1936; Part 11 Statistical Table, Govern¬ 
ment of Punjab, Lahrxe. 


10 There were many taws relating to land 
transactions. For instance, Punjab Land 
Revenue Act 1887; Transfer of Property Act 
1872; Indian Limitation Act, 1963, article 90, 
to mention a few. The intention of these acts 
were to reduce the fragmentation of land tc 
different persons through sale of land. But the 
manifest function of these acts was in fact s 
detenent factor for the seller of land. Giver 
such provisions there would be legal dispute 
between the buyers on the one hand and blooc 
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reunonfco-sDBfen on me amer. in leoem paH 
(1997) tome acts have been amended and die 
right of redemption is confined to co-shaiers 
and not to the Mood relations. But even now 
such acts may worV os a deterrent factor for 
land sale. 

11 For instance, the mlatives/caste fellows of the 
seller may persuade him to sell the land to a 
relative if he is determined to sell. In that cose 
the competition among the seller and the buyer 
will be minimised. The price of the land may 
be lower in comparison with a situation in 
which there is free competition. 

12 Atsuchthenumberoftransactionsontheland 
mortgaged were an underestimation because 
some of the households which had mortgaged 
land but repaid the loon and got back their 
ownership rights may have been left out. 

13 During the period of our study some plots 
were sold by the ea-dwellers of these villages 
who have migrated to town/other villages 
Since the land and other details of these 
households are not available the tabular 
analysis is confined to the transactions of 
resident households only. 

14 Households with ownership holding up to 
2.S0 acres have been defined os nuirginal 
farmers. For .small farmers the ownership 
holding was from 2.S I to 5 acres. It was from 
S.OI to 10 acres for medium farmers and froin 
10.0! to 20 acres for large farmers; and 20 01 
acres and above for very large farmers. 

1.5 The amount of land purchased (310.69 acres) 
by these households was higher than thc 
amount of land sold (255.62 acres). This is 
due to the disposing of land by the erstwhile 
residents who have migrated to uiban areas 
and other villages. 

16 This is due to lack of accumulation of funds 
on the parts of many households. If the capital 
market is imperfect, then it will be mure 
difficult for such households who have no 
access to credit market. This will he discussed 
later in this section. 

17 Given the choice a household will try to sell 
that piece of land which he prefers less. If he 
does not find a buyer forthis plot, he may offer 
a better quality plot in case the demand frr 
funds is inelastic and the amount is lump sum 
exher things remaining same, a buyer will 
prefer a piece of land which is fertile, or near 
his own plot, or near the village. This will 
reduce the transaction cost of cultivation In 
case the buyer has no land before the purchase, 
his preference for a piece of land will be 
dependent on the availability of land. 

it Besides, there may be problems of supervision 
and effective control of labour in the case of 
large sized holdings (Sen 1981, Platteau 1990). 

19 it is noteworthy that even to buy a small piece 
of land a household requires lump sum amount 
and has to atrange the fund within a short pen xl. 

20 Households which are currently in service 
generally lease out their land in the village and 
earn rental income. Enforcement of personal 
property right in rural society is not difficult 
or costly because of family/caste coaneciion. 
By frequently visiting the village such house¬ 
holds enforce their rights over their land as 
well as supervisefmonitor the tenants. 

21 Only nuirginal farmers have resorted to 
mmtgage of land in the informal credit market 
to purchase land. 

22 Thm has been a lot of historical evidence of 
land transfer to moneylenders in the region of 


our siiiay in me nrst part ot this century. See 
for instance Darling (1 977), Chowdhry (1984). 
Guha (1987; 128) to mention a few. Even in 
the case of land mortgage the involvement of 
traders/moneylcndcis is negligible. One of the 
important motives of the mortgagee is to 
expMd the size of the operational holding.s for 
cultivation to utilise the surplus manpower/ 
tractor/suiplus fund. etc. For instance, out ot 
the total, 58 plots were near the village, and 
about 39.66 per cent plots were near the 
mortgages. If the land is not irrigated it may 
be near the buyer nr near the village. Out of 
the 58 mortgaged plots, 5.17 per cent satisfied 
all the three attributes, 34 48 per cent plots 
were near the buyers and irrigated. All these 
attributes ate helpful to the mortgages for 
better yields of crops and to reduce 
transportation cost of cultivation. 
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Design!]^ Fiiiandal Services for Rural Poor 

Retooling Rural Financial Institutions? 

K Kaladhar 

Requirements of financial services for poor rural households encompass consumption smoothening, human capital 
formation, production and investment credit and^insurance, in addition to savings facilities. While the informal sector 
provides most of the services, the formal rural financial institutions have inappropriate tools and perspectives in 
delivering the services. Unless institutions retool themselves by focusing on a rural household's economy rather than 
limiting themselves to activity linked lending, they cannot be successful in delivery of financial services. 


IN the recent past, the debate on niral financial 
institutions (RFl) has been focusing on 
analysing reasons for 'successful' 
performance of such institutions more from 
operational perspectives and away from 
macro-economic variables [Yaron 19921 In 
the 1960s, 1970s and 1980s analysis centi ed 
around problems stemming from low interest 
rates or subsidised credit, supply leading 
finance, government owned and expanded 
financial institutions [Adams ct al 1984). 
However, now. the emerging research on 
rural financial institutions shows some of 
the operational elements that have been 
relevant to successful performance such as 
organisational culture, removing 
informational asymmetiy. etc. In this paper 
it is proposed to examine the developments 
that have taken place, synthesise the learning 
and develop an operational framework fur 
implementation in the Indian context with 
respect to formal rural financial institution 
system. 

The rural poor, especially women, 
commonly have restricted access to financial 
services expected to he given by the formal 
rural financial in.stitutions. The Indian 
perception has been that due to lack of 
adequate network of such institutions, the 
inaccessibility has been further strengthened. 
As a remedial measure the national 
government assisted by donors have 
envisaged, substantially in large-scale, fomial 
regulated programmes emphasising more 
credit to poor in rural areas. In the process 
huge bureaucracy has been built-up for the 
purpose of purveying credit to rural pixir. 
The financial programmes launched by the 
formal institutions had other assumptions 
such as a low rate of interest, purpose linked 
credit, formal project appraisal, etc, witli a 
view to reaching the benefits via income 
generating activities, to the rural poor 

pROiEtT Approach to Lending 

One ol the central pivots on which the 
credit institutions were built was the World 
Bank's approach to developing rural poor, 
viz, project approach. The project approach 
was layered into definite sequences with 
identification of the activity(ies) in the first 


phase, followed by formulation, appraisal, 
implementation, monitoring and evaluation 
phases. This was called project cycle (Baum 
1978]. Project approach envisaged a detailed 
project appraisal involving calculation of 
rates of return and financing the best of the 
projects for the purpose of generating 
adequate income to the rural poor. Hie focus 
under the approach was more on the purpose/ 
activity that was expected to ‘help’ the poor 
rather than on the poor themselves. In the 
process, during the 1960s and 1970s very 
many rural development projects in terms 
of sectors such as plantation, horticulture, 
irrigation development, animal husbandry 
development projects were appraised and 
sanctioned by the World Bank for 
implementation through formal rural 
financial institutions. In addition, functional 
areas such as extension, credit, etc, also 
received widespread importance. Among 
these projects, primacy was accorded to rural 
credit projects under which the elements of 
project appraisal were subjected to analytical 
rigour and rates of return were calculated 
both under economic analysis as well as 
financial analysis. Credit was to be purveyed 
under such projects to rural pour fur various* 
activities such as minor irrigation, animal 
hu.sbandry, plantation and horticulture, etc. 
Each of the activities was analysed in detail 
in terms of costs and benefits and the rates 
of return wm calculated accordingly. If the 
rates of reftlrn'were above the given cut-off 
point, then the projects were accepted for 
the purpose of financing under the project. 

Under the system, production-oriented 
lending had taken roots with elaborate 
sequentially designed procedures being 
observed by rural bankers. Some*bf the 
characteristics that were developed and 
stabilised over the years were activity/ 
purpose centred. Technically feasible sues 
were determined (e g, two milch animal unit, 
one hectare plantation of oranges) with the 
objective of achieving financial viability. 
Farm budgets were designed along with 
farm models containing extensive analysis 
on financial and economic aspects. 
Repayment would be fixed in suitable 
instalmentsovertheecomimic lifeof »;bvity, 
after accounting for grace/gesution penod. 


_ out of the income generated because of the 
activity. Thus, rural financial iastitutions 
were to identify activities keeping in view 
the potential of the area, formulate and 
appraise farm budgets and farm models (unit 
costs), implement (advance loans) monitor 
and then evaluate. An activitywise area- 
wi.se (villagcwi.se) credit plan would be 
prepared for the purpose under the dispen¬ 
sation presently call^ 'Service Area Credit 
Plan'. The Service Area Approach empha¬ 
sised the project approach at the micro-level 
(branch level) with branch manager as the 
focal point for credit based development of 
rural poor residing in the service area com- 
pnsing on an average about 15-25 villages. 

Coinciding with the project approach to 
lending, another approach developed 
focusing on the’role of finance in economic 
development, whercundcr the concept of 
fungibility of money was propagated which 
theori.sed that money makes it difficult to 
pinpoint exactly which borrowers had spent 
for what. For example, a borrower who has 
been financed for purchase of livestock, 
pcrhap.<i could have used, actually, the savings 
which he/shc has and used the loan.s taken 
under the project for the purpose of fi nanci ng 
a wedding or any such social ceremony. 
Another use for which loan could have been 
pul to may have been immediate debt 
payment or meeting consumption needs. 
This was expected to happen inspite of post- 
loan sanction and disbursement supervision 
with a view to ensuring 'end-use' of loans. 
The borrower, accordingly, would perc-'ive 
the loan funds as an additionality to his total 
budget and it would be difficult to attnbute 
the benefits to investment in a production 
"cti viiy as envisaged under the project to the 
loan funds alone. In other words, as long 
as a rural household’s financial budget 
permitted repayment, given its priorities, the 
repayment would occur irrespective of the 
success of the investment loan. In addition. 
It also pinpoints the futility of focusing on 
income generation exclusively out of the 
investment and repayment as a proportion 
to the income generated. In other words, by 
concentrating and analysing the purpo.se or 
the activity alone, the repayment need not 
occur [Pischke and Adams 1980]. 
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We will first examine the impact of such 
thinking at the macro-ievel, i e. at the level 
of World Bank which has been in the centre 
stage in propagating the project approach to 
lending. The issue of current practices in 
project appraisal was examined and the 
conclusion that was arrived at was “we have 
found that the extent to which (.social cost 
benefit analysis is) used and (has) real 
influence is not great, even in the World 
Bank" [Little and Mirrices 1991], This 
observation by Little and Mirrices, 
considered the fathers of the project apprai sal, 
comes as a shocking statement and leads us 
to raise two broad questions [Shantayanan 
et al 1995|. (1) What is the proper role for 
project evaluation in today's world? (2) How 
can we make the project appraisal ensure 
high quality projects? 

When Little and Mirriees wrote the Manual 
of Intlustrial Project Analysis in 1969, the 
governments were expanding public 
investments rapidly and much of that 
investment was in industry and related 
sectors. During those decades there weie 
major distortions arising from trade policy 
and exchange rate policy amongst the most 
developing economies and for the purpose 
of removing this distortion the locus was on 
techniques such as border prices and 
conversion factors. Another factor that had 
sustained project appraisal in those decades 
was the calculation of the rate of return for 
a public sector project. The same technique 
also was sought to be applied to rural 
development projects. 

Today, in the latter 1990s, governments 
of the developing countries are reducing 
their role, going ahead with privatisation of 
public enterprises followed by gradual 
removal of distortion in the trade policy and 
exchange rate systems. In addition, the 
concern now is ItK-used on whether a project 
ought to be in the public sector at all or not. 
This has led to the posing of a counterfactual: 
what would the world look like m theabsence 
of a project. In other words wherever there 
is a private sector alternative to public 
provision, encouragement should he 
accorded to the private sector alternative. 

The World Bank, thus, over the years is 
gradually shifting from activity specific 
project appraisal to that of sectoral and public 
expenditure analy.ses or what is called 
structural adjustment lending. For example, 
the agricultural expenditure review of India 
carried out by the World Bank in 1993 
(Pradhan and Pillai-n.s.scx 1993] examined 
several agricultural programmes as projects 
and calculated their minimum rate of return. 
It concluded that two programmes - a 
fertiliser subsidy and a crop production 
scheme - had a zero rate of return because 
there was no justification for public provision 
of these goods. Yet the bulk of the Indian 
government's expenditure was going to the.se 


two schemes. Interestingly, the study also 
pointed to the high rates of return in ground 
water irrigation and extension services 
recommending a reorientation of public 
expenditure in that direction. This approach 
actually goes beyond setting a good 
foundation for subsequent appraisal. It also 
improves the overall quality of the sectoral 
investment programmes. 

Concurrent with the shift of focus of the 
World Bank to structural adjustment tending 
from project-based lending, within the project 
cycle there have been qualitative changes in 
various phases emerging with the experience 
into ‘new’ project cycle. The Bank’s 
evaluation suggested that when development 
projects perform poorly it is usually for one 
or mure of the following reasons: (i) 
Beneficiaries do not patticipate sufficiently; 
(ii) borrowers are not committed to project 
goals; (iii) risks are inadequately assessed 
and managed; or (iv) capacity building was 
separately pursued through technical 
assi.stancc programmes, etc. The proposed 
new project cycle [Picciotto and Weaving 
1994] now has (I) listening (2) piloting (3) 
demonstrating and (4) mainstreaming as 
different phases. 

Under the first phase, viz, li.stening. the 
central role of the borrower and the 
participation of potential beneficiaries, right 
from the start, symbolises the learning 
dimension of projects as against 
‘identification’ - a term suggests a visual 
selection of phy.sical goals or focusing on 
s|x;ciftc activities such as minor irrigation, 
animal husbandry, etc. The second phase, 
piloting, is geared to exploring alternatives 
identified at the learning phase and 
objectively assessing risks through 
participatory methodology. The third phase 
is demonstrating, i e, providing opportunities 
to fine tune and adapt project concepts to 
ensure a satisfactory development impact. 
The fourth phase, mainstreaming, aims at 
achieving the overall goal of credit-based 
assistance, viz, institutional learning and en¬ 
suring a lasting impact on the country's poli¬ 
cies, practices, technologies and skills. The 
new cycle thus comes to fruition with large- 
scale adoption, mainstreaming, of methods, 
techniques and programmes pioneered during 
the pilot and demonstration phases. 

Another critical view on the traditional 
cost benefit analysis is seen from its inability 
in developing capabilities of rural poor and 
building the same into cost benefit analysis 
as presently practised [Clements 1995]. 

The existing literature on economic cost 
benefit analysis seeks to exclude the main 
factors that alTect the rural poor in terms of 
improvements innutrition, health, education, 
etc. Under the approach titled ‘capabilities 
approach to project analysis’ (CAPA) 
capability is looked at not on the income or 
public services, a person has access to, nor 


on the particular choice, plans and the 
strategies a person makes but rather on the 
range of choices that are available to the 
individual [Sen 1993]. UndemutriUon and 
poor health restrict this range of choices in 
a direct, physiological manner. Three kinds 
of information should be considered under 
CAPA for indicating benefit levels. The first 
is quantitative information collected by and 
for the project, normally on project inputs 
and on changes in the beneficiary 
population’s capability standards. Second, 
benefit estimates may be assisted by outside 
studies bearing on the eonnection between 
project inputs and population capabilities. 
Third, there should be some scope for project 
staff and agency representatives to conbibute 
to benefit estimates based on their 
observations and opinions. 

This suggested approach, viz, CAPA has 
several problems for operating bankers at 
the field level. They neither have time nor 
skills for incorporating these three elements 
into assessing the credit demands and 
thereafter taking a decision in the matter. 
While conceptually the approach is sound, 
operationally it is very difficult to implement 
at the field level. 

'The above debate leads us to the conclusion 
that the World Bank, from a commodity/ 
sector-based project lending approach has 
gradually shifted to structural adjustment 
lending under which the macro-economy as 
a whole is taken into account for assessing 
the eflecti veness of investment. The di fferent 
phases under the traditional project cycle 
have also given way to the new project cycle 
with .shifting of focus from activity to the 
rural poororthc participantin adevelopment 
project. This debate gives rise to the question 
whether the shifting of focus in policy 
perspective can be applied at the beneficiary 
level or at the level of the rural poor in terms 
of looking at the economy of the beneficiary. 
This means that instead of focusing on the 
financing of the activity alone and deter¬ 
mining the cost and benefits thereunder, we 
have to look at a rural household’s economy 
at the family level and then determine what 
kind of credit packages need to be devised. 
' This calls for having a fresh look at the way 
the credit is seen from the perspective of 
lural poor and tailoring financial services 
delivery accordingly. 

Financial Sbrvices from Perspecttve 
OK Rural Poor 

In traditional approach to rural finance, 
the production side of rural farm households 
is generally seen as providing the logic for 
rural credit. What is forgotten in the whole 
process is the poor household’s demand for 
financial services relating to consumption 
smoothening, human capital formation, off- 
farm income generating activities, insurance 
and savings services [Zeller 1995; Zeller, 
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Von Braun, Johm and Puetz 1994], In a 
study conducted for the World Bank, the 
nature of demand for financial services by 
rural poor in India was assessed through a 
client survey [Mahajan and Ramola 1995}. 
It was found that in terms of current usage, 
the priority across different typesof financial 
services among the rural poor was 
consumption credit, savings, production 
credit and insurance. Consumption consti¬ 
tuted two-thirds of the credit usage, the rest 
being for production credit. Consumption 
included illness, household expenses during 
the lean season. Informal sector met con¬ 
sumption requirements at a high rate of 
interest, with formal rural financial 
institutions meeting two-thirdsof production 
credit requirements. 

The usage of financial savings is low by 
rural financial institutions with rural poor 
themselves assessing a large gap between 
their current savings and potential savings. 
In all, savings accounted for S per cent of 
the income and alioul 10 per cent of annual 
credit usage. The usage of insurance services 
was very low. 

Under production credit, many had 
received loans linked to government poverty 
alleviation programmes such as IRDP after 
accounting for out of pocket costs, payments 
to middlemen, price difference of assets 
received as loan in kind vs the cash price 
in the market, wage loss, etc. 

In the delivery of financial services, the 
borrowers had opined in another study, that 
the attitude of the banking officials was 
indifferent tothem IRajasekharand Vyasulu 
1991J. That obtaining a loan is acomplicated 
and lengthy process was evident from the 
study, in addition to the finding that the time 
taken to get a loan sanctioned was inversely 
related to the si/e of land holding. Added 
to that, the loan amounts were inadequate. 
It was also felt, as a widespread problem, 
that it was better to obtain a loan from a 
moneylender than to go through the ordeal 
of bank procedures [Gupta and Shroff 1990) 

In the Indian context, provision of credit 
to the poor and marginal farmers was 
constrained by lack of access in view of 
collaterals, low interest rates, leading to 
rationing of credit to wealthy rural clientele, 
followed by various systems and procedures 
that were inappropriate for the rural poor 
The credit needs of the poor as .seen by them 
[MYRADA 1992] indicate that they require 
small but regular and urgent loans for 
consumption whereas their options were 
re.stricted to IRDP or similar programmes 
designed and approved by the government. 
Small loans for consumption were readily 
available from money lenders who also 
placed the poor on the track of increasing 
debt and bondage which went rapidly 
downhill On the other hand, banks were not 
willing to lend small amounts nor would 


they entertain loans for consumption, even 
though it was obvious that the largest number 
of loans was taken for this purpose. The 
formal rural financial institutions also could 
not give any loans quickly when needed. 
Another practice was adoption of 
standardised cost and estimates often on the 
grounds of featsibility; these amounts were 
generally larger than required by the people. 
For example, when farmers in one area, 
where the water table was high, needed 
approximately Rs 3,000 to sink an open 
well, the bank insisted on providing the 
standard rate of Rs 9,000. There are other 
examples where the requirements were higher 
than the standardised cost or what is known 
in the banking system as ‘unit cost’ There 
was, thus, no mechanism to fine tune the size 
of projects and estimates to the micro 
situation. This is relevant to the context of 
rural household’s economy mentioned 
earlier. In Several cases the schedule of 
recovery design by the bank did not conform 
to actual trends in returns. An interesting 
case of difference in recovery schedules 
concerned milch animals. It is well known 
that in the summer the milk yield falls, yet 
the recovery instalments required by the 
bank remain constant, instead of adjusting 
to the actual trends in milk yields. Another 
cxampleof inappropriate recovery schedules 
was the practice of linking recovery with 
harvest time on agricultural loans to marginal 
dry land farmers - the core of the rural poor. 
The majority of them consume over 80 per 
cent of their produce and could not possibly 
repay loans from sales of the remainder. The 
schedule of recoveries could not be disturbed 
due to changing situations as in one example 
a member of group stood for village elections 
who had borrowed for purchase of a cow 
from the group; the group suspected that he 
would sell the cow to raise funds for the 
election so they seized it till the elections 
were over. The rural financial institutions 
were prc-occupied with viability. For 
example providing a poor woman with 10 
ewes and one ram which usually failed to 
earn adequate returns according to schedules 
since it pre-supposed that the woman was 
doing nothing prior to this project. Managing 
a lO-fl unit is almost a full time job requiring 
her of giving up other wage opportunities 
which provided her daily needs in order to 
manage the sheep unit. Thus, the rural 
financial institutions ignored manageability 
in the process of determining viability. The 
above illustrations indicate the inappro¬ 
priateness of the strategy and systems and 
procedures followed by the formal rural 
financial institutions. 

Approach to Delivery op FiNANaxi. 

Services by Inpormal SuerroR 

Given the paradigm of rural poor 
perceptions and the inadequacy of formal 


rural financial .systems inmectinglhedcmand 
with all its structund requirements, how the 
informal sector, including the self-help 
groups, is catering to the rural poor is dealt 
with below. The evidence with regard to the 
approach or ‘how’ the financial services are 
delivered is linked directly to the 
methodology of credit rationing employed 
by the informal sector. 

The determinants of credit rationing centre 
around informational asymmetry between 
lender and borrower jStiglitz and Weiss 
19811 leading to lenders demanding collateral 
or charging higher rates of interest. Collateral 
requirements have been identified as a major 
determinant of the lenders’ decision to ration 
loan demand [Binswangcr et al 1989]. 
Informal lenders on the other hand, often use 
collateral substitute. Iliird party guarantees, 
trade contracts and threat of loss of future 
access to credit are common devices in 
informal contacts [Adams and Fitchett 1992, 
Binswangcr et al 19891.1n a study conducted 
in Madagascar on determinants of credit 
rationing by both informal lenders and formal 
credit groups [Zeller 1995] several findings 
are of relevance to the Indian context. The 
credit rationing by infonnal lenders was 
determined by age with older individuals 
more likely to apply for credit, with higher 
age leading to decline in credit obtention. 
Secondly, the numher of years of schooling 
has a positive effect on loan application 
since it augments, other things being equal, 
returns on capital and therefore credit 
demand. Thirdly, the poor, proxied by 
occurrence for wage income, significantly 
rely on informal credit lor consumption 
smoothening with a duration of two months 
which is easily obtained with little waiting 
time. Fourthly, it is the head of the household 
who is more likely among the members to 
ask for a loan. The fifth detenninant relates 
to sickness leading to the demand for credit 
for financing medical care. In contrast to 
these determinants which trigger seeking 
credit from informal lenders, the decision 
taken by the formal groups is to approve a 
loan request based on the health of the 
applicant household (which is an indicator 
of repayment ability) in addition to existing 
indebtedness in the informal sector while the 
outstandingdebt taken from the formal sector 
does not impinge on the rationing process. 

Hie pilot project on developing linkages 
with self-help groups currently under 
implementation in India also gives useful 
insights into the rationing process or the 
methodology of appraisal being followed by 
the self-help groups [NABARD 1995]. The 
groups’ initial source of fund was savings 
supplemented later by credit and the activities 
financed were need based even while self- 
help groups adopted a flexible approach. 
Interest rates charged were varying and 
market-ielated; shorter repayments were 
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iixed, as against the procedural requirement 
of allowing longer repayment period by 
formal rural financial institutions, keeping 
in view ail available sources of income instead 
oi limiting to income generated out of the 
financed activity alone. This facilitated 
members taking more than one loan during 
a year. Flexibility in norms of lending was 
observed on case to case basis with less 
importance attached to documentation. In 
case of emergency/situations of distress, a 
second loan was al.so allowed while the first 
loan was yet to be repaid. Penal interest for 
delay s m repayment of i n.stalment was applied 
flexibly. Meetings of groups were conducted 
regularly which served as a formal ha.se for 
exchanging information, completing 
documentation, etc. 

in (he context of the above il is useliil to 
look into the totally new dimensions thrown 
up in respect of Bangladesh Gramecn Bank, 
a formal rural financial institution, in 
managing credit for the rural |)oor and the 
rca.sons (or its success |Jain 19%]. The 
study, startlingly, indicates that the Gramecn 
Bank in practice does not enforce its 
acclaimed (Hilicy ol making (ivc-member 
groups jointly responsible (or repayment of 
loans. Contiarily, the success of the Gramecn 
Bank was posited to a combination of several 
organisational policies which were designed 
to steer the nehaviour ol its large number 
of functionaries and borrowers along u “credit 
responsive mode". The elements of credit 
responsive mode centred around various 
organisational levels and at each level 
dilTerent ‘credit responsive paths’ have been 
taken cnsuiing in an overall context, the 
success of the bank. At the local village level 
ihc hanks credit policies provided a set of 
neoclassical (di.s)incenlives (u align the sclf- 
.seeking behaviour of borrowers along a credit 
lesponsive path. The important activity of 
groiip/cciurc was meant to develop a culture 
wherein bolh mcinbers and the bank 
lunctionaries followed the bank norms 
iinpliLitly and as a matter of routine. The 
main purpose and function of the groups 
and centics was lo foster this culture by 
enabling routine repetition of ideological 
hchaviour by all the members week after 
week, 52 limes a year which made il a 
'cultural habit' for each individual to follow 
hank norms 

In respect of branch opeiations as well as 
at the level of area office the charactcnstics 
that were observed related to routincne.ss. 
reliability in service delivery, dcmonslrable 
honesty and error-tree performance in 
addition to lepealed supervision and cross¬ 
checks, in .summary, in development hanking 
not only do the determinants of borrowei 
members’ behaviour have to be in place, but 
the detcrminants/stirnulants ol bank 
functionaries pcrhinnaiice also have to he 
properly aligned. The Gramecn Bank through 


its staff incentive policies could broadly 
align its staffs' self-seeking behaviour with 
the bank's norms. 

Sua'ESSFUt. RRS from Indonesia 

The relative success in the provision of 
financial services to the rural poor, indicated 
by Indonesian experience (Chaves and 
Gonzalves-Vcga IW6], is also noteworthy 
forthe Indian context. The various Indonesian 
RFIs have fostered intensive inter-action of 
two types of agents, viz, those who have the 
information and those who have the 
resources, in the provision of financial 
services to the rural ptxir. Such inter-action 
has been at the foundation of the success of 
the Indonesian rural financial institutions. 
The individualised approach instead of the 
group approach in the context of Indonesia 
pnrvcs that joint liability or peer pressure 
would result in extra costs, and moral hazards 
forthe group members, leading to borrowing 
on individual basis. This was also proved 
in the case of Gramecn Bank example cited 
above. 

All the steps necessary to complete the 
tlnancial transaction are undertaken locally. 
In most cases the client dixis not have to 
leave his/her village. Further, local decision¬ 
making and character-based lending (when 
no collateral is required) allow for the rapid 
disbursement of loans. Most of the time 
funds arc available when needed, with no 
particular restrictions on end use. Most 
importantly, loans are granted on individual 
basis. 

To overcome information asymmetry 
which is the heart of the rural financial 
market problem, (he Indonesian experiment 
resolved through a system of incentives 
(performance-based remuneration and 
efficiency wages as compatible incentives) 
Ihai has induced a behaviour on the part of 


RPI managers consistent with the financial 
health of the unit. 

The role of credit and credit institutions 
in augmenting production and productivity 
is well recognised. This approach has resulted 
in an impressive growth of rural banking in 
India over the last four and a half decades 
in terms of outreach, credit disbursement 
and support to (he poverty alleviation 
programmes. However, the emphasis 
throughout has been on achieving certain 
quantitative targets leading to loan defaults 
and virtual erosion of repayment ethics. The 
end result was the disturbing growth in 
overdues which not only hampered the 
recycling of scarce re.sources of banks but 
also affected the profitability and viability 
of the financial institutions. 

Out of the 369 district central co-operative 
banks, only 171 were operating in profit as 
onMarch3l, 1994. The overdues at Rs 3,874 
crorc constituted 33 per cent of the demand. 
As regards primary agricultural credit 
societies (PACS), out of 90,783 units, only 
52,211 (58 per cent) had been identified as 
being viable as on March 31,1994. Overdues 
of PACS at Rs 3,875 crorc constituted 38 
per cent of their outstanding loans. The 
picture as regards the regional rural banks 
(RRBs) was no better. During 1994-95, 32 
RRBs had made profit while 164 RRBs 
showed a loss aggregating Rs 423.21 crore. 
The annua] loss increased from Rs 94.05 
crore in 1991 lo Rs 425.65 crore in 1994- 
95 while the accumulated los.ses of RRBs 
aggregated Rs 1,686.61 crore as on March 
31, 1995 (C Rangarajan First Ravi Mathai 
Memorial Lecture 1996). Similar data for 
rural business of commercial banks is not 
available. 

The characteristics in terms of intetiial 
practices and attitudes among rural financial 
institutions indicate that they are not suited, 
structurally, for the delivery of the financial 


New Book From 



PUBLISHERS OF THE 
HUMANITIES, NATURAL 
& SOCIAL SCIENCES 


INDIA DISTORTED 

A Study of British Historians on India 
By 

S C Mittal 

Vol 2,1996,154-359p, append, bib, gloss, index; 22x14 cm 
ISBN 81-7533-018-X Rs. 300.00 

Examines the various observations made by the British historians and the 
manner in which the facts got distorted. 

Send your orders and write for complete catalogue to: 

M D PUBLICATIONS PVT LTD •>PUBLISHERS 

❖DISTRIBUTORS 

Tel; 3268645,3273347, 3271378, 3285830 «**F YPORTFRS 

Fax: 011-3275542, 011-6476450, Cable; INDOLOGY * AT 


A. ton 


Prnnomic and Political Weeklv Setstember 28. 1996 




services to the rural poor [Mahajan et al 
1995], Few products suit rural people's 
special needs on the dimension of urgency, 
informality, seasonality, illiteracy and 
diversity in livelihood. Noconsumptionloans 
are given while lending is security-based 
with the insistence on collaterals. Largely, 
one time loans are given with the poor seen 
as a social obligation and intrinsically 
unworthy of credit. 

The financial sector reform that is currently 
under way encompasses the institutional rural 
credit delivery sy.stem. As part of the 
mea.sures recapitalisation is being undertaken 
alongwith other measures such as 
development action plans, coupled with 
memoranda of understanding for the purpose 
of chalking out action-oriented strategics for 
revitalising the institutions. 

However, little attention has been paid to 
the rigid frameworks that have permeated 
the rural financial institutions. This is 
evidenced from the perspectives of rural 
poor with regard to credit. One point, a 
central one at that, of importance in the 
reforms process in respect of rural Financial 
institutions is that unless the rural poor arc 
responded to properly the rural financial 
institutions will not be able to trigger required 
impulses and maintain themselves as vibrant 
and healthy institutions. Time has come to 
recognise limits of credit as against credit 
limit.s [Dandckar i995|. Based on the 
experiences outlined above what is required 
IS retooling of the rural financial institutions 
rather than tinkering at the periphery in the 
name of reforms. 

In addition to the above the Indian rural 
credit system ischaractcri.scd by certain rigid 
frameworks which arc inhibiting perfor¬ 
mance compared to that of informal sector 
The elements that characterise the framework 
and simultaneously inhibit the performance 
arc: unit costs, repayment periods, grace 
period and/moratonum penod, looking at 
the activity, and confining one-self to the 
income generation and unit cost from the 
point of view of activity alone. 

If one has to learn the ies.sons from the 
practices being followed in the credit 
management groups or informal lenders what 
kind of procedural changes can be made so 
as to bring in the elements of Gramcen Bank 
as already discussed coupled with the 
effectiveness of the informal sector? It 
appears that.the present activity-based 
financial relationships need to be given a go¬ 
by so as to overcome the structural rigidities 
in approach to rural finance. In the informal 
sector the lenders always look to the 
individual and take a holistic view of the 
cash flows that are being generated by the 
invidual. In this context, it is useful to recall 
what was already discussed here with regard 
to changes in the learning pattern of the 
Worid Bank from that of specific project 


activity to that of structural adjustments 
lending. It is also useful to recall the present 
rethinking that is occurring in respect of the 
project cycle approach from the traditional 
phases of identification, formulation, 
appraisal implementation, monitoring and 
evaluation, to give importance to the 
‘process’ by focusing on (a) listening, (b) 
piloting, (c) demonstrating and (d) 
mainstreaming. 

Under this process the core focus is on 
developing and enduring relationship 
between the lender and the borrower on a 
long-term basis rather than seeking it as a 
one shot lending approach, in the light of 
the above the rural bankers should now 
realign approach to rural financing 
whcrcunder the rural family or the niral 
household is taken as a unit for the purpose 
of holistic analysts of its micro-economy. 

A rural household or a rural individual 
will be the focus for delivering financial 
services. Financial services would encompass 
different requirements as .seen from the 
household perspective m terms of investment 
credit, production credit, consumption 
smoothenifig, human capital formation, 
insurance and last but nut the lea.st appropriate 
savings products. 

The informational asymmetry between the 
financial institution and the rural household 
can be overcome by developing long-term 
and enduring relationships. For the purpose 
the present mcthtxiulogy of doing banking 
from the branch premises need to be 
reoriented. The branch manager assisted by 
his staff shall haveto visit each of the villages 
under his service area regularly and deliver 
financial services at the village itself. The 
visits may be such that each of the villages 
are visited at least once in 10 days during 
which time he must mobilise both savings 
as well as disburse credit. 

In the initial stages, say first six months 
or one ycarthe branch manager shall identify 
about 100-200 families in a village and 
develop documentation on each of the 
families with regard to the family economics, 
the assets and liabilities position including 
debts owed to informal sector. This is to be 
done simultaneously along with mobilising 
savings from the rural households. 

After the bond is established between the 
branch manager and the family, credit 
requirements on an overall basis can be 
ascertained and revolving credit facilities 
can be granted keeping in view the quantum 
of requirements. While granting revolving 
credit facilities the distinction between 
prorluction credit and investment credit shall 
be dispensed with. The activities that the 
borrower proposes to take up shall be as.sessed 
by the borrower or the rural household itself 
and amounts of loans arrived at taking into 
account consumption smoothening, human 
capital formation, etc. No unit cost for 


investment credit or .scale of finance in respect 
of production credit shall be applicable. The 
repayment schedule shall he drawn up with 
weekly instalments and each of the 
instalments shall be collected during the 
visits by the branch manager to the village. 

The family credit plan under 
implementation under IRDP needs to he 
di.stinguishcd from the approach suggested 
above. The emphasis under the family credit 
plan continues to be ‘lending’ for two oi 
more activities expectedly bringing the 
family above poverty line without Umking 
into the compulsions of a rural household’s 
economy. The approach in other words would 
be in consonance with the clientele 
requirements with the luial liouscholdsbeing 
the central focus. 

With a view to operationalising the rural 
household approach to financial services a 
beginning can be made by selecting 4-.S 
districts in India involving the rural and 
semi-urhan brunches of commercial hanks, 
the branches of RRBs as well as the ground 
level units of the co-opcralivc banking 
system. For the last .SO years wc have been 
ill the first phase of the new project cycle, 
vi/., listening. Having d<inc that, it is rather 
overdue fur getting into the second phase 
of the new project cycle, vi/.. piloting It 
would be appropriate that at the earliest, 
action is initiated by the government and 
other connected atlois and pilot stage is 
launched without any further delay. 

Towards a (’onci.iision 

In the context of the piobicms being laced 
by the rural financial institutions, both 
endogenous and exogenous, and with a view 
toimproving the delivery ol financial services 
to the rural ptxir, several measures aic being 
taken fur improving the system. In addition 
to financial sector reforms at the operational 
level linkages with informal sector in the 
form of scl f-help groups has been established. 
The developing of linkages with .self-help 
groups which started on a pilot basis 
sometime ago has now been extended all 
over India (RBI 96| in terms of the 
recommendations of the working group set 
up to examine the issues on the subject, 'flic 
mandate to extend the linkage project ha.s 
ho"'ever, been .seen from the point ol view 
of including the lendings to self-help groups 
under 'priority sector’ and building up a 
database on the lendings through a format. 
Unfortunately, one of the indicators that is 
mi ssing in the foi mat relates to data regarding 
savings mobilisation which is the basis for 
linking with self-help groups Several 
proposals have been made cLsewhcrc fot 
expanding the linking process in terms of 
improving the re.source ba.se of self-help 
groups, operational ‘takeovers’ and making 
the sel f-help groups agents of formal bank ing 
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system (Kaladhar 1995]. Coterminous with 
such efforts there is a need for change from 
within in respect of rural tlnancial institu¬ 
tions and the changes if not in terms of 
attitudes, have to come by taking the rural 
household as the central point for delivery 
of Hnancial services. By moving away from 
activity-based lending approach to rural 
household-based continuous financial 
relationship foundation the .strengthening of 
rural financial institutions is expected to 
happen on a more qualitative footing. 

References 

Adams, D W. D H Graham and J D Von Pischke 
(eds) (1984): Undermining Rural 
Development with Cheap Credit, Westview 
Press, Boulder Co. 

Adams, D W and D A Fitchett (eds) (1992): 
Informal Firuuice m Dm-lmome, Westview 
Press, Boulder Co 

Bourn, WarrenC( 1978)- ‘Project Cycle’, Finance 
and Development, December. 

Binswanger, Meintire and Udry (1989): 
'Production Relations in African Agricultute' 
in P Bordlian (cd). The Economic Theory 
Agrarian Instttulions. Clarendon Press, 
Oxford. 

Chaves, Rodrigo A, Claudio Gonr^tlez-Vega 
(1996): 'The Design of Successful Rural 
Financial Intermediaries: Evidence from 
Indonesia'. World Development. Vol 24. No I. 
pp 65-78. 

Clements, Paul (199.5): ‘A Poverty Oriented Cost 
Benefit Approach to the Analysis of 
Development Projects’, World Bonk. Vol 25. 
No 4, pp .577-92. 

Gupta, Anil and Manu Shroff (1990)' Rural 
Banking l,eaming to Unlearn: An Actum 
Reseurth Enquiry, Oxford and IBH 
Publishing. New Delhi 

Jain, Pankaj S (1996): ‘Managing Credit For the 
Rural Poor' Lessons from the Grameen 
Bank'. World Development, Vol 24. No I, 
pp 79-89 

Kaladhar. K (1995)' ‘Self Help Groups - The 
Next Stage' CAB Calling Vol 18. Nos 3 
and 4, July- December. 

Little and Mirrlees (1991) ‘Project Appraisal and 
Planning Twenty Years on’ Proceedings of 
the World Bank Annual Conference on 
Development Economics, World Bank. 
Washington. DC 

Mahajan, Vijay and Ramola Bharati Gupta 
(1995):‘Financial Services for the Rural 
Poor and Women in India Access and 
Sustainability, A.tia Pacifit Rural Finance, 
July-Sepiember. 

MYRADA (1992): The Myrudu txpenence- 
Allernate Management Systems jor Savings 
and Credit of the Rural Poor, June. 
Picciotto, Robert and Rachel Weaving (1994): 
‘A New Project Cycle for the World Bank’, 
Finance and Development, December 
Pischke. J D, Von and Adams, W Dale (1980). 
‘Fungibility and the Design and Evaluation 
of Agricultural (?rcdtt Projects’, American 
Journal of Agricultural Ei onomic.s, Vol 62, 
No 4 (November) pp 719-26 
Ptadhan, Sanjay and Sec- .an Peruma Pillai-Essex 


(1993); ‘India: Public Expenditure Review 
Sector' Report IIL Agriculture' World Bank, 
South Asia Region Washington, DC. 

RBI (1996); Circular issued by Rural Planning 
and Credit Department, RBI, RPCD, 
NoPLBC 120/04.09.22/95-96 dated 
April 2,19% - Linking of Self-Help Groups 
with Banks - Working Group on NGOs 
and Self-Help Groups - Recommendations - 
follow-up. 

Rajasekhor, D and Vinod Vyasulu (1991); ‘The 
Rural Credit Delivery System. A Study in 
Pali District of Rajasthan in Rural Credit - 
Issues for the Ninetie.s’, Oxford and IBH 
Publishing Co. 

Sen, Amartya( 1993); ‘Capability and Well Being’ 
in M C Nussboum and Sen (eds). The Quality 
of U/e, Oxford Clarendon Press. 

Shantayanan, Devarajan and Squirelyn, 
Sethapui Suthiwart-Narurepet (1995); 
‘Reviving Project Appraisal at the World 
Bank', Policy Research Working Paper 1496 
World Bank. 


Stiglitz, J E and A Weiss (1990); ‘Credit 
Rationing in Markets with Imperfect 
Information’, American Economic Review, 
Vol 3, pp 351-66. 

Yaron, Jacob (1992): ‘Successful Rural 
Financial Institutions’ World Bank Discus¬ 
sion paper No 150, Worid Bank, Washington, 
DC. 

Zeller, Manfred (1995)' ‘Determinants of 
Credit Rationing: A Study of Informal 
Lenders and Formal Credit Groups in 
Madagascar', World Development, Vol 22, 
No 12, December. 

Zeller, Manfred, (1995): ‘The Demand for 
Financing Services by Rural Households - 
Conceptual Framework and Empirical 
Findings', Quarterly Journal of International 
Agriculture. Vol 34, No 2. April-June. 

Zeller. Manfred. J Von Braun, K Johm, D Puetz 
(1994): ‘Sources and Terms of Credit for 
the Rural Poor in the Gambia’, African 
Review of Money, Finance and Banking, 
January. 


CENTRE FOR STUDIES IN SOCIAL SCIENCES, 

CALCUTTA 

CULTURAL STUDIES WORKSHOP 

The Centre for Studies in Social Sciences. Calcutta, will hold its 
annual All India Cultural Studies Workshop on 1-5 February 1997 
in Gwalior. The theme for this year’s workshop is “Culture and 
Democracy” in which the focus will be on contestations over identity, 
autonomy and equality in the fields of cultural production in India. 
The workshop is intended to give young researchers the opportunity 
of intensive discussion of their work with senior scholars. The faculty 
will include distinguished scholars from India and abroad. The CSSSC 
will bear the expenses of travel within India for all participants and 
will extend full hospitality to them in Gwalior. 

Post-doctoral scholars or those in advanced stages of doctoral work 
and preferably under the age of 35 who wish to join the workshop 
may apply with c.v. and a description of their current research. 
Applications are to be sent by November 30,1996 to the Registrar, 
Centre for Studies in Social Sciences, Calcutta, 10 Lake Terrace, 
Calcutta 700029. 


A-122 


XtteusuUU. 




Rural Credit in VIP Districts 

A Study in Uttar Pradesh 


Veerashekharappa 


Several studies have found that credit institutions (and therefore institutional credit} are unequally distributed across 
region and accessibility to timely credit depends often on political intervention. This study attempts to examine the 
influence of political intervention on the expansion and delivery of institutional credit in two districts of Uttar Pradesh, 
Raebareli and Sultanpur, represented in parliament by two former prime ministers. 


THE major objective of nationalisation of 
banks was to bring them under the control 
of government and ensure lending to fulHI 
social objectives. After nationalisation banks 
introduced innovative schemes in their 
operation and functioning, such as widening 
the bank network in rural area.s. through 
branch expansion in the rural and semi- 
iirban areas; establishment of specialised 
branches for farm lending; Lead Bank 
Scheme and District Credit Plans (LBS and 
DCP in 1969); Differential Rate of Interest 
(DRI 1972) scheme; Village Adoption 
Scheme (VAS 1974) and Service Area 
Approach (SAA 1989). Further, RRBs were 
established to take institutional credit to 
unbanked regions of rural areas. Later the 
NABARD was established to take up the 
role of a leader in the entire rural credit 
system in the country. Thus, the banking 
sector emerged as an important agency in 
extending rural development through credit.' 

Credit institutions, (and institutional 
credit too), are unequally di.stnbutcd across 
regions [Rao 1988], accessibility and timely 
credit depends on political intervention,’ 
particularly for schematic loans.' In fact the 
banking system has become a tool in the 
hands of the ruling party to canvass for votes 
(Rajasekhar .and Vyasulu 1990]. 

Against this background, an attempt is 
made in this study to examine the impact 
of political power on the expansion and 
delivery of institutional credit. This exercise 
has been carried out in two districts of Uttar 
Pradesh (UP), viz, Raebareli and Sultanpur. 
The prime minister represented these districts 
for several years. TTie late Indira Gandhi 
represented Raebareli. and Rajiv Gandhi 
represented Sultanpur district (Ameihi 
Constituency). They represented the best of 
what the system can do. Thus, these two 
districts are ^ appropriate choice to examine 
the expansion of institutional credit, viz, 
expansion of branches, efficiency in credit 
delivery, etc. For this the data is culled out 
from secondary and primary sources.' The 
methodology used in sample selection for 
collection of primary data was presented in 
the appendix. 

This paper is presented in three sections, 
the first section discusses the economic 
background of the selected districts, the 


second section documents the development 
of banking sector, the third section examines 
the credit delivery system from the 
borrowers’ point of view, the fourth and 
final section .sums up the issues on the basis 
of observation made in the above sections. 

1 

Physical Features of Selected Districts 

Sultanpur* and Raebareli districts are 
located in Faizabad and Lucknow division 
respectively, and adjoin each other. The 
geographical area and population of the 
Sultanpur district is 4436 sq km and 2S.6 
lakhs respectively and Raebareli district, 
4609 sq km and 23.2 lakhs respectively. 

Though these districts are endowed with 
physical and humanpower resources, the 
levels of productivity and overall production 
in the districts have been lower than the state 
average and much lower than the national 
one. For instance, the workforce in both the 
districts constitutes 36 per cent of the 
population with a small variation and most 
are engaged in agriculture. Within agriculture 
the share of cultivators is large and of 
agricultural labourers small. However, more 


than 80 per cent of total working population 
is engaged in agriculture and allied activities. 
The sexwise di.stnbution of workers shows 


Table 2' Disiriboiiun ui Bank Bkanchls 
A i' Ai l-Inoia and up. in 1992. 

(Prr cent) 


Group 

All India 

Uttar Pradesh 

Rural 

57 

66 

Scmi-Uihan 

21) 

14 

Urban-Metro 

23 

20 

Total 

100 

100 


Source' RBI. Report of Currency and Finance 
tV9J 94 


Table 3' Compound Oiuiwni Rate in Braniti 
Expansion, Deposiis and Advances 
DiiKiNO 1974-94 


District 

Office 

DcpcLsils 

Advances 

Allahabad 

II 

14 

14 

Azanigarh 

6 

6 

8 

Barabanki 

5 

Ui 

18 

Faizabad 

7 

8 

9 

Pratapgarh 

7 

14 

25 

Raebareli 

9 

20 

27 

Sultanpur 

H 

23 

30 

Unnao 

8 

12 

14 

Uttar Pradesh 

8 

4 

.3 


.Source NABARD. Uunkmx Statixtu .v 


TaBI E 1 DiSIRICT PROril£ OF SOLIANPUR AND RaKBARETI AND UP 



Sultanpur 

Raebareli 

UP 

Geographical Area in Sq Kin 

4436 

4609 

294411 

Population (’000) 

2.S61 

2320 

138760 

Rural Population (per cent) 

94..32 

89 7 

80 1 

Per cent of worker to population 

.36.1 

.36.3 

.37 .3 

Cultivators (per cent) 

63..< 

67 38 

S8 52 

Agricultural Labourers (‘(>00) 

22 99 

17,45 

IS by 

Household Industry (’000) 

2 78 

1 98 

25.5 

Other Workers 

10 73 

13 19 


Geographical Area (0(X) ha) 

440 

458 

19819 

Net Area Sown ((X)0 ha) 

393 

271 

17244 

Fallow Land (OCX) ha) 

53 

57 

1932 

Other Uncultivated Area (000 ha) 

18 

25 

ms 

Area under Multiple Cropping (000 ha) 

143 

136 

8046 

No of Land Holding (000)' 

456 

380 

mil 

Per cent of holdings held by SF/MF 

93 

77.6 

86.8 

Land-Man Ratiu (land per person) 

0.26 

0.22 

0.23 

Net Irrigated Area (hectares) 

160681 

181339 

10331900 

Per cent to Net Sown Area 

40 8 

668 

59.9 


Sources: I National Bank for Agriculture And Rural ITevelopmenl Potential Linked Plan Raebareli. 


1990-91 to 1994 95. Ullar Pradesh. Lucknow. 1991. 

2 National Bank for Agriculture and Rural Devclopment^»renft<if Linked Plan Sultanpur, 
1990-91 to 1994-95, Uttar Pradesh, Lucknow, 1991. 
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that about SO per cent of males and less than 
10 per cent of females are in the workforce 
in the districts (N AB ARD, ‘Potential Linked 
Plan Sultanpur 1990-91 - 1994-95’, 

1 ,ucknuw. Utter Pradesh). This indicates that 
presently the opportunities to the women for 
organised full time and useful employment 
arc very low. 

The average annual rainfall in these 
districts is between 900 mm to 1000 mm 
with small variation across districts (This is 
based on 30 years data.) A majority of 
cultivators in both the districts arc marginal 
and small farmers. A comparison of 
agricultural censuses data between 1977 and 
1981 indicate that the percentage of holdings 
above 1 ha declined, while that ofbelow 1 ha 
increased substantially. 

Though adjoining, these districts differ in 
proportion of cropped area and irrigated area 
to total area and in the consumption of 
fertilisers. Raebareli district has a higher 
proportion of cropped and irrigated area 
then the Sultanpur district (Table 1). The 
consumption of fertiliser in thc.se two di.stricts 
is less than that of the state average. On an 
average, the consumption of N+P+k per 
hectare of net sown area was 98.6 kg in 
Sultanpur, while it was only 63.8 kg in 
Raebareli. Consequently, the yields of the 
important crops were lower in these districts 
as compared to the state as a whole. 

There is variation in irrigation and sown 
area across districts but the crops grown are 
the same in both, viz, wheat, jowar, tur and 
pulses, which account for more than SO per 
cent of gross cropped area. 

II 

Banking Infrastructure in 
Selected Districts 

The district as well as the state is served 
by a fairly good network of banking 
institutions. In fact, the banking network 
expanded during post-nationalisation period. 
The reason attributed are both push and pull 
factors. The pull factors are the large number 
of development activities taking place in the 
district and state,’ which are complementary 
to each other and contribute to the opening 
of bank branches. The push factor is the 
policy decision of the state according to 
which formal credit is made accessible to 
all the regions and needy persons. This, 
policy decision corroborated by the political 
pressure has forced the opening of branches 
in the remote and unbanked areas. Thus the 
pull factor IS influenced by the economic 
advance of the region whereas the push 
factor is influenced by .state intervention^ 
and these two factors contribute to the 
expansion of bank branches. In these selected 
districts, between 1969 to 1994 the number 
of branches increased at annual rate of 9.3 
per cent (Sultanpur) and 71.2 per cent 


(Raebareli). The all India level is 746 per 
cent, in UP it was 1165 per cent,^ and this 
has reduced the population per branch.' And 
the number of branches located in rural areas 
is 66 per cent in UP whereas at the all India 
level it is 57 per cent (Table 2). 

The compound growth rales between 1974 
and 1994 brings out that the districts had 
better growth rates than the state average. 
According to Table 3, bank branches grew 
at an annual rate of 9.3 per cent and 11.2 
per cent in Sultanpur and Raebareli 
rc.spectively and similar order is noticed in 
growth of deposits and advances. (In 1980s 


the political intervention was noticed it 
expansion of branches and in advances.) Bu 
Allahabad district has bettered these district 
but due to a higher base the compouni 
growth rates are shown as being low. 

Table 4, shows the share of RRB 
(branches, deposits and advances) in thi 
total bank network. Sultanpur district has i 
better network than Rad^areli. The reason: 
attributed are the change in politica 
leadership in the district, the number o 
developmental and popular schemes takei 
up simultaneously in the district. As a par 
of it the expansion of RRB’s branch nctworl 


TABLt 4: Distribution of Ofhces. Deposits and Advances across Type of Banks 


Districts 


Offices 


Deoosits 


Advances 



CBS 

RRBs 

CBS RRBs 

CBS 

RRBs 

Allahabad 


78 

22 

78 

22 


68 

32 

Azamgarti 


68 

32 

75 

25 


76 

24 

Barabanki 


57 

43 

81 

19 


78 

22 

Paizabad 


61 

39 

64 

36 


65 

35 

PfBlaggarh 


68 

32 

68 

32 


75 

25 

Raebareli 


42 

58 

75 

25 


78 

22 

Sultanpur 


3 ! 

68 

72 

28 


70 

30 

Unnao 


55 

45 

78 

22 


58 

42 

Uttar Pradesh 

64 

36 

72 

28 


90 

10 

Source: NABARD, BanhnK Statistics, Bombay. 





Table 5: Outstandino Amount Occupationwise in Growth Rates. 1974-1994 




Agri 

Industry 

Trade Personal 

All 

Total 

Disuict 


Allied 



Loan 1 

Others 


Allahabad 


12 

22 

28 

15 


18 

19 

Azamgarh 


22 

21 

8 

17 


15 

15 

Barabanki 


15 

18 

17 

18 


21 

16 

Paizabad 


18 

15 

14 

17 


22 

16 

Pratapgarh 


14 

16 

14 

13 


18 

15 

Raebareli 


22 

19 

21 

33 


15 

20 

Sultanpur 


27 

36 

34 

39 


3.3 

30 

Unnao 


12 

14 

15 

18 


9 

11 

Uttar Pradesh 

17 

36 

21 

27 


18 

17 

Source: NABARD. Banking Statistics. 







Table 6: Total Deposits in .Selected Bank Branchf.s of VIP DcsTRirrs 









(Amount in Rs ‘000 



Sultanpur 



Raebareli 


Year 

Time 

Savings 

Current 

Total 

Time 

Savings 

Cunent 

Total 


(Per Cent) (Per Cent) (Per Cint) 

Amount 

(Per Cent) (Per Cent) (Per Cint) 

Amount 

Commercial Banks 








1984-85 

51.94 

44.32 

3.74 

92511 

45.02 

40.20 

14.79 

1088.55 

1985-86 

51.84 

44.44 

3.72 

114388 

43.53 

4?.27 

14.20 

158929 

1986-87 

55.02 

42.05 

2.93 

140267 

49.13 

39.63 

11.24 

187124 

1987-88 

54.83 

43.49 

1.68 

1695II 

53.00 

34.59 

12.41 

203684 

1988-89 

55.60 

42.02 

2.37 

198805 

52.51 

36.78 

10.71 

239786 

Regional Rural vanks 








1984-85 

50.31 

48.43 

1.25 

8849 

43 39 

52..59 

4.02 

19281 

1985-86 

53.43 

46.13 

0.44 

11673 

45.58 

51 11 

3.32 

2.5428 

1986-87 

56.04 

43.65 

0.31 

15627 

46.88 

50.96 

2 16 

30180 

1987-88 

56.19 

43.38 

0.43 

19061 

47.13 

50.14 

2.73 

36639 

1988-89 

Total 

56.06 

43.08 

0.86 

23493 

45.61 

51.16 

3.23 

43162 

1984-85 

51.80 

44.68 

3.52 

101.360 

44.77 

42.06 

13.17 

128136 

1985 86 

51.99 

44.60 

3.42 

126061 

43.81 

43.49 

12.70 

184357 

1986-87 

.55.12 

42.21 

2.67 

155894 

48.82 

41.20 

9.98 

217304 

1987-88 

54.97 

43.48 

1.55 

188572 

52.11 

36.96 

10.93 

240323 

1988-89 

55.65 

42.13 

2.21 

222298 

51.45 

38.98 

9.57 

282948 



took place in a large way. TTius, area-wise 
Sultanpur district is small but the density of 
bank branches per sq km is high, in fact 
political pressure forced the RRB to open 
more branches in unbanked areas including 
remote areas, where commercial banks are 
reluctant to open their branches. (This 
observation was made during the field work, 
while discussing with chairman of RBI. The 
number of branches opened during pre¬ 
election period is high compared to other 
periods.) In fact, state force is nothing but 
a proxy for political power in the district.'’ 
The banking infrastructure in these districts 
also shows that the number of regional rural 
banks is large. Raebareli commercial bank 
branches are 47, RRBs branches are 74 and 
co-operatives 27 and land development bank 
branches seven. In Sultanpur district, 
commercial bank branches are 36, RRBs 93, 
district co-operative banks 25 and land 
development banks 25 ('Potential Linked 
Plan Raebareli’, NAB ARD, Lucknow, Uttar 
Pradesh). The expansion of commercial 
banks in general and RRBs in particular took 
place during the second half of the l9K0s."' 

Having noticed the quantum of credit in 
earlier paragraphs, we now discuss the 
purpose of advances. The purpose-wise 
amount outstanding is presented across 
distncts and state in Table 5. The figures 
show that dunng 1974 the outstanding 
amount concentrated again.st the industrial 
activity, by 1994 though the proportion 
reduced, the same activity still holds a large 
share of the amount, the decline being 
attributed to the large amount diverted for 
schematic lending. The compound growth 
rates show that Sultanpurdistrict has a higher 
growth rate than the other districts. This 
indicates that Sultanpur district got special 
consideration in the expansion of branch 
network as well as in making advances for 
different purpo.ses. During the 1970s credit 
is concentrated for industry, but after Rajiv 
Gandhi’s entrance in the district the credit 
structure changed along with the credit 
flow to industry. Popular schemes also began 
to benefit in a large way. 

Dekjsits Growth in SELEcreo 
Bank Branches 

The growth of deposits in the selected 
banks in Sultanpur has been impressive. The 
amount oftotal deposits grew from Rs 1013.6 
lakh in 1984-85 to Rs 2222.98 lakh in 1988- 
89 at an annual compound growth rate of 
22 percent. Such a rapid growth was mainly 
due to an increase of amount kept as time 
deposits which grew,at around 24 per cent 
per annum (Table 6). The growth of deposits 
in Raebareli was rapid, between 1984-85 
and 1988-89, the amounts of deposits 
increased from Rs 1281.36 to Rs 2829.48 
lakh at an annual compound growth rate of 
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Table 7: Sbctobwise Lenoinc bv .Sample Banks in VIP Districts 

(Anvwnr in R> ’000) 




Sultanpur 



Raebareli 


Bank/Yeats 

Priority 
(Per Cent) 

Non-Priority 
(Per Cent) 

Total 

Amount 

Prionty 
(Per Cent) 

Non-Prionly 
(Per Cent) 

Total 

Amount 

Commercial Banks 
1984-85 77.51 

22.49 

8905 

68.31 

31 69 

57320 

1985-86 

67.93 

32 07 

8404 

67 10 

32 90 

76045 

1986-87 

60.62 

39.38 

5845 

71 79 

28.21 

81534 

1987-88 

78.68 

21..32 

6825 

74 23 

25.77 

90861 

1988-89 

80.45 

I9..5S 

6398 

70.81 

29 19 

110238 

Rcgtonal Rural Banks 
1984-85 94.75 

5.25 

1795 

70.07 

29.93 

17081 

1985-86 

95.08 

4.92 

2218 

66 62 

33.38 

23026 

1986-87 

95.72 

4.28 

2405 

66 77 

13.23 

26717 

1987-88 

95 39 

4.61 

3351 

68.53 

31 47 

29748 

1988-89 

92.46 

7.54 

3653 

67.01 

32 99 

32325 

Land Dcvclopmenl Banks 

1984-8.5 loom o.m 

8825 

tmm 

O.tXI 

4540 

1985-86 

100.00 

O.m 

II196 

94.58 

5.42 

7071 

1986-87 

im.m 

O.m 

10634 

loom 

O.m 

5936 

1987-88 

im.m 

0.00 

13805 

95 25 

4 75 

7533 

1988-89 

im.(x) 

O.m 

17756 

96 29 

3 71 

15922 

Primary Co-operative Banks 

1984-85 im.m o.m 

1772 

im.m 

0.(X) 

1,545 

1985-86 

imm 

o.m 

1647 

imtx) 

om 

1453 

1986-87 

im.oo 

0.00 

1959 

tmm 

o.m 

1603 

1987-88 

moo 

o.m 

2819 

im.(X) 

O.tXJ 

22m 

1988-89 

im.m 

o.m 

2472 

KX) m 

0 m 

1544 

Total 

1984-85 

90 

to 

21297 

71 08 

28 92 

80486 

1985-86 

88 

12 

23465 

69.24 

30 76 

107595 

1986-87 

88 

12 

20844 

72.47 

27.53 

11.5790 

1987-88 

94 

6 

268m 

74.58 

25 42 

130,142 

1988-89 

95 

5 

30278 

72 86 

27.14 

I6(X)29 


Table 8; Recoylky Performance of SEiEirtTi) Bank Branches 


Sultanpur __Raeb areli 


Year/Bank 

Total 

Demand 

Recovery 

Percent 

Recovery 

Total 

Demand 

Recovery 

Per Cent 
Recovery 

Commercial Banks 
1984-85 10483 

4195 

40.02 

8972 

3110 

.14.66 

1985-86 

13862 

62m 

44.73 

11187 

4601 

41.13 

1986-87 

15533 

6K96 

44 40 

9661 

4472 

46 29 

1987-88 

138m 

5921 

42 91 

10730 

4617 

43.03 

1988-89 

17764 

7232 

40 71 

10124 

4830 

47.71 

Regtoiial Rural Banks 
1984-85 453 

85 

18,76 

2124 61 

671 4 

31.60 

1985-86 

473 

122 

25.79 

2465.4 

7.58.1 

30.75 

1986-87 

514 

142 

27.63 

2936.61 

1019 

34.70 

1987-88 

577 

196 

33 97 

3988 4 

15.17.4 

38 55 

1988-89 

741 

399 

53.85 

4635 7 

20.11 9 

43 83 

Land Development Banks 
1984-85 18532 

11432 

61 69 

9949 

7138 

71.75 

1985-86 

19728 

I46IS 

74 08 

12833 

9650 

75,20 

1986-87 

21705 

14802 

68.20 

17296 

11066 

63.98 

1987-88 

21543 

14890 

69.11 

16620 

10397 

62.56 

1988-89 

21229 

14652 

69 02 

2.3315 

16137 

69.21 

Primary Agricultural Co-operative Banks 

1984-85 3623 1530 42 23 

35.30 

1930 

54.67 

1985-86 

3368 

1511 

44 86 

3562 

1887 

52 98 

1986-87 

3709 

1534 

41.36 

3917 

3051 

77 89 

1987-88 

4087 

1737 

42 50 

4911 

2687 

54.71 

1988-89 

4384 

1922 

43 84 

5217 

2.560 

49.07 

All Banks 
1984-85 

33091 

17242 

.52 to 

245 ?6 

12850 

52.29 

1985-86 

37431 

22448 

59 97 

3m47 

16896 

56 23 

1986-87 

4146i 

23374 

56.38 

33810 

IK608 

55.04 

1987-88 

40m7 

22744 

.56.85 

36250 

19239 

53.07 

1988-89 

44118 

24205 

.54.86 

43291 

25559 

59 04 
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22 per cent. In this district also, the amount 
kept as time deposits accounted for much 
of the growth. As in Sultanpur, the amount 
of deposits in RRBs also increased at a faster 
rate. 

The growth of disbursements in district 
is 19 per cent per annum during the period 
1985-86 to 1987-88 (Table 7). On the other 
hand, the growth of outstanding advances 
in the selected branches is comparatively 
less. The total amount of outstanding 
advances in Sultanpur increased from 
Rs 213.68 to Rs 302.78 lakh during the 
period 1984-85 to 1988-89. The amount of 
outstanding advances increa.scd at annual 
growth rates of 9 and 18 percent in Sultanpur 
and Raebareli respectively. In both the 
districts, the bulk of the lending is going to 
the priority sector. 

There is no consistent pattern in the 
recovery of loans by the selected banks in 
the selected districts. Table 8 reveals that the 
percentage recovery of total demand in 
Sultanpur increa.sed (with fluctuations) from 
52.29 per cent in 1984-85 to 59.04 per cent 
in 1988-89. We should term such an increase 
in recovery as impressive because the total 
demand itself doubled during this period. 
Moreover, the adver.se political environment 
did not seem to have much of an impact on 
the recoveries. This is a positive aspect. Yet 
another aspect is that the percentage recovery 
of overdue demand has been increasing 
steadily, barring the year 1987-88. In contrast, 
the percentage recovery of current demand 
had marginally declined. At the macro level, 
the percentage recoverv of loans incrca.sed 
between 1985-86 and 1987-88, though the 
percentage recovery of loans across vanous 
types of banks fluctuated. 

Regarding the performance of individual 
banks, there is no consistent pattern. The 
recovery performance of commercial banks 
and RRBs is similar to that of all the selected 
banks in the district. To put it differently, 
the percentage recovery of commercial banks 
and RRBs had improved significantly. The 
percentage recovery of both overdue and 
current demand in these banks increased and 
it is gladdening to note that the percentage 
increase in the former is relatively high. 
However, the percentage recovery of total 
demand in l.DBs and PACs had marginally 
declined during this period. Neverthele.ss, 
the percentage recovery of demand in these 
banks (especially in PLDBs) is much higher 
as compared to commercial banks and RRBs. 
A sudden decline in the percentage recovery 
of total demand in PACs in 1988-89 is 
probably due to the adverse political 
environment (Table 8); this was the loan 
waived era. 

In Raebareli, the recovery percentage was 
fluctuating during this period. Hie recovery 
of total demand in all the selected banks 
increased by nearly 8 percentage points 
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between 1984-85 and 1985-86. However, 
the recovery percentage has been steadily 
declining since then. This decline was mainly 
due to a lower recovery of overdue demand 
(Table 8). 

There is no consistent pattern in recovery 
of loans by various banks. The recovery 
percentage of total demand in RRBs has 
consistently increased mainly because of 
better recovery of overdue demand. The 
overall trend in percentage recovery of 
current demand is one of declining. In other 
banks, the percentage recovery of total 
demand marginally increased (with 
fluctuations) during the period 1984-85 to 
1988-89. LDBs account for bulk of the total 
demand in the selected banks and a better 
recovery of loans in these banks resulted in 
better percentage recovery of loans in ail the 
select^ banks (Table. 8). 

Table 9 reveals that the overdue increased 
in both the districts. The growth is relatively 
high in Sultanpur. As far as agewise overdue 
is concerned, the overdue falling in the 
category of 0-3 years consistently declined 
in Sultanpur, while those falling in the 
category of more than six years marginally 
increas^. The percentage of overdue in the 
age group of three to six years rapidly 
increased. 

In Raebareli, there is no consistent pattern. 
The percentage of overdue in the category 
of 0-3 years remained almost the sameduring 
this period, while there is an overall decline 
in the overdue falling in the age group of 
three to six years. The percentage of overdue 
in the age group of above six years increased, 
albeit with fluctuations (Table 9). Thus, 
while the increase in percentage of old and 
sticky overdue is significant in Raebareli, 
it is only marginal ib the Sultanpur. 

m 

Borrowers and Credit Delivery System 

For analysis of the credit delivery system, 
we collected information from 87 borrowers 
m Sultanpur and 97 in Raebareli on their 
views on the existing credit delivery system 


(Table 10). Hiis information is analysed in 
the ensuing paragraphs. 

The sources of finance are presented in 
Table 11. In fact the sources show the 
accessibility of the borrowers to different 

Tasle 10: Bankwisb DisTMaimoN or Loans 


Sultanpur Raebareli 


Type of bank 

Number 

Per 

Cent 

Number 

Per 

Cent 

Coimnerciol 

banks 

21 

24.1 

25 

25.8 

Regional Rural 

banks 

21 

24.1 

24 

24.7 

Co-operative 

societies 

24 

27.6 

24 

24.7 

Land Development 
banks 21 

24.2 

24 

24.8 

Total 

87 

100 

97 

100 


Table 11: Sources of Finance for Cultivation 


Sultanpur Raebareli 


Source 

No 

Per Cent 

No 

Per Cent 

1) Paim savings 

18 

20.7 

12 

12.4 

2) Moneylenders 

10 

II.S 

10 

10.3 

3) Banks 

10 

11.5 

24 

24.7 

4) Co-operatives 

8 

92 

17 

17.5 

5) 2 and 3 

8 

9.2 

II 

11.3 

6) 3 and 4 

27 

31.0 

13 

13.4 

7)2 and 4 

5 

5.7 

8 

8.2 

8) All 

1 

l.l 

2 

2.1 

Total 

87 

100.0 

97 

100.0 


Table 12: Purposewise Distribution of Loans 


Sullannuf Raebareli 


Purpose 

Num¬ 

ber 

Per 

Cent 

Num¬ 

ber 

Per 

Cent 

Crop loans 

24 

27.6 

26 

26 8 

Agricultural 

allied 

21 

24.1 

7 

7.2 

Non-form petty 

activities 

8 

9.2 

4 

4.1 

Small business 10 
Land augmenting 

11.5 

37 

38.1 

activities 

12 

13.8 

21 

21.6 

Labour saving 

activities 

12 

13.8 

2 

2.2 


87 

100.0 

97 

100.0 


Table 9: Aoe Strucivre of Total Overdue in Selected Banks 

{Amtmnt in Rs '000s) 


Class 

0 - 3 Years 

3-6 Years 

6 Years and above 

All Classes 

Years 

Amount 

Per Cent 

Amount 

Percent 

Amount 

Percent 

Amount 

Percent 

Sultanpur 

1984-85 

6456 

47.4 

5880 

40.7 

1724 

11.9 

14460 

100 

198.5-86 

6401 

45.4 

6127, 

43.4 

1583 

11.2 

141II 

100 

1986-87 

6510 

35.2 

9760 

52.8 

2230 

12.1 

18500 

100 

1987-88 

6980 

32.8 

11437 

53.8 

2841 

13.4 

21258 

too 

1988-89 

6757 

30.8 

12192 

55.5 

3003 

13.7 

21952 

100 

Raebareli 

1984-85 

6429 

22.6 

18080 

63.7 

3884 

13.7 

28393 

100 

1985-86 

8347 

30.5 

^165 

55.5 

3826 

14.0 

27338 

100 

1986-87 

11508 

347 

17598 

53.1 

4034 

12.2 

33140 

100 

1987-88 

6505 

21.1 

19388 

63.0 

4883 

15.9 

30776 

100 

1988-89 

7689 

22.2 

20705 

59.8 

6252 

18.0 

34646 

100 
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credit agencies, which do not have their own 
savings. The proportion of borrowers who 
met the cultivation expenses from their own 
savings is 25 per cent in Sultanpur, while 
it is only 10 percent in Raebareli. More than 
52 per cent of the borrowers in Sultanpur 
district borrowed from the banks and co¬ 
operatives for cultivation expenses. Around 
three-fourths of total borrowers in Raebareli 
obtained loans from banks and co-operati ves 
for meeting cultivation expenses. The 
proportion of borrowers who obtained loans 
liom money lenders, banks, co-operatives 
IS relatively more in Sultanpur than in 
Raebareli. However, a majority of borrowers 
in both the districts depended either on their 
own savings or hanks and co-operatives, but 
their dependency on money lender., is 
minimal. 

The propotion of loans from credit 
agencies across districts for doftcrent 
purposes vanes. People mainly borrowed 
from institutional credit agencies loans for 
cnips followed by other agriculture and allied 
activities, for small bu.siness activities the 
number of loans in Raebareli is higher than 
in Sultanpur (Table I2>. 

To cross check the opinion of bankers on 
the credit dell very system, we have collected 
information from borrowers in both the 
selected districts. Most borrowers in both 
the districts expressed satisfaction in the 
credit delivery system. Nevertheless, 40 and 
^2 pel cent of the sample borrowers in 
Sultanpur and Raebareli, respectively, faced 
one problem or the other. 

With a rapid expansion of the branch 
network not many sample borrowers have 
problems regarding distant location and lack 
of previous experience More importantly, 
a signilicatit proportion of the borrowers in 
theSultaiipurdistrict tell that hank procedures 
are complicated. About one-tenth of the 
sample taiuseholds in the .selected districts 
felt that the attitude of the banking staff 
towards them is indifferent. However, these 
problems are less here than in other parts 
of India, where more than ,S1 per cent of 
borrowers experienced problems due to 
complicated procedures and the attitude of 
the hank staff [Institute of Social and 
Hconomic Change 1991], 

A distribution of the total loans obtained 
by the sample borrowers is presented in 
Table 14 About 70 per cent of the loans in 
Sultanpur are disbursed within 15 days. 
About 23 per cent of the loans took 15 to 
30 days to get sanctioned. Only 7 per cent 
of the loans arc delayed beyond one month 
to gel sanctioned. In contrast, the problems 
of delays in the sanctioning of loans are 
relatively widespread in Raebareli. Only 57 
per cent of the loans are disbursed within 
15 days. As many as 17 per cent of the loans 
took more than one month lime to get 
sanctioned. Thus, the problem of delays in 


the sanctioning of loans seems to be much 
more acute in Raebareli district as compared 
to Sultanpur. In other districts loan sanction 
is delayed much more to this. 

A significant proportion of the borrowers 
in Raebareli also faced the problem of 
inadequate loans. As many as 33 per cent 
of the borrowers in this district stated that 
loan amounts arc inadequate. In contrast, 
only 14 per cent of the sample households 
in Sultanpur district received inadequate loan 
amounts. This is further corroborated by 
Table 12 which provides a distribution of 
loans on the basis of percentage shortage in 
the amount received to the amount needed. 
In the case of 70 per cent of the loans in 
Sultanpur. there was no shortage. The 
percentage of loans sanctioned without any 
shortage is less in Raebareli. Ilicrc was a 
shortage of 25 to 50 per cent in the case of 
20 per cent of the loans in Raebareli. The 
corresponding proportion in the pilot district 
is only 6 per cent. Thus, a significant 
proportion of the loans in the control district 
fell well short ot amount needed. About 30 
pet cent of the loans in the Sultanpur district 
also fell short of the amount needed - hut 
the percentage of shortage is insigniticant. 

The evidence on number of visits paid 
to credit agencies and the number of days 
spent by the borrowers to get a loan is 
presented in Tables i3to 15. On an average. 


Table 1.5: Average Number of Visits and 
Average Number of Days Taken to get Loan 
Sanctioned by Type of Credit Agencies 

_ Sultanpur Raebareli 
Type of Bank ANVP ANDS ANVP ANDS 


Commercial 


banks 

2 

10 

4 

28 

Regional rural 

banks 

3 

12 

.3 

49 

PACS 


28 

2 

8 

l.and development 

banks 

3 

9 

5 

33 

Total 

3 

15 

4 

28 


Tabie 16' Avprage Numbi k of Visits and 
Average Number of Days Takfn to Gets the 
I.OAN Sanctioned by Type of Ij3an 


_S ultanpur Raebareli 

TypcofUian ANVP TTOLS ANVPTTGLS 


Crop loans 

3 

27 

3 

II 

Allied agricultural 

activities 

3 

8 

3 

30 

Non-farm petty 

aclivilies 

2 

10 

5 

54 

Small business 

2 

7 

4 

32 

Land augmrnimg 

activities 

3 

II 

6 

39 

[.abour saving 

activities 

3 

16 

4 

20 

Others 

\ 

5 

3 

23 

Total 

3 

15 

4 

28 


Tablf. 17. Pkoblfjus Faced by thf Borrowfrs 

t/n per rent) 




Sullannur 



Kaebareh 

Problems 

Yes 

No 

Total 

Yes 

No 

Total 

While obtaining the loan 
Complicated procedures 

30 9 

69.1 

100 

17 3 

82 7 

KX) 

Distant location of the bank 

II 1 

88 9 

l(X) 

4 9 

95 1 

100 

No previous experience 

4.9 

95.1 

100 

136 

86 4 

100 

Indifrereni altitude of the staff 9 9 

90.1 

KX) 

86 

91 4 

100 

After obtaining the loan 
Inadequate loan 

13.6 

86.4 

ItX) 

.33.3 

66 7 

100 

Did officials provide the linkage 28 4 

71 6 

too 

19.8 

80.2 

100 

Note: Tola! number ol loans 

-Sultanpur: 87. Raebareli- 97. 




Table 14- Time SPFjsr i-o Get a Loan SANniONED 



Size Class 


Days .Spent lo Ocl a Loan Sanctioned 


of the Operated 













Holding 

0- 15 

15- .30 

,30 - 60 

60 and above 

Total 

Sultanpur 







Below 2.5 

70 

30 

0 

0 


100 (27) 

2.5 - 5 0 

68 

16 

11 

5 


100 (19) 

5 0 - 25,0 

65 

30 

3 

3 


100 (.37) 

25 and above 

50 

25 

25 

0 


100 (4) 

All elasscs 

67 

26 

5 

2 


100 


(58) 

(23) 

(4) 

(2) 


(87) 

Raebareli 







Below 2,5 

60 

28 

5 

7 


too (40) 

2.5 - 5,0 

48 

30 

1,3 

9 


100 (23) 

5 0 - 25.0 

62 

24 

10 

4 


100 (29) 

25 and above 

40 

0 

0 

60 


100 (5) 

All cla.sses 

57 

26 

8 

9 


KX) 


(55) 

(25) 

(8) 

(9) 


(97) 


Note: Figures in brackets indicate the number of loans. 
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twrrowers in Sultanpur paid three visits and 
spent IS days to get a loan sanctioned. The 
corresponding figures are four and 28 in 
Raebareli. This variation is due to political 
power existing at that time. It has been 
evidenced that banking activities in the 
Sultanpur district have been simplified and 
consequently, borrowers would spend lesser 
time ill obtaining a loan. State intervention 
through its development agencies as 
promoters in providing loans contibuted in 
reduction visits and delay in loan sanction. 

Evidence on the number of visits and time 
taken to get a loan sanctioned according to 
type of loan is presented in Table 16. 
Surprisingly, crop loans in Sultanpur takes 
relatively more time to be granted. On the 
other hand, loans for non-farm petty activities 
such as shoe-making and so on, take as many 
as 54 days in Raebareli. Given the fact that 
these loans are generally meant for the poor, 
it ean be concluded that the poor seem to 
be spending more time in obtaining a loan 
in Raebareli. 

The efficient function of credit agencies 
depends on the infrastructure it has at the 
functioning level. Hence some of the related 
indicators to manpower and machinery were 
analysed. Normally the field officer is the 
person who plays major role in sanctioning 
of loans. To function efficiently one field 
officer is appointed for 750 borrowers. 
Comparing lictwccn two districts we see the 
variation in coverage ol borrower by field 
officer across the district. In .Sultanpur 
district, most of the selected banks in the 
district have a field officer per 750borrowers. 
On the other hand, the field officers in 
Raebareli were supervising, on an average, 
more than 7.50 borrowers and in other districts 
a field officer supervise more than 1,500 
borrower [Vya.sulu and Rajasekbar 1995]. 
The lower burden of work on the field officer 
indirectly contributes to the effective delivery 
of credit, as the field officer can clear files 
quickly (see Table 17 and Table 18). 

The field level staff is required to 
undertake field visits at fixed intervals 
normally. The field officers are spending, 
on an average, 11 days in a month on field 
visits, while their counterparts in Raebareli 
spend nine days. The difference between the 
expected and actual number of visits is only 
marginal in both the districts. Field officers 
from commercial hanks spend fever days 
than those from rural-based institutions such 
as RRBs and PACs in visiting borrowers 
ffablc 19). 

Almost all the field officers from the 
selected banks visit borrowers in both the 
di.stricts. In the Sultanpur di.stricts, all the 
field officers (excepting tho.se from LDBs 
as they do not lend short-term loans) visited 
the borrowers before sanctioning short-term 
loans. On verification, we found that the 
|field officers would not visit the borrowers 


in case of crop loans. Regarding visits 
before sanctioning the long-term loans, all 
the field officers (excepting those from 
PACs because they do not lend long-term 
loans) visited the borrowers (Table 20)The 
proportion of field officers visiting 


borrowos after sanctioning the loan is 100 
per cent. 

The branch managers from both the 
districts face the problemof inadequate field 
level staff; the percentage of branch managers 
facing this problem is 24 and 64 in Sultanpur 


TABie 17: COVERAOE OF PlELO OfRCEIU IN THE DtSTMCTS 




Villages Per Field Officer 


Borrowers Per Field Officer 

Districts 


A 


B 

T 


A 

B 


T 

Sultanpur 


75 


165 

128 


826 

1067 


967 

Raebareli 


28 


109 

65 


1310 

940 


1120 

A = Group A banks; B 

= Choup B banks; T = All the banks. 







Table 18- Distribution of Field OmcERS by Number of Borrowers 



Size Class 


Sultanour 




Raebareli 



of Borrower 

CBs 

RRBs 

LDBs 

PACS 

Total 

CBs 

RRBs 

LDBs 

PACS 

Total 

0-.500 

4 

2 

2 

3 

11 

2 

1 

1 

4 

8 

500-750 

3 

3 

0 

3 

9 

3 

2 

2 

2 

9 

750-1000 

2 

2 

0 

1 

5 

1 

2 

0 

3 

6 

1000-1500 

3 

2 

1 

1 

7 

2 

2 

0 

0 

4 

1.500 and 

1 

0 

0 

0 

1 

2 

1 

0 

1 

4 

Total 

13 

9 

3 

8 

33 

10 

8 

3. 

10 

31 


Table 19; Averaoe Numbeb of Visrrs by Field Officfju in Distrkts 

_ Average Number of Visits Per Field Officer 



CBs 

RRBs 

LDBs 

PACs 

Total 

Sultanpur 

Expected 

15 

IS 

16 

16 

16 

Actual 

10 

10 

12 

13 

11 

Difference (E-A) 

5 

5 

4 

3 

5 

Raebareli 

Expected 

14 

13 

16 

22 

16 

Actual 

7 

9 

14 

13 

II 

Difference (E-A) 

7 

5 

2 

9 

5 


Table 20: Details of Field Visits by Fieio Officers 





SultiuiDur 




Raebareli 



Variable 

CBs. 

RRBs 

LDBs 

PACs 

Total 

CBs 

RRBs 

LDBs 

PACS Total 

Visits before 1 

Yes 

9 

11 

0 

8 

28 

6 

8 

0 

7 

21 

sanctioning the 

No 

0 

0 

0 

- 

0 

0 

2 

0 

0 

2 

short-term loan ] 

Irrelevant 

0 

0 

20 

0 

20 

0 

0 

II 

0 

11 

Visits before 1 

Yes 

8 

9 

18 

1 

36 

5 

10 

10 

6 

31 

sanctioning the 

No 

1 

2 

2 

0 

5 

1 

0 

1 

1 

3 

long-term loan J 

Irrelevant 

0 

0 

0 

7 

7 

0 

0 

0 

0 

0 

Visits after 1 

Yes 

9 

II 

20 

8 

48 

6 

10 

9 

7 

32 

sanctioning the 
loan j 

No 

0 

0 

0 

0 

0 

0 

0 

2 

0 

2 


Table 21; Branch Managers’ Statement on Visits and Adequacy of FIeld Staff 





Sulumnur District 



Raebareili District 




CBs 

LDBs 

RRBs 

Total 

CBs 

LDBs 

RRBs 

Total 

Do you visit 

lYes 

13 

6 

9 

28 

9 

3 

9 

21 

borrowers? 

Average No of days 

1 No 

0 

0 

0 

0 

3 

1 

1 

5 

spent on visits to 
borrowers 


5 

7 

9 

6 

4 

5 

7 

5 

Adequate 

1 Yes 

8 

6 

9 

23 

2 

2 

4 

8 

field staff 

I No 

5 


- 

5 

10 

2 

6 

18 

Adequate 

.Yes 

9 

4 

8 

21 

4 

2 

5 

It 

infrastnicture 

} No 

4 

2 

1 

7 

8 

1 

5 

14 




__« 

!._J «%. 




no 

lAAdC 



and Raebaieli, respectivdy. A majority of 
the branch managers facing this problem 
come from commercial banks and this is 
consistent with our earlier finding. They 
also face problems regarding infrastructure 
facilities. In the absence of adequate 
infrastructure, a significant proportion of 
branch managers in both the districts face 
difficulties in fixing the visits for field 
officers. These problems compelled 40 per 
cent of the branch managers in Sultanpur to 
state that the pilot project brought in 
additional work (Table 21). 

Transport seems to be an important 
problem for a majority of the field officers 
in the pilot district. As many as 27 per cent 
of the total field officers are not provided 
with the transport and the bulk of them are 
from the PACs. Only 14.8 per cent of the 
total field officers in Racbareli aie not 
provided with the transport. A majonty of 
the field officers in both the districts are 
provided with jeep or motor cycle or both. 
A majority of the field officers at times share 
their vehicles with other staff members and 
such sharing causes inconvenience to most 
of the field officers from the pilot district. 
Another disturbing feature is that the 
maintenance allowance is provided to only 
a few of the field officers and they do not 
consider it to be adequate. On the other 
hand, a majority of the field officers in 
Raebareli are provided with maintenance 
allowance and all of them consider it to 
be adequate. 


A majority of the field officers in both the 
districts face problem due to borrowers’ 
indifference. It is not surprising that the field 
officers in Raebareli district face this problem. 
But, what is surprising is a majority of the 
field officers in Sultanpur face this problem 
as also that of transport. In Raebareli, the 
proportion of field officers facing the 
problem of inadequate transport is relatively 
less. The proportion of field officers who 
opined that the maintenance allowance is 
inadequate is significant in both the districts. 
Nearly two-thirds of the total field officers 
in Raebareli district face problems of 
periodical desk work and government 
scheme loans. 

IV 

Conclusions 

The analysis supports the hypotheses that 
the politically represented district will have 
better service compared to other. And further 
it corroborates the argument once the political 
power reduced the development of the 
activities also slows down. Another aspect 
quality of delivery of credit, such as timely 
and adequate is correlated with the existing 
political power in that constituency. In spite 
of the problems at credit agency level, 
Sultanpur district seems to have better credit 
delivery system. Although field officers 
complained that the borrowers are indifferent 
(and vice versa), the bank-borrower relations 
seem to have improved. The activities of 


granting loans seems to have brought more 
borrowers' confidence. Mo.st of the borrowers 
seem to be receiving adequate loans. Thus, 
as far as the qualitative improvement of 
credit delivery system is concerned, 
Sultanpur district seems to have a bettet 
position. 

In Sultanpur district, the recovery of loam 
has been good, in spite of the adverse political 
environment prevailing all over the country. 
Ourcumparison of the credit deli very system 
in Sultanpur and the Racbareli district, 
Racbareli, reveals that the latter did as well 
or better than the Sultanpur district. This 
intriguing phenomenon may be explained 
with the help of tlie following factors. Firstly, 
for a long time, Racbareli, being a VIF 
parliamentary constituency, had political 
patronage. In other words, the banking system 
in this district enjoyed (and is enjoying) all 
the benefits. Secondly, the infrastructural 
facilities, and the persons manning them, 
function in Racbareli in an above average 
manner. Hence, it is not surprising thai 
Racbareli’s performance is us good ai 
Sultanpur’s, though the former is not having 
a compared VIP person. But, overall, ever 
in this cumpari..on, we have seen tha’ 
Sultanpur is in a better position. 

Appendix: Note on Methodology 

To collect information on rural credi' 
delivery system, the districts were divider 
into two areas - one that is relatively well- 
off in economic terms and one that ii 
relatively poor. In general, thiscorrespondet 
to areas with higher and lower levels o: 
banking activity. 

in the well-off area of the district, sir 
branches of each type of in.stitution wen 
selected and surveyed. This will total to 2 * 
branches. In the piHirer area of the district 
three branches of each type of insiitutioi 
were selected and surveyed. Fhis totalled U 
12. Thus, in a district, information wa 
collected from 36 bank blanches representin) 
both category A’ and category ‘B 
institutions. 

Detailed iniormation was collected fron 
the credit agencies, to note the .strength am 
weakness of credit agencies at functioninj 
levels. The details collected were, the type 
of loans given by each bank, along witi 
other details such as age structure ot defaults 
were obtained. From the well-off part of th 
district, one branch from each credit agcnc; 
was .selected. From these branches, thcr 
was a scrutiny of 160 cases in each branch 
including 60 who had repaid loans on tim 
and 100 who were defaultcis. In the .sam 
way, four branches were selected in the poo 
area and there will be a scrutiny ol 80 case 
including 20 who have repaid loans on tim< 
Thus, in each district, there was a .scrutin 
of 720 loans distributed across differer 


Table 22: Details of Transeort Provided to Field Officers 






Sulianour 




Raebareli 


Variable 


CBS 

RRBs 

LDBs 

PACs 

Total 

CBS 

RRBs 

LDBs 

PACS Toial 

Provision of | 

Yes 

8 

9 

It 

2 

30 

5 

7 

11 

3 

26 

transport I 

Mode of transport 

No 

1 

2 

9 

6 

IS 

1 

3 

0 

4 

8 

MC 


4 

5 

3 

0 

12 

3 

4 

0 

0 

7 

Jeep 


0 

0 

3 

0 

3 

0 

0 

9 

0 

9 

Both 


4 

0 

0 

0 

4 

2 

0 

2 

1 

5 

Cycle 


0 

4 

5 

2 

11 

0 

3 

0 

2 

5 

Not provided 


1 

2 

9 

6 

18 

1 

3 

0 

4 

8 


Table 23: Problems Encouwtered by the Field Officers in Field 



Sultanpur District 





Raebareli District 





CBS 

RRBs LDBs PAQ 

Total 

CBS 

RRBs 

LDBs 

PACS 

Total 

Problems 

A B 

A 

B A B A B 

A 

B 

A 

B 

A B 

A 

B 

A 

B 

A 

B 

Inadequate 















transport 

Inadequate 

33 9 

45 

11 80 20 100 8 

67 

48 

50 

6 

80 10 

45 

11 

29 

7 

53 

34 

vehicle 

maintenance 

allowance 

56 9 

55 

11 35 20 13 8 

40 

48 

50 

6 

60 10 

73 

11 

29 

7 

56 

34 

Government 
scheme toons 
Borrowers’ 

78 9 

36 

11 30 20 25 8 

40 

48 

50 

6 

60 10 

73 

11 

43 

7 

59 

34 

indifference 

Periodical 

56 9 

36 

II 40 20 88 8 

50 

48 

33 

6 

60 10 

18 

11 

43 

7 

38 

34 

desk work 

100 9 

73 

11 35 20 too 8 

67 

48 

67 

6 

60 10 

45 

II 

43 

7 

53 

34 


A s Peicentage of field officers saying yes: B s Number of field officers. 
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representing majorlypesof loans, combining 
both the district the information collected 
total loans are 1,440. 

An effort was made to divide defaulters, 
based on the Judgments of the field officer, 
into those who are wilful defaulters and 
those who default for reasons beyond 
their control. From the 720 households in 
each district, 87 and 98 samples were 
selected through purpose random sampling 
method, though we planned to collect 100 
from each for pnmary survey and household 
questionnaires were administered to them. 

Notes 

(I am grateful lu Vinod Vyasulu, director, 
Dcvciopmcni Research Foundaiion-TIDE. for his 
advice and cun.sisient support in preparation of 
this paper This paper is based on field work 
conducted as part of a larger study in the RBI 
Unit of LSEC. The research was funded by 
NABARL). 1'he views expressed, are, however, 
my own, and cannot be uilribiited in any of these 
agencies.) 

1 In India, the cominercial b.'inking sector is 
dominated by the public sector banks They 
control 90 per cent of both deposits and 
advances. 

2 Vccroshekharapiia. 'Patter and Utilisation of 
Form Finance, A Micro Level .Study Focusing 


Department of Economics. Osmania 
University, Hyderabad, in this dissertation, 
very well documented how the political 
intervention has helped to get loan from RRBs 
and Co-operative institutions. 

3 Social Services Management Unit, 
‘Strengthening the Credit Delivciy System’, 
Institute lor Social and Economic Change, 
Bangalore. 

4 This district, because of VIP representation 
a host of programmes have been imple¬ 
mented, s'u, 

- Agriculiurc extension programme (T and 
V), under this programme gixKl efforts 
were made in extension of agriculture 
technology 

- The special nee production programme 

- The special lood production programme. 

- Incenlive to industry under the “No 
Indu.stry”. 

- Project on siiengthening rural credit 

.S The development activities in these dislncl 
are different from others, a couple of 
program'iies in these distnets were monitored 
by the prime minister's office, during their 
representation. 

6 It has been assumed that the pull factor is 
determined by the market forces whereas 
the push factor in determined by the force 
of the state. Fur example, the pull factor 
conlnbutes to the opening branches in 
metropolitan area whereas the push factor 
contributes to the opening of branch in 


7 The number of branches: 


1969 

1994 

Uttar Pradesh 

747 

8,700 

All India 

8.262 

61,750 


8 Population reduced from 1,19,000 to 13,000 
per branch in UP. 

9 This conclusion is out come of the discussion 
with administrators bankers and boirowers 
during the survey period 

10 The discinssion with LBOs and other officials 
arc revealed that there was lot of pressure on 
the official in speeding up opening of tlic 
branches and extending credit. 
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Cooking the World 

Ritual & Thought in Ancient 
India 

Charles Malamoud 

T he cisays in tl'iis voluinc .ittenipt to unravel 
die (JiH trine on man tliat is eondensed intci 
dus sentence. They examine and explore 
the culture and tlirins of'diotight revealed 
inVeibt hyiniis and associated treatises on 
sacrifice The tide (Jotii’iritff/ii’H'or/rf, comes 
from the Sanskrit expreviion Lihafkihti man 
'cooks' the world and, in executing the 
rites, himself gets cocikecl. 
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Edital by Anindya Sen 
This volume is a theoretical inmiduc tion 
to many of the riujor issues in industrial 
organization — theory of the firm, static 
oligopoly models, price discrmiination, 
product difierentiation, entry deterrence 
and collusion and innovation The readings 
have been selected in view of their 
applic-ibility to developing countries and 
thus include contributions on regulatory 
pi’ibcy and pert’semance of public sector 
enterprises in the market-pLic e 


Industrial 
Concentration and 
Performance 

A Study erf the Structure, 
Conduct and Performance of 
Indi.'in Industry 
Uma S. Kambhattipati 
This book IS one of few studies on the 
imcmcconomii performance of Indian 
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concentrated, and whether firms in 
concentrated private sector industries 
compete or collude. 
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Agriculture in Future: Demand-Supply 
Perspective for die Ninth Five-Year Plan 

Praduman Komar 
V C Mathur 

This paper provides information on demand for agricultural commodities and suggests the required Meld growth 
in Ninth and Tenth Five-Year Plans The study identifies the regions which must he explored to meet domestic and 
exports needs 


THE introducuon and rapid spread ot high- 
iielding varieties in the late 1960s and early 
1970s resulted in a steady output growth for 
oodgrains Public investment in 
nfrastnicture, research and extension along 
vith crop production strategy has 
.ignificantly helped to expand foodgrain 
noduction and stocks Foodgrain production, 
vhich was 72 million tonnes (mtj in 1965- 
S6, rose to 191 mtin 1995-96 Buffer stocks, 
ivhich were just 2 2 mt in 1965-66, rose to 
)1 mtin 1995 However the current concern 
IS that the earliest gains from the green 
revolution have already been reaped and 
future growth in production can only be 
input based in many regions of the country 
Also the growth in total factor productivity 
IS declining Urbanisation higher economic 
growth as well as sizeable additions to 
population will increase the food demand in 
future Diversified food basket is exhibited 
both in rural and urban areas with 
significantly higher levels ot per capita 
consumption of milk and milk products, 
fruits and vegetables, and meat [Kumar 
1996] Agncultural trade liberalisation may 
attract greater investments in agnculture and 
thereby accelerate the growth process These 
emerging scenarios will change the supply 
and demand prospects for food in the next 
century I he present paper provides 
information on the demand for agncultural 
commodities in Ninth and Tenth Five Year 
Plans (FYP) and suggests the supply policies 
to attain the food secunty 

I 

Demand Projections 

A number of demand models are available 
tor estimating the income and price 
elasticities of demand for a commodity 
Recent demand studies are centred around 
complete demand systems which take into 
account mutual interdependence of a large 
number ot commodities in the budget 
decisions of the consumer The imporunt 
models which have received considerable 
attoitton are the linear expenditure demand 
system (LEDS) [Stone 1954], and almost 
ideal demand system (AIDS) [Deaton and 
Muellbauer 1960] These models are 


generally used tor estimating demand 
equations for a gioup ot commodities and 
not for commodities at a disaggregate level 
Also these models do not allow increasing 
or decreasing income elasticities The 
normalised quadratic demand system 
(NQDS), generalised Leontiet demand 
system (GLDS) and transcendental 
logarithmic demand system (ILDS) 
suggestedby Swainy and Binswanger(198’)) 
are the models which satisfy all general 
restrictions of demand theory and also allow 
for estimation of cross-pnee elasticities 
within a group ot close substitutes or 
complements, and do not assume additivity 
These models also include linear and squar^ 
income terms which allow more flexibility 
in the response of consumer items to changes 
in income Incontrast toeconometnc models 
Boms (forthcoming) suggested a non 
econometric model based on demand 
charactenstics known as food charactenstic 
demand system (FCDS) This model is based 
on demand for energy, vanety, and tastes 
of food 

The expenditure (income) and calorie 
elasticities based on FCDS, TLDS NODS 
and LEDS were compared so that realistic 
view of demand forecast can be assessed 
(Table 1) The nee income elasticities arc 
high, followed by wheat and coarse grains 
The cheapest source of calories has the lowest 
income elasticities Hie caloric elasticity 
was the lowest derived from demand 
parameters of FCDS (0 12) followed by 
LEDS (0 42 0 46), NQDS (0 49-0 51) and 
highest in case of TLDS (0 51-0 60) 


Behrman and Deolalikar (1989) have 
presented empirical evidence for Indian 
population to show that calone income 
elasticities were not statistically significantly 
different from zero Thus one can believe 
that the demand elasticilics obtained from 
FCDS can give most reliable demand 
projections fur fnodgrains and other food 
commodities 

Demand elasticities vary widely across 
int ome groups and by regions as production 
environments and tastes change [see 
Alderman 1986 for a review] The elasticities 
computed tor various cx|x;nditurc gioups' 
lor each region' foi rural and urban areas 
using FCDS [Kumar cl al 1996] are used 
to arrive at the demand projections tor each 
commodity As seen in Appendix I the 
expenditure and price elasticities aie in 
accordance Mith a pnon expectations The 
expenditure elasticities decline with the 
increase in total expenditure 1 he expenditure 
elasticities for cereals were highly inelastic 
Own pnee ela 'tiicities fur all the commodities 
are negative Across commodities and 
expenditure groups the magnitude ot own 
puce elasticities are highly correlated with 
the income elasticities The magnitude of 
elasticities follow the historical trends in per 
capita consumption pattern as observed in 
the NSS data 

The demand projections of our study 
assume income growth ot 5 per cent per 
year gmdual decline in population growth, 
with an average annual growth of I 91 per 
cent between 1995 and 20(X) and 1 8 per cent 
between 20<X) and 2010 late ot urbanisution 


TaBCIi 1 COMZABISON OF EXPBNUITURt (INCOMI J AND CaIOKIL LI ASIK IIIIS USINI, DiHI-LKI-NT 
Models of Demand fok Ri rai and Urban India 


Rural__Urbin 



LEDS 

TLDS 

NQDS 

rCDS 

IFDS 

TLDS 

NQDS 

TCDS 

Rice 

045 

071 

0 57 

006 

0 22 

0 46 

0 42 

0 02 

Wheal 

044 

061 

0 55 

006 

0 25 

010 

012 

0 08 

Coarse cereal 

001 

-0 55 

009 

0 15 

0 26 

1 62 

I 05 

0 16 

Other food 

0 89 

0 99 

0 76 

0 50 

0 84 

0 98 

0 88 

0 40 

Non foods 

1 60 

2 63 

1 43 

2 25 

1 51 

2 57 

1 16 

1 87 

Aggregate food 
income elasticity 

072 

0 80 

0 65 

0 29 

0 73 

0 80 

0 71 

0 28 

Calonc-incofne 

elasticity 

046 

060 

0 51 

0 12 

0 42 

0 51 

0 49 

0 12 


Note Other food includes ail foods other than cereals 


Economic and Political Weekly September 28, 1996 
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consistent with the recent historical trend,. 
and inequality in the distribution of 
expenditures across income groups the same 
as observed in the past. The share of rural 
population in total population was 74.3 per 
cent in 1991 which was predicted to be 73.4 
per cent in 1995,72.3 per cent in 2000 and 
69.9 per cent in 2010. Distribution of 
population by expenditure groups given in 
Appendix 2 revealed that the rural poverty 
ratio (the sum of population proportion of 
lowerlwocxpendituiegroups)declinedfrom 
48 per cent in 1987 to 33 per cent in 20{X) 
and 21 per cent in 2010 and urban poverty 
ratio from 29 per cent in 1987 to 16 per cent 
in 2(XK) and 8 per cent in 2010. It is clear 
that in the long run, food consumption will 
largely he i nflucnced by the non- poor groups 
in the rural and the non-poor higher groups 
in urban areas. Significantly, in 2010 food 
consumption will be determined by the non¬ 
poor higher groups in both rural and urban 
areas which account for half of the rural and 
three-fourths of the urban population, 
respectively 

DoMmir Demand for Foodgrains 

Several studies dune in the past provide 
the demand projections for foodgrains in the 
year 2000 (Table 2). Among the mo.st recent 
ones, the dem.ind estimates given by 
Radhaknshna and Ravi (1990) are on higher 
side as they use high expenditure elasticities. 
Similarly, piojcctions by Sarma and Gandhi 
(1990) are on the higher side because of 
double counting in estimation of wastage 
and livestock feeding'. Ransil (1996) 
projected the demand for foodgrains at 198 
mt in 2(X)0 which is on the lower side. This 
study is based on the incremental approach, 
providing additional requirements for 
household and non-household demand over 
the base year's production of foodgrains. It 
does nut account fur regtonal variations in 
consumption pattern and changes in income 
distribution. Rosegrant et al (1995) provided 
food projections for IFPRI’s 2020 vision 
based on the International Model lor Policy 
Analysis of Agricultural Commodities and 
Trade (IMPACT). The demand for rice and 
coarse cereals is on the higher side and 
demand for wheat is on the lower side in 
(his study ns the model does not account for 
regional variations in consumption pnt'em 
and the changes in income distnbutiun. It 
uses demand supply elasticities and technical 
coefficients synthesised from other sources, 
primarily from past studies. The results are 
not the true teflection of ground realities. 
The demand projections based on FCDS 
[Kumar et al op cit] arc close to reality as 
these projections account for regional 
variations in consumptinn pattern and 
changes in income distiibution besides taking 
into account the energy requirements and 


changes in tastes and preferences of 
consumers for food varieties. 

According to our estimates, the household 
demand of foodgrains will reach 186 mt in 
the year 2001-02 with a break-up of about 


83 mt of rice, 64 mt of wheat, 23 mt of coarse 
grains, and 16 mt of pulses (Table 3). By 
the year 2006-07, foodgrains demand will 
grow to 205 mt with a breakup of about 91 
mt for rice, 71 mt for wheat, 24 mt for coarse 


Table 2: Comparison of S'iudies for Demand Projections for Foodgrains in 2000 

{Milium Umnes) 


Studies 




Human Demand 

Domestic Demand 

National Commission on Agriculture, 1976 



205 - 225 

World Bank. 1981 





191-205 

IFPKI study. 1984 





210 

Planning Commission, 1985 





240 

Radhaknshna and Ravi, 1990 




205'’ 

234' 

Sarnia and Gandin, 




176* 

220' 

IFPRI 1990 




ISS" 

227' 

PCBansil. 1996 





WS"* 

Praduman Kumar, 1996 




182’' 

209“ 

lARI -IFPKI study 





20.5' 

Mark W Rosegrant et a), 1996 




lARMFPRI study 

IFPRI 2020 Vision study 






Foodgrains 

1990 

2020 

2000* 


2000 

Rice 

74.8 

144 8 

93.0 


88.2 

Wheat 

47.9 

95.6 

AO 1 


71.1 

Coarse cereals 

36.4 

63.9 

4.1 y 


32.3 

Total cereals 

1.59.1 

304.3 

197.0 


191.6 

Pulses 

- 

- 

17.8* 


17.8 

Total Foodgrains 

- 

- 

214.8 


209 4 


Niiier. a Without change in income distribution, 
b With change in income distribution. 

c Projcclcd the requiremenls for seed, feed, industnal use and wastage. Feed demand is 
computed using the feeding ratio (that is, the quantity of feed requited to produce one unit 
of livestock products). 

d Using incremental demand model by providing additional requirement for household and 
non-household over the base year demand, 
c Using a grossing factor of 1.143 to account for non-hou.sehold demand 
f Interpolated for the year 2(XX}. 

g As the demand projection for pulses was not available in the study, the pul.se demand 
projections of lARMFPRI study ore used to arrive at the foodgram demand for comparison 
purpose. 


Table 3: Domestic Demand for Foodgrains -n India 

{Milium tonnes) 


Items 

v/Plan End 

1991-92 
(Base Year) 
VII 

1996 97 

VllI 

2000-01 

2001-02 

IX 

2006-07 

X 

Householtl Denuind 

Rice 

67 1 

75.0 

81.5 

83.0 

91.3 

Wheat 

50.8 

57.1 

62.5 

63.7 

70.9 

Coarse cereals 

20.3 

21.6 

22 7 

22.9 

24 2 

Total cereals 

138.2 

153.7 

166 7 

169.6 

186.4 

Pufses 

11.7 

13.9 

15.6 

16.1 

188 

Foodgrains 

149.9 

167.6 

182.3 

185.7 

205.2 

Domestic Demand" 

Rice 

72.6 

81.2 

88.2 

89.8 

98.8 

Wheat 

.57.8 

65.0 

71.1 

72.5 

80.7 

Coarse cereals 

28.9 

.30.7 

32.3 

32.6 

34.4 

Total cereals 

IS8.0 

175.7 

191.6 

194 9 

213.1 

Pulses 

13.4 

15.9 

17.8 

18.4 

21.5 

Foodgraias 

171.3 

191.6 

209.4 

213.3 

234.5 


a Domestic demand = Household (human) demand plus allowances for seed, feed and wasfage 
which is taken as 7.6 per cent of gross rice production, 12.1 per cent of wheat, 29.7 per cent of 
coarse cereals, 12.5 per cent of total cereals. 12.5 per cent of pulses, and 12.5 per cent of 
foodgrains. Thus the grossing factor used is 1.082 for rice, 1. 138 for wheat, 1.422 for coarse 
cereals, and 1.143 for total cereals, pulses and total foodgrains to account for non-household 
demand. 


A no 


Cz-rHinmi/, afid PnlilirAl WaaItIv .Rnnti^mh^ 28 1996 



cereals and 19 mt for pulses. Apart firntn the 
foodgrain demand for direct human 
consumption, an increasingly imponant 
component is the indirect demand for 
livestock consumption.'* Increasing demand 
for livestock products (milk, meat and eggs) 
will dnve up demand (including feed, seed, 
industrial use and wastage) for foodgrains 
to 213 mt in ^)0I and 23S mt in 2006. In 
2001, dome.stic demand for rice will bt: 
about 90 mt, wheat 73 ml, coarse cereals 33 
mt and pulses 18.4 mt. In the year 2006. 
demand will reach to 99 mt for rice. 8) mt 
for wheal, 34 mt for coarse • ni' V 
ml for pulses. During the Ninlh Pivc-Yea: 
Plan period, domestic demand will grow 
at the annual compound growth rate of 
2.11 per cent lor rice, 2.21 per cent lor 
wheal, 1.21 per cent for coarse cereals and 
2.96 per cent for pulses. The demand of 
total foodgrains will grow at the rate of 
2.17 per cent. 

DoMieiiic Demand i-or Non-Fwidobains 

In the year 2(X)l-02. the demand for 
vegetables will be92 mt. ^^Ult^ S3 mt.edible 
oll.^ 7.9 ml. cotton 2.4 mt and sugar 16.8 
mt (Table 4). Among livestock products, 
the demand of milk will reach 93 mt, meat 
and eggs 5 mt and tish 7 mt. In 2(X!6-()7. 
total demand will reach 109 mt for vegetables. 
69 mt for fruits. 120 mt for milk, 9.5 mt 
edible oils, IS mt for eggs, meat and Osh. 
2.9 mt for cotton and 19.6 ml for sugar. 
During Ninth FYP, the total demand will 
grow at the annual rate ol S.2 per cent tor 
milk, 4 per cent for edible oils. 3.S per cent 
for vegetables, 5.4 per cent for fruits, 5 I 
per cent for meat and eggs, 5.6 per cent tor 
fish, 3 per cent for sugar, and 3.6 per cent 
for cotton. Thus increase in demand for non- 
foodgrains will be much higher than the 
growth in population. 

Exports of AoRic ui.ruRAi. CoMMoomis 

The countries of south A.sia, south-east 
Asia, west Asia. North Africa, .sub Saharan 
Africa and the former Soviet Union and 
eastern Europe offer India the advantages 
of locational proximity and product 
acceptability for the exports of agricultural 
products. Based on the estimates of 
production for 2020 [Rosegrant et al 1995], 
it is expected that there would be a delicit 
of 63.7 million tonnes of wheat in .south 
Asia, China, south-east Asia, west Asia and 
North Africa and sub Saharan Africa in the 
year 2001 and 71.5 million tonnes in 2006 
(Table 3). India can ea.sily capture S per cent 
of this potential wheat market. Thus the 
exports of wheat from India can be targeted 
at 3.2 mt in 2001 and 3.6 mt in 2006. India 
is currently exporting about 1 million tonnes 
of wheat. 


There has been a remarkable progress in 
the rice exports during the current year. 
This assumes larger significance with 
increased buying interests from quality- 
conscious markets of Europe, America, 
Korea, etc. The Indian non-basmati rice 
export Figures have touched an all-time 
high of 3 mt during 1994-95. Total rice 
exports (basmati and non-basmati) from 
India attained a level of 3.51 mt. A delicit 
of 8.4 mt in the year 2(X)I and 9.4 mt in 
2006 is expected in west Asia and North 
Africa, sub Saharan Africa and the former 
Soviet Union. India has a di vcrsilled export 
market for rice which includes a large 
number of countries in south and south¬ 
east Asia, west Asia, Africa and Europe. 
India can capture 50 per cent of these 


markets and can aim to export 4.2 mt in 
2001 and 4,7 mt in 2006. 

In addition to foodgrains, India has the 
potential for exporting cotton, vegetables, 
fruits and marine products. Assuming likely 
exports to be 10 per cent of cotton pro¬ 
duction, 2 per cent of fruits and vegetables, 
and 5 per cent of fish production. India can 
atm to export 0.24 ml cotton, 1.9 ml 


Table 7 Torsi pAfTon PKouucnviTY Growth 

{Per cent) 


Crop 

1971-80 

1981-88 

1971-88 

Rice 

!.3i 

0.97 

1.0.7 

Wheat 

i.42 

!.08 

1.26 

Coarse grains 

1,09 

0-92 

1.01 


Siiuri e: Mrulliyun|aya anti Kuiitur (1994). 


Table 4: Demand for NoN-FtKiooRAiNS in India 


{Milium tonnes) 


Items y' 

y^IanEnd 

1991-92 
(Rase Year) 
VII 

1996-97 

VIII 

20{X)-OI 

2001-02 

IX 

2(KI6 07 

X 

Milk 

56.1 

72 4 

88 6 

9t 1 

119.5 

Edible oil 

5.4 

65 

7 6 

7 9 

9.5 

Vegetables 

64 8 

77 3 

88 7 

91 7 

108.5 

Fniils 

30 8 

40.4 

50.0 

.52 6 

69.1 

Meal >ind eggs 

2.7 

3.6 

4,4 

46 

6.0 

Fish 

4 i 

5.4 

67 

7 1 

93 

Sugar 

!2 1 

14 5 

16 3 

16 8 

19.6 

Colton 

1.64 

2 0 

2 3 

' 2 4 

>.9 


Table 5. Indian wheat and ric-e exivrt markm 






(Milium tonnes) 





IJclicil 


Commodity 

Rcgion.s 

1990 

2001 

2006 

2020 

Wheat 

South Asia 

t 3 

6 6 

8.9 

21.3 


China 

149 

18.3 

20 0 

25.8 


Soulh-Ea.si Asia 

4.6 

6 2 

6 9 

9.8 


West Asia and North Alnca 

26.8 

31 6 

3,3 8 

41.5 


Total 

49 6 

63.7 

71 5 

98 4 

Rice 

Funner Soviet Union 

0.6 

0,5 

O.H 

0.9 


Sub Saharan Africa 

2,8 

3.9 

45 

6.8 


West Asia and North Africa 

3.-3 

.3 8 

4.1 

5.0 


Total 

6.7 

84 

9.4 

12.7 


Source' Mark W Roscgrani, ct al ()995) 


Table 6: I5oME.siir Demand. ExpoRr and Totai. Demand kir AoRu uLTURALCiiMMoDiriEs in India 

{Milium limiies) 


Items 

Domestic Demand 


F.XDor! 

Total Demand 

2001-02 

200(i07 

2(X)l-02 2(X)6()7 

2(X)1 02 

2006-07 

Rice 

89 8 

98 8 

4 2 

4,7 

94.0 

103.5 

Wheat 

72.5 

80 7 

.3 2 

3 6 

75.7 

84.3 

Coarse cereal 

32.6 

34 a 

* 

- 

.32 6 

.34.4 

Total Cereals 

193.9 

213 1 

- 

- 

202 3 

222 2 

Pulses 

18.2 

21 0 

- 


182 

21.0 

Foodgrains 

212 3 

234 5 

7.4 

8 3 

220 5 

243.2 

Edible Oil 

7.9 

9.5 

- 

- 

7 9 

9.5 

Vegetables 

91.7 

108 5 

1.9 

2 2 

93.6 

110 7 

Fruits 

52.6 

69.1 

1.1 

1.4 

53 7 

70 5 

Sugar 

!6.8 

19.6 

- 

- 

16.8 

19,6 

Cotton 

24 

2 9 

0.24 

0 29 

2 64 

.3.19 

Milk 

93.4 

1!‘> 5 

- 


93.4 

119.5 

Meat and eggs 

4 6 

6.0 

- 


46 

6.0 

Fish 

7 1 

93 

0 37 

0.49 

7 47 

9 79 



vegetables, l.l mtfruits,and0.37ml marine 
products in the year 2001. 

Total Demand i or Agricoliurai. 

Commodities 

The demand for foodgrains (including 
feed, seed, wastage and exports) in the years 
2001 and 2006 will be 220.3 mt and 243.2 
ml, respectively (Table 6). In the year 2001, 
the demand for rice will he 94 mt, wheat 
75.7 mt, coarse cereals 32.6 and pulses 18.2 
mt. Among non-fiKxigrains, the demand for 
edible oils will be 7.9 mt, vegetables 93.6 
mt. fruits 53.7 mt, sugar 16.8 mt and cotton 
2.64 mt (I S.S3 million bales of 170 kg each) 
in 2001. In the same period, demand for milk 
will be 93.4 ml. meat and eggs 4.6 mt and 
marine products 7.3 mt. 

II 

Supply of Agricultural Commodities 

TEi:HNOLO(ilC Al. ChaNCiU 

Indian agriculture has undergone a 
technological change at different rates in 
different regions and among different crops 
which has resulted in substantial increases 
in marketable surplus of wheat and rice and 
contributed to achieving food security mainly 
by inducing a decline in real prices of rice 
(2.2 per cent) ai)d wheat (3.3 per cent). The 
new technologies increased the dependence 
of fanners on modern inputs and substantially 
increased the cost of production per unit 
of land at constant prices. But the increase 
in yield has been much higher than the 
increase in real co.st of production and 
hence the cost per unit of output has declined 
for rice (at the rale of I. I per cent in eastern 
region. 2.14 (ler cent in northern region and 
3.9 percent in the southern states) ami wheat 
(ranging fn>m 2.0 per cent to 2.8 per cent 
in different wheat growing states) (Kumar 
and Mruthyunjaya 1992; Kumar and 
Rosegrant 1994). The benefits of higher 
efficiency in the use of inputs and low unit 
cost of prixluction that the M Vs and improved 
farming practices have generated have 
quickly passed on from farmers to 
consumers in the form of lower prices. The 
fall in prices has benefited the urban and 
rural poor much more than the upper income 
groups, because the former spend a much 
larger proportion of income on cereals than 
the latter. 

The increase in area and production of 
crops is highly associated with their relative 
profitability. Rice gamed area mainly through 
substitution effect at the cost of coarse cereals 
and wheat mainly through expansion effects 
because of phenomenal growth of tubewell 
irrigation in the wheat belt. For ncc, dunng 
1967/68*1989/90, the a.ca increased at the 
annual rate of 0.6 per cent per annum and 


Table 8: Production Targets atthe End op Ninth and Tenth PtVB-YeAR Plans in Indu 


Items 

TE 1994-95 

Year 2001-02 

Year 2006-07 


Area 

(Mha) 

Prod 

(MT) 

Area 

(Mha) 

Prod 

(MD 

Area 

(Mha) 

Prod 

(MD 

Crops 

Rice 

42.19 

78.1 

42.18 

94.0 

42.18 

103.5 

Wheat 

25.13 

60.8 

26.24 

75.7 

26.24 

84.3 

Coarse cereals* 

33.25 

32.6 

30.69 

32.6 

30.69 

34.4 

Jowar 

12.25 

11.1 

10.52 

10.4 

10.52 

10.4 

Bajni 

10.09 

7.0 

9.27 

6.6 

9.27 

6.6 

Maize 

6.02 

9.6 

6.12 

11.4 

6.12 

13.2 

Total cereals 

101..57 

171.5 

99.11 

202.3 

99.11 

222.2 

Pulses'^ 

22.59 

13.4 

21.69 

18.2 

21.69 

21.0 

Gram 

6.69 

5.2 

6.53 

7.1 

6.53 

8.2 

Arhar 

3.49 

2.4 

3.43 

3.3 

3.43 

3.8 

Foodgrains 

124.16 

184.9 

120.80 

220.5 

120.80 

243.2 

Oilseeds'* 

25.80 

21.0 

28.62 

28.0 

28.62 

33.8 

Groundnut 

8.14 

8.2 

7.82 

9.6 

7.82 

11.5 

Mustard and rapeseed 

6.24 

5.3 

7.36 

7.4 

7.36 

8.9 

Soybean 

4.05 

3.9 

7 11 

66 

7.11 

7.9 

Sugarcane 

3.60 

243.0 

3.71 

297.0 

3.71 

352.8 

Vegetables 

5.10 

71.0 

5.28 

93.6 

5.28 

110.7 

Fruits 

3.20 

33.0 

3.20 

.53.7 

3.20 

70.5 

Colton 

7.60 

1.94 

7.69 

2.64 

7.69 

.3.19 

Uveslock and Poultry Products 

Milk 

60.5 


93.1 


119.5 

Meat and eggs 

- 

3.2 

- 

4.6 

- 

6.0 

Marine products 

- 

4.6 

• 

7.5 

- 

9.8 


Afoies: TE 1994-9.5; Average triennia ended 1994-95. 

Prod' Production large! which is equal lo human demand plus non-human demand (seed, feed. 
wa.stage) plus export. 

The area is projected for the year 2001 -02 based on compound annual rate of change between 
the triennias ending 1988 and 1994 with the assumption that the area under crop will stabilise 
after 2001-02. 

a It is assumed that the share of jowar in touil coarse cereals will decline from 34.2 to 32.3 per 
cent in the year 2(X)I -02, share of bajra from 21.5 to 20.2 percent; the shore of maize in total 
coarse cereals will increase from 29.4 per cent in TE 1994-95 to 35 per cent in 2001 -02 and 
to 40 per cent in 2006-07. 

After end of 2(X)I -02, the demand for coarse cereals will be met from maize, 
b The groundnut and rapeseed and mustard will meel 34 and 31 per cent of the edible oil 
requirement respectively. The share of soybean in total edible oil is 5.9 per cent in TE 
1994-95 which is likely to increase to a level to 15 per cent by 2001 -02 The conversion 
factor from oilseed to oil is 28 per cent for groundnut, 33 per cent for rapeseed and 
mustard, and 18 per cent for soybean. 

c Gram and arhar will meet 39 per cent and 18 per cent respectively of the total pulse demand. 


Table 9: Required Yield (ko/na) Target by Oors at the End of Ninth and Tenth 
Five Year Plans in India 


Items 

Achieved 

Reauined Yield Level 

Per Cent 


TE 1994-95 

2001-02 

2006-07 

Irrigated Crop 
Area 1992-93 

Rice 

1851 

2229 

2454 

46.8 

Wheal 

2420 

2885 

3213 

84.3 

Coarse cereals 

979 

1062 

1121 

10.2 

Jowar 

888 

989 

989 

6.3 

Bajra 

688 

712 

712 

5.8 

Maize 

1590 

1863 

2157 

21.8 

Pulses 

593 

839 

968 

10.4 

Gram 

774 

1087 

1256 

219 

Arhar 

688 

962 

1108 

5.0 

Oilseeds 

815 

1104 

1646 

23.9 

Groundnut 

1007 

1228 

1471 

19.2 

Rapeseed and mustard 

849 

1005 

1209 

57.5 

Soybean 

963 

928 

1111 

na 

Cotton 

255 

343 

415 

33.2 

Sugaivane 

67354 

80054 

95094 

87.9 

Vegetables 

I79IS 

17727 

20966 

na 

Fruits 

10281 

16781 

22031 

na 


Mile: na - not available 



production showed an increase of 2.7 per 
cent mainly because of yield growth. The 
area under rice has increased only slightly 
during the 1980s. The gains in rice 
production have come essentially from the 
improved utilisation of the available infra¬ 
structure and from the resulting increase 
in yield per unit of land. Acceleration in 
yield growth need not imply that the 
potential productivity from the inputs has 
been fully reali.sed. Spread of inputs in the 
new areas where the existing level of 
application is relatively low will contribute 
to the increase in the productivity per unit 
ot input as well as ensuring more equitable 
distribution of benefits. 

The rapid growth in irrigated area under 
wheat and spread of modem varieties during 
1967-72 resulted in a extraordinarily high 
rate of growth in wheat production (9.7 p.>r 
cent). Nearly half of this increase was 
contributed by yield gains. In the following 
decade, the rate of production increase 
declined to 2.4 per cent per year with yield 
gains slowing down to 2.6 per cent annually. 
This is because the use of modern inputs in 
wheat reached ceiling levels, particularly 
in the frontline stales. The scope for further 
expansion of area under wheat is bleak even 
m the northern states. Coarse grains gamed 
growth in production (1.4 per cent for maire, 
1.3 per cent for sorghum and 0.4 per < cnt 
for pearl millet) through yield effects in spite 
ot a declining trend in area of sorghum and 
petirl millet. 

The growth in total factor productivity 
(TFP) during 1971 -88 is estimated at about 
1.03 [ler cent for rice, 1.26 per cent for wheat 
and 1.01 per cent for coarse grains (Table 
7) . More than one-third of output growth 
in cereals is contributed by TFP. TFP and 
growth in crop inputs have contributed 
significantly to the production of rice and 
wheat, and have enabled India to incrca.se 
availability of foodgrains per capita in the 
presence of high population growth rales 
and limited land resources, [deceleration in 
the growth of TFP is observed. This slow¬ 
down process has been explored in more 
details by Kumar and Rosegrant (1994) in 
case of rice, by Kumar and Murthyunjaya 
(1992) in case of wheat, and Rosegrant and 
Evenson (1992) for Indian crop sector as 
a whole. Market infrastructure, research, 
irrigation, and balanced use of fertilisers 
are identified as the most important sources 
of growth in TFP. Other authors have 
attributed this slow-down to a reduction of 
growth following exploitation of early 
productivity gains from adoption of modem 
varieties and declining trend of investment 
in agriculture during t980s. Real invest¬ 
ment in irrigation by the public sector 
declined during the 1980s at the rate of 
1.73 per cent per annum [Rao 1993], 
Increasingly, soil salinity and waterlogging 


problems also contribute to declining 
productivity [Joshi and Agrihotri 1982; 
Joshi and Jha 1991]. 

Yield Growth in Ninth Plan 

Future increases in the production of food 
and non-food agricultural commodities have 
to be essentially achieved through increases 
in productivity as possibilities of area 
expansion are minimal. Around three 
million hectare crop area is predicted to the 
shifted from foodgrains to non-foodgrains. 
To meet the growing domestic and export 
needs, the average yield at national level 


is required to be improved by 30 to SO per 
cent for various commodities by the end 
of the Ninth Five-Year Plan (2001-02) 
(Tables 8 and 9). Tlie country should attain 
a per hectare yield of 2.2 tonnes for rice. 
2.9 tonnes for wheal, 1.1 tonnes for coarse 
grains, 0.84 tonnes for pulses, i.l tonnes 
for oilseeds, 0.34 tonnes for cotton, 80 
tonnes for sugarcane, 17.7 tonnes for 
vegetables and 16.8 tonnes for fruits by 
2001 -02.11 requires an annual yield growth 
of about 2.S per cent fur foodgrains, 4.S 
percent for pulses, 3.9 percent foroil.seeds, 
3.8 per cent for cotton, 3..5 per cent tor 
vegetables, around 6 per cent for fruits and 


Table 10' Per CENTTARCicrED Annual Growth in YiELo/PRominioNTo Attain SFif-.Sui'ririENCY in 
Food during the Ninth and Tlnth Fivl Year Pi.an 


Item 



Growth Achieved 

Taigct Growth 

1980-90 

1990-94 

1980-94 

2001-02 

2006-07 

Crops 








Rice 


3.70 

1 79 

3.06 

2 35 


2 19 

Wheal 


3,28 

2.23 

2.93 

2 22 


2 20 

Coarse cereals 


2.52 

2.71 

2 58 

1 01 


1.04 

Jowar 


2.08 

2,89 

2.35 

1 36 


0.83 

Bajra 


2 08 

1.47 

1 94 

0 44 


0.26 

Maize 


3 70 

1 23 

2 42 

2.tM) 


2.37 

Pulses 


2.01 

0 83 

1.46 

4 45 


3 86 

Gram 


0.97 

2,36 

1.44 

4 .34 


3 79 

Arhar 


0 64 

•1 .58 

-0.61 

4.28 


3,73 

Oilseeds 


3 58 

1 19 

2.33 

,3.88 


.5..56 

Groundnut 


2 67 

0.80 

2.04 ' 

2.51 


2 96 

Kapeseed and mustard 

5.91 

-0 69 

3..50 

2 13 


2.76 

Soybean 


3.57 

1 77 

2 60 

0.46 


1 II 

Sugarcane 


1.40 

1 .10 

1 .36 

3 07 


i 20 

Collon 


4.58 

3 08 

4 10 

3 78 


.3 82 

Vegetables 


na 

na 

na 

3 53 


3 20 

Fruits 


na 

na 

nn 

6 04 


6(H 

Livesiwk produi Is 








Milk 


5.31 

4 26 

4,95 

5 54 


5.J7 

Pish 


5.56 

4.27 

5.96 

d2.5 


5 98 

Meat and eggs 


8.55 

4 55 

6 90 

5.54 


4.95 

Tarlp. 11 : 

: Adoption of Technology and Prodwtion in LYS and HYS oi India 


Items 

Percent Per Cent Per Cent Per Cent 

Yield 


Irrigated HYV of Share of .Share of 

(kg/ha) 


CroD Area Cron Area CroD Area Production 

TE 1994-95 


LYS 

HYS LYS HYS LYS 

HYS LYS 

HYS 

LYS 

HYS 

Rice 

32 

89 61 

87 76 

24 63 

37 

1528 

286/ 

Wheat 

78 

96 83 

98 79 

21 66 

.34 

2032 

3838 

Coarse cereals 

6 

13 

57 

43 44 

56 

791 

1298 

Jowar 

6 

7 52 

99 96 

4 95 

5 

886 

1025 

Bajra 

2 

10 32 

75 ft 

49 34 

66 

459 

936 

Maize 

11 

.36 36 

7t 80 

20 69 

31 

1368 

2495 

Pulses 

5 

10 

85 

15 77 

23 

527 

86! 

Gram 

- 


- KKI 

0 100 

0 

778 


Arhar 

- 

- 

82 

18 73 

27 

612 

1028 

Oilseeds 

20 

45 

92 

8 87 

13 

831 

1399 

Groundnut 

16 

33 

86 

14 78 

22 

916 

1566 

Rapeseed and 








mustard 

61 

79 

83 

17 77 

23 

795 

1176 

Soybean 

-• 

- 

- 

l(X) 0 

l(X) 


938 

Cotton 

23 

100 

85 

15 72 

28 

218 

459 

Sugarcane 

87 

too 

73 

27 63 

37 

.57921 

91431 


Notes: LYS-Staies which achieved yield below the required national average in 2001 -02, HYS-Siaiei 
which achieved yield above the required national average in 2001-02 



' milk and livestock products and 3 1 per 
cent for sugarcane (Table 10). In case of 
soybean, production targets will be 
achieved as a result of area expansion, even 
though there may be a slight decline in 
yield per hectare. 

Looking at the past performance of 
1990-94 we have achieved a yield growth 
which is much lower than needed during the 
Ninth FYP. This is not a simple task and 
serious efforts will have to be made by the 
agricultural scientists andextension agencies 
to improve production. More than half of 
the required growth in yields must be met 
from research efforts by develop! ng location- 
specific and low-input-use technologies. The 
productivity increases need to be achieved 
from all the states of India. However, required 
increments in yield levels cannot beexpected 
from high yield states (HYS), which arc the 
states in which current yield levels are above 
the required national average in 2001 -02, us 
these states account for only around one- 
fifth of the crop area for most of the crops 
(Table 11). Hence yield improvements must 
come from the low yielding states (LYS), 
which arc the states in which current yield 
levels arc below the required national average 
yield in 2001-02. Tire classification of HYS 
and LYS by crop is presented in Appendix 
3. Under the scenario of yield improvement 
from the HYS ranging from 0 to 2.S percent, 
the required yield target for the LYS is 
presented in Table 12. The mo.st likely 
scenarioforHYSisOto I percent perannum 
improvement in yield. Thus, to ensure future 
food security, efforts must be made to 
improve the yield for LYS from existing 
levels of I .S3 tonnes to 2 tonnes for rice. 
2 tonnes to 2.63 tonnes for wheat, 0.79 
tonnes to 0.92 tonnes for coarse cereals, 0.53 
tonnes to 0.83 tonnes for pul.scs, 0.83 tonnes 
to 1.07 tonnes for oilseeds, 0.22 tonnes to 
0.32 tonnes for cotton and .57.9 tonnes to 
76 tonnes for sugai cane by 2001. This means 
there is a need to increase the per hectare 
yields substantially (30-50 per cent) in the 
next five years. Thus there is a need to attain 
the higher yield growth during Ninth FYP 
than attained during 1980-94. The yield 
growth target fur LYS needs to be fixed at 
3.6 pci cent for rice, 3.3 per cent for wheat, 
1.87 percent for coarse cereals, 5.92 percent 
for pulses. 3.27 per cent for oilseeds, 3.43 
per cent for sugarcane and 5.02 per cent for 
cotton (Table 13). llie required growth in 
yield from the LYS is substantially higher 
for pulses, oilseeds, sugarcane and cotton 
than achieved in the past. 

Emphasis needs to be given for yield 
improvements in paddy in the states of Bihar. 
Orissa, Assam. West Bengal and Uttar 
Pradesh (Table 14). For wheal we must 
focus mainly on Uttar Pradesh, Madhya 
Pradesh, Bihar and Raja.sthan. For coarse 
cereals, major emphasis must be given to 


Tabu 12: Yiaui (ko/ha) Taioet roa Low Yieto States of India at the End of 
Ninth Five-Yeae Pian 


Crop 



Growth in Yield for HYS 



Yield 

0 

Per Cent 

0.5 1 

Percent Percent 

1.5 

Percent 

2.0 

Percent 

2.5 in LYS 

Percent TE 1994-95 

Rice 

2028 

1991 

Required yield in LYS 
1952 1913 

1872 

1830 

1528 

Wheat 

2632 

2590 

2547 

2503 

24.57 

2409 

2032 

Coarse cereals 

917 

885 

851 

817 

781 

744 

791 

Jowar 

988 

986 

984 

982 

980 

978 

886 

Bajra 

497 

460 

422 

383 

342 

300 

459 

Maize 

1705 

1680 

1653 

1626 

1598 

1569 

1369 

Pulses 

835 

829 

823 

816 

809 

802 

527 

Grom 

1087 

1087 

1087 

1087 

1087 

1087 

778 

Arhar 

947 

937 

927 

916 

905 

894 

612 

Oilseeds 

1075 

1069 

1063 

1057 

1051 

1045 

831 

Groundnut 

1168 

It57 

II4S 

1133 

1121 

1108 

916 

Ropesecd and 
mustard 

967 

957 

946 

934 

923 

911 

795 

Soybean 

928 

928 

928 

928 

928 

928 

938 

Colton 

323 

319 

316 

312 

309 

305 

218 

Sugarcane 

75846 

74469 

7.3044 

71568 

70041 

68460 

57921 


Tabu 13: Yield Growth Taroet fob Low Yield State of India at the End of Ninth Rve-Year Plan 


Crop 


Growth in Yield for HYS 

Growth Achieved 


0 

0.5 

1 

1.5 2.0 

2.5 

during 1980-94 


Per Cent 

Per Cent 

Per Cent 

Percent Per Cent 

Per Cent 

LYS 

HYS 


Required annual yield growth in LYS (Per cent) 



Rice 

3.60 

.3 36 

3.11 

2.85 2.57 

2.28 

3.51 

209 

Wheat 

3.29 

3.08 

2.86 

2.64 2.40 

2.15 

2.49 

306 

Coarse cereals 

1.87 

1.41 

0.92 

0.40 -016 

-0.77 

nc 

nc 

Jowar 

1..36 

1.34 

1.32 

I..30 1.27 

1.24 

1.77 

4.70 

Bajra 

0.99 

0.03 

-1.04 

-2.24 -3.60 

-5.16 

0.99 

2.43 

Maize 

2.79 

2.60 

2.40 

2.18 1.96 

1.73 

2.49 

2.28 

Pulses 

5.92 

5.83 

5.72 

5.62 5.50 

5.39 

nc 

nc 

Gram 

4.27 

4.27 

4.27 

4.27 4.27 

4.27 

1.44 

- 

Arhar 

5.60 

5.46 

5.32 

5.17 5.01 

4.85 

-0.38 

-1.24 

Oilseeds 

3.27 

.3.20 

3.13 

3.06 2.98 

2.90 

nc 

nc 

Groundnut 

3.tW 

2.96 

2.83 

2.70 2.56 

2.41 

-0 10 

3.20 

Rapeseed and 








mustard 

2.48 

2..34 

2.20 

2.05 1.89 

1.72 

1.50 

2.89 

Soybean 

-0.13 

-0.1.3 

-0.13 

-0.13 -0.13 

-0.13 

- 

1 44 

Cotton 

5.02 

4.88 

4.74 

4.60 4.44 

4.28 

.3.23 

5.3.3 

Sugarcane 

3.43 

3.19 

2.94 

2.68 2.40 

2.11 

1 88 

•0.01 

Note: nc - nm computed. 









Table 14: Pouev .Scenarios 




ComnKxhties 

Target 


Priority 

Per Cent Sham of 


Growth 


Stales 


Prioniy Slates in 


Per Cent 




Total Crop Area 

Rice 

2.35 


BH.OR,AS. WB. UP 


66 


Wheal 

2.22 


UP, MP. BH. RJ 


68 


Jowar 

1..36 


MH. KN. MP. AP 


82 


Bajra 

0.43 


RJ 



47 


Maize 

2.00 


BH. UP. MP. RJ 


60 


Gram 

4 34 


MP.RJ, UP.MH 


83 


Arhar 

4.28 


MH. GJ. KM. AP. MP 


72 


Groundnut 

2.51 


AP. GJ. KN, MH 


76 


Rapeseed and 








mustard 

2.1.3 


RJ. UP. MP. WB 


74 


.Soybean 

l.lf 


MP.RJ 


83 


Colton 

3.78 


MH. GJ. KN. RJ, AP 


74 


Sugarcane 

3.07 


UP 



51 



Noier. AP: Andhra Pradesh, AS: Assam. BH: Bihar. GJ; Gujaral, HP; Himachal Pnulcsh. KN 
Karnataka. MP' Modhyu Pradesh. MH; Mahamshira, OR; Orissa. RJ; Rajasthan. UP' Uttar 
Piadesh. WB- West Bengal. 



imaiman, Manansntta, lumauwa, Maanya 
Pradesh, Andhra Pradesh and Uttar Pradesh. 
To meet the demand for pulses greater 
emphasis is needed in almost all the states 
widi paiticuiar focus on Madhya Pradesh, 
Maharashtra, Rajasthan, Gujarat, Andhra 
Pradesh, Kamat^a and Uttar Pradesh which 
have three-fourths of total pulse area. The 
target growth in pulse yield from these states 
annually must be 6 per cent; otherwise the 
nation will experience shortage of pulses for 
all times to come. The task of attaining self 
sufficiency in pulse production looks difficult 
without area expansion and irrigation. In 
case of oilseeds greater emphasis is needed 
for all the LYS states which occupy 92 per 
cent of the area with special emphasis on 
Andhra Pradesh, Madhya Pradesh. 
Rajasthan, Maharashtra, Karnataka, West 
Bengal and Uttar Pradesh to increase the 
yield by about 4 per cent The possibilities 
of developing processing industry for 
extracting edible oils from non-oilseeds 
commodities, like rice bran, etc, need to be 
explored. The introduction of palm 
cultivation for oil production may release 
the pressure on traditional oilseeds crops to 
meet future edible oil demand. In case of 
sugarcane research and development efTorts 
arc to be strengthened in Uttar Pradesh and 
Bihar to increase the yields per hectare by 
about 4 per cent per annum. The demand 
for sugar can also be met by developing mini 
sugar mills so that substantial sugarcane 
production can be diverted from khandsari 
to sugar production. This may also help 
release some sugarcane area to other crops. 
Cotton is emerging as a potential export 
commodity. It requires greater yield 
improvement emphasis on 81 per cent of the 
cotton area in Maharashtra, Gujarat and 
Andhra Pradesh. 


Ill 

Conclusions 

Vast untapped potential exists for 
increasing the production of all the 
commodities. What is needed are serious 
efforts on the part of scientists, and extension 
and development agencies to attain the 
targeted growth in yields from LYS and 
transcending the yield levels in HYS. Most 
LYS have low level of irrigation and 
technology. Greater research emphasis 
needed for dryltmd agriculture. 

The challenge to sustain food security will 
be difficult for any country that has a large 
proportion of rainfed and unfavourable food¬ 
growing environment. Rainfed areas, which 
account for about 70 per cent of India's 
cultivated land, play a key role in meeting 
future food needs, in generating employ¬ 
ment, and in promoting national economic 
growth. Resource-poor farmers in the 
rainfed ecosystems practise less-intensive 


agneuiture. and since their incomes depend To help them, efforts must be increased t< 
on local a^culture, they benefit little from disseminate available dryland lechnoiogie 
increased food production in irrigated areas, and to generate new ones. It wil I be neccssar; 


AmNou 1: Extenditure and Pmcb ELAsnemas based on FCDS by ExpENDirukE Croup for Rurai 

AND URBA.N POPULATION, INDIA 


Food 



Rural 





Urban 




I 

II 

III 

IV 

ALL 

I 

II 

III 

IV 

A1 

Expenditure elauicitiex 

Rice 0.183 0.106 

0.035 

-.018 

0.064 

0.148 

0.078 

O.OIO 

-.029 

0.0b 

Wheot 

-.026 

-.055 

-.072 

-.057 

-.056 

0.005 

-.078 

-.125 

- tot 

-.08 

Ccer 

-.173 

-.170 

-.153 

-.097 

-.151 

-.135 

-.213 

-.207 

-.119 

-.16 

Pulses 

0.611 

0.454 

0.310 

0.I2I 

0.309 

0.612 

0.442 

0 275 

0.fl95 

0.21 

Milk 

0.895 

0.740 

0.573 

0.299 

0.458 

0.878 

.681 

0..525 

0.272 

0.37 

Oilseeds 

0.768 

0.578 

0.399 

0.178 

0.389 

0 675 

0.4K8 

0.320 

0.122 

0.23 

Vegetables 0.742 

0.568 

0.408 

0.194 

0.385 

0.669 

0.487 

0.3.37 

0 1.52 

0.25 

Fruits 

0.826 

0.661 

0.524 

0.293 

0.442 

0.782 

0.610 

0.499 

0 293 

0.36 

Meat 

I.I36 

1.007 

0.887 

0.600 

0.848 

1.076 

0.880 

0.755 

0 489 

0.63 

Sugar 

0.369 

0.234 

0.125 

0.025 

0.1.33 

0.350 

0.199 

0.088 

-.013 

0.05 

OFood 

1.241 

1.107 

0.996 

0.7.39 

0.945 

1.198 

0 979 

0.868 

0.585 

0.69 

Non Food 

2.547 

2.634 

2..50S 

1.998 

2.251 

2.488 

2.338 

2.160 

1.757 

1.87 

Uncompensated own price elasticities 
Rice -.472 - 360 -.245 

-.1.33 

-.282 

-.464 

-.402 

-302 

-205 

-.28 

Wheal 

-.400 

-.317 

-.227 

-.140 

-.242 

-.319 

-.312 

-.216 

- 143 

-.21 

Ccer 

-389 

-.308 

-.214 

-III 

-.286 

-.451 

-.392 

-.281 

-.166 

-.30 

Pulses 

-.775 

-.686 

-.545 

-.334 

-.524 

-.784 

-.738 

-..597 

-.406 

-.51 

Milk 

-.897 

-.838 

-.727 

-.510 

-.636 

-.894 

-870 

-.777 

-.605 

-.66 

Oilseeds 

-.832 

-.740 

-.600 

-.386 

-.567 

-.798 

-.757 

-.622 

-422 

-.52 

VegcUibles 

-.826 

-.747 

-.618 

-.415 

-.601 

-.803 

-.762 

-.640 

-.475 

-.56 

Fruits 

-.872 

-.805 

-.703 

-.520 

-.641 

-.856 

-.845 

-.767 

-.640 

-.68 

Meat 

-.962 

-.945 

-.912 

-.806 

-.879 

-.950 

-950 

-917 

-.8.54 

-.88 

Sugar 

-.686 

-.572 

-.424 

-.237 

-.405 

-.681 

-.622 

-.477 

-.288 

-.39 

OFood 

-.995 

-.990 

-.975 

-.942 

-.967 

-.993 

-.990 

-985 

-957 

-.96 

Non Food 

-1.32 

-I.3S 

-I..30 

-1.18 

-1.241 

-1.31 

-I..35 

-1 .31 

-1.21 

-1,23 


Nour. I: Very poor. II: moderately poor. Ill: non-poor low, IV: non-poor high. 

The elasticities for each expenditure group for rural and urban areas arc derived a.s th 
weighted average of the elasticities of the regions The ratio of the consumption of it 
region to the aggregate consumption of all regions for each expenditure class in the rura 
urban uieas is used as weight. Similarly aggregated etasiiciiics for rural and urban orei: 
have been derived ns the weighted average of the elasiiciiies of the expenditure group; 


Appendix 2; Projections of Population (million) by Expenditure Groups 

(Milliot 


Year 

Very 

Poor 

Moderately 

Poor 

Non-Poor 

Lower 

Non-Poor 

High 

All 

Groups 

Rural 






1987 

158.33 

I20..33 

168.29 

138 60 

585.55 


(0.27) 

(0.21) 

(0.29) 

(0.24) 


1991 

146.79 

122.45 

184.68 

17.3 39 

627.3! 


(0.23) 

(0.20) 

(U.29) 

(0.28) 


1995 

132.54 

123 96 

202.00 

211.92 

670 4/ 


(0.20) 

(0.18) 

(0.30) 

(0 32) 


2000 

11.3.35 

121.11 

218.93 

272 26 

725 65 


(0.16) 

(0.17) 

(0.30) 

(0.37) 


2010 

72.11 . 

102.09 

2.32.88 

432.44 

839.52 


(0.09) 

(0.12) 

(0.28) 

(0.51) 


Urban 






1987 

28.67 

27.42 

50.85 

83 07 

190.01 


(0.15) , 

(0.14) 

(0.26) 

(0,49) 


1991 

26.78 

27.88 

.55 68 

106 67 

217.01 


(0.12) 

(0.13) 

(0.26) 

(0A9) 


1995 

2.3.32 

27.44 

59.79 

1.32 90 

243.45 


(0.10) 

(0.11) 

(0.24) 

(0 55) 


2000 

18.93 

25.49 

62.05 

172.36 

278.83 


(0.07) 

. (0.09) 

(0.22) 

(0.62) 


. 2010 

10.46 

18.57 

.57.67 

273.95 

360.58 


(003) 

(0.05) 

(0.16) 

(0.76) 



Saurcf Radhakrishna and Ravi (1990). Figures in parenihescs are the shore of total population. 
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to enlarge the efforts for promoting available 
dry land technologies. increa.sing the stock 
of this knowledge, and removing pro- 
irrigation biases in public investment and 
expenditure, as well as credit Hows, for 
technology-based agricultural growth. 
Research problems in rainfed unfavourable 
ecosystems and breaking of the current 
irrigated yield ceiling are more complex and 
challenging. To make headway on them will 
require mobilising the best of science and 
the best of scientists in national agricultural 
systems through partnership research. 

Phosphorus deficiency is now the most 
widespread soil fertility problem in both 
irrigated and unirrigated plots in the country 
[Kumar and Desai 1995). Correcting the 
distortion in relative prices of primary 
fertilisers could help correct the imbalances 
in the use of primary plant nutrients - 
nitrogen, phosphorus, and potash. Recent 
initiatives taken by the goverenment to 
remove such imbalances in fertiliser use arc 
a welcome move. To improve efficiency of 
fertiliser use, what is really needed is 
enhanced location-specific research on 
efficient fertiliser practices (such as balanced 
use of nutrients, correct timing and placement 
of fertilisers, and, wherever necessary, use 
of micronutrients and soil amendments), 
improvement in extension services, 
development of improved fertiliser supply 
and distribution systems, and development 
of physical and institutional infrastructure 
[Desai 1986). 

The scope for influencing long run 
productivity growth through manipulation 
of crop prices is limited. Reforms of trade 
and macro-economic policy are needed to 
encourage long-term investment and 
technological change in agricultural sector. 
The increasing complexity of production 


environment demands efficient information 
dissemination and training in the use of 
modem technologies. For this, the extension 
strategies need to be reoriented to .stimulate 
and encourage both top-down and bottom- 
up flow of information between farmers, ex¬ 
tension workers and research scientists to 
promote the generation, adoption and evalu¬ 
ation of location-specific farm technologies. 

Creating infrastmeture in less developed 
areas. Watershed development for raising 
yields of rainfed crops, widening of seed 
revolution to cover oilseeds, pulses, fruits 
and vegetables, improvement of agricultural 
credit, and technological upgradationof post¬ 
harvest handling are areas which need more 
attention. 

Notes 

[The paper is drawn from the study 'Food and 
Nulntion Security Issues’ conducted under the 
Centre of \dvanced Studies, Division of 
Agricultural Economics, Indian Agricultural 
Research Institute, New Delhi-110012. The 
authors gratefully acknowledge the help and 
guidance of K B Singh, lARI, D Jha, NCAP, and 
S L Mehta, ICAR, New Delhi. An earlier version 
of the paper was presented in the National Seminar 
on Agricultural Development Perspective for the 
Ninth Five-Year Plan organised by Indian Institute 
of Management, Ahmedabad.] 

1 The expenditure strata, four for the rural and 
four for Ihc urban, are formed on the basis 
of Ihc poverty lines adopted by the Planning 
Commis.sion. Based on the expenditure 
classes ot NSS, persons below 7.^ per cent 
of the poverty line are defined a.s very poor, 
between 75 per cent and poverty line as 
moderately poor, between poverty line and 
150 per cent of the poverty line ns non-poor 
lower, and ex-penditure classes above 150 
per cent of poverty line a.s non-poor higher 
Per capita expenditure is taken as a proxy 


for income and these terms are used 
interchangeably in the study. 

2 In addition to urbanisation and economic 
status, consumption pattern is also influenced 
by region. Rice is the main staple food in 
eastern and southern regions. Wheat is the 
main staple food in western and northern 
regions. Sorghum is the second staple cereal 
in western and southern regions. Demand 
parameter estimates may vary by region, 
urbanisation and income group. Thus, for 
the purpose of analysis, slale-wi.se qnie series 
data were aggregated into four regions, 
namely, eastern region covering the states 
of Assam, Bihar, Orissa and West Bengal; 
northern region which includes Haiyona, 
Punjab. Uttar Pradesh. Himachal Pradesh 
and Jammu and Kashmir; western region 
covering Gujarat, Maharashtra, Madhya 
Pradesh and Rajasthan; and southern region 
covering Andhra Prade.sh, Tamil Nadu, 
Karnataka and Kerala. 

3 Major part of the wasted grains are fed to 
livestock. Feed requirements are calculated 
by converting the livestock products intO' 
Livcslock Output Unit (LOU) and using the 
feeding ratio per unit of LOU. The major pan 
of the incut other than chicken is a by¬ 
product of the livestock industry Even with 
regards to chicken meat, not more than half 
is broilers which are fed the concentrates 
The remaining half is irnm Ihe culled layers 
which again is a by product. 

4 Non-household demand is estimated at 11 - 
12 per cent of human demand for foodgrains 
or 10-11 per cent ot the projected gro.s.s 
output [Kumar ctal 1996). These estimates 

■ are close lo the allowances (12.5 per ccni 
of foodgrains piodiiction) used by the 
ministry of agriculture, government of India 
(GDI) while computing the availability ol 
foodgrains for human consumption 
Following the norms of GOI. the grossing 
factor used is 1.082 for rice. I 138 for wheat, 
1.422 for coarse cereals, and 1.143 for total 
cereals, pulses and total fondgraim; to account 
for non-household demand. Thus, non- 
household demand works out to 18 ml and 
29 mtin 2001-02 and 2006-07, respectively 
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Awfndix 3: Ci xssinrATioN or Low Yiia anii High Yield States by Crop 


Crop 

Low Yield Stales 

High Yield States 

Paddy 

WB. UP, MP, BH. OR. AS. MH, GJ, KR 

AP.TN.PB.KN. HY 

Wheal 

Coarse 

UP. MP. RJ. BH. MH, GJ, HP. WB 

PB.HY 

cereals 

MH, RJ.GJ, HY.OR 

KN. UP. MP. AP, TN. BH, HP. JK 

Jowar 

MH. KN, MP. AP, RJ. UP. GJ 

TN 

Bajro 

RJ. KN 

MH.GJ.UP.HY,TN, MP.AP 

Maixe 

UP, RJ. MP, BH. GJ. JK, MH'oR 

KN, AP, HP. PB 

Pulsc.s 

Gram 

MP, RJ, MH, AP. KN, BH. CIJ. OR. TN. WB 
MP, RJ. UP, MH, HY. KN, BH. GJ, AP 

UP. HY 

Arhar 

MH, MP. GJ. KN, AP, OR. TN 

UP, BH. HY 

Oilseeds 

MP. AP. Rl, GJ. lip, KN. MH. WB, OR. A.S 

TN. HV 

Groundnut 
Rapeseed and 

AP, GJ. KN. MH. MP, RJ. UP. OR 

TN 

mustard 

RJ. UP. MP, WB. AS, BH 

HY, GJ. PB 

Soybean 

- 

MP, MH. RJ, UP 

Cotton 

MH. GJ. AP. RJ, MP. TN 

PB, HY 

Sugarcane 

UP, AP. GJ, BH. HY. PB. MP, AS 

MH. KN. TN 


Notes. AF Andhra Pradesh. AS: Assam. BH: Bihar. GJ Gujarat, HY. Haryana, HP. Himachal 
Pradesh, JK: Jamimi and Kashmir, KN: Karnataka, KR: Kerala, MP: Madhya Pradesh, MH: 
Maharashtra, OR- Orissa, PB: Punjab. RJ: Rajasthan, TN- Tamil Nadu, UP- Uttar Pradesh, 
WB West Bengal 
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Public Distribution System, Food Subsidy and 

Production Incentives 


P S George 

The public distribution system (Pl)S) in India has close links with food security for the vulnerable segments of 
the population, budgetary support for food subsidy and the price policy. This paper reviews some aspects of the 
operation of the PDS and raises some policy issues with regard to scope and coverage ofPDS, production incentives 
to farmers, and the amount of food subsidy. 


I 

Introduction 

THROUGH state interventions in the 
ftKxIgrain markets have been in existence in 
India for a long time.' extensive use of this 
mechanism has been adopted from the second 
world war period IGeorge 198(t; Knight 
1954]. A public distribution system that 
regulated the movement of toixigrains from 
the surplus pnxluctiun states to deficit states 
formed one of the core elements of the food 
management system.^ Over the years there 
has been a miinbcr of attempts to modify 
the scope and coverage of the public 
distribution system (PDS). V/hile price 
stability for the consumers in urban and 
major food deficit areas was the focus in the 
early years of planned development, some 
form of equitable distribution was also 
envisaged as the objective in the subsequent 
plan periods. Thus, the Seventh Plan has 
specified that the PDS will be a permanent 
feature of the strategy to control price, reduce 
price fluctuations and achieve an equitable 
distribution of essential goods (Vcnugopal 
1992). The procurement operations and 
distribution through the PDS outlets in vol ved 
a certain amount of government subsidy. 
Further, procurement was somewhat linked 
with the policy of providing a minimum 
support price to the farmers. Thus, the pubi ic 
distribution system in India has close links 
with food security foi the vulnerable 
segments ot the population, budgetary 
support tor food subsidy and price policy. 
This paper attempts to review some aspects 
of the operations of the public distribution 
system in India and to raise a few policy 
issues for further consideration. 

II 

Some Basic Indicators 

IVends in production, net availability and 
procurement of fondgrains in India indicate 
certain bniad patterns. AsindicatedinTahlcs 
I and A1. between 1951 and 1995, production 
of foodgrains in India has increased from 
48.1 million tonnes to 167.2 million tonnes. 
Net availability of foodgrains, obtained by 
making adjustments for net imports and 
government stocks, indicates that during 
this period it has increased from 52.4 million 
tonnes to 167.8 million tonnes. Procurement 


of foodgrains had been somewhat negligible 
until mid-1960s and then it has increased 
from 4 million tonnes in 1965 to about 28 
million tonnes in 1993. The growth rate of 
procurement volume has exceeded the 
growth rate of production, so that the share 
of procurement in production has increased 
from 5 per cent in 1965 to 17.8 per cent in 
1993 before it dropped to 13.5 per cent in 
1995. The offtake from the PDS has recorded 
a gradual increase from 1.3 million tonnes 
in 1955 to a maximum level of 20.8 million 
tonnes in 1991. Except for 1966 and 1967 
when the PDS offtake was about 19 per cent 
of the total availability, throughout the past 
25 years. PDS accounted for about 10 to 14 
percent of the total availability of foodgrains. 

Ill 

Procurement 

Procurement of foodgrains directly from 
the farmers or from intermediaries such as 
traders or millers was taken up either under 
the support price obligations or to meet the 
requirements of the PDS. Most of the 
procurement operations until mid-1960s was 
to meet the PDS requirements, and this was 
not vigorously followed up when foodgrains 


were available through the PL 480 imports. 
However, with the commitment to provide 
a minimum support price to the farmers and 
the establishment of she Food Corporation 
of India, procurement efforts arc vigorously 
followed. A review of the procurement experi¬ 
ence indicates the following tendencies. 

(a) The volume of procurement has 
increased from l.l million tonnes in 1963-64 
to about 27 million tonnes in 1993-94. As 
indicated earlier, procurement volume 
accounted for about 10-12 per cent of total 
production up to the 1980s, and it has further 
gone up to about 18 per cent in the 1990s. 

(b) While rice accounted for most of the 
procurement up to mid-1960s, the share of 
wheat in the total procurement increased 
substantially from late 1960s so that the 
share of rice and wheat remained more or 
less the same during the 1970s and 1980s. 
However, there is a slight improvement in 
the share of rice in the 1990s. In terms of 
the share of procurement in the production 
of each crop, a higher percentage of wheat 
production was procured by government 
agencies in comparison to the share of rice. 

(c) In terms of regional contributions, 
over the years Punjab has emerged as the 
major contributor of both rice and wheat. 


Table 1; Proouction, PRiK'UREMEN'r and Pubuc Distribution 

(Milium tonnes) 



1951 

19.55 

1965 

1966 

1971 1981 

1991 1993 

1995 

Net production 

48.1 

61.9 

78.2 

63.3 

94.9 113.4 

154.3 1.57.5 

167.2 

Net availability 

52.4 

73.2 

84.6 

73.5 

94.3 114.3 

158.6 149.8 

167.8 

Procurement 

3.8 

1.3 

4.0 

4.0 

8.9 13.0 

19.6 28.0 

22.5 

Public distribution 

8.0 

1.6 

10.1 

14.1 

7.8 13.0 

20.8 16.4 

1,5.3 

Table 2: Share of States in Rice and Wheat Procurement 

(Per cent) 


1970-71 

1975-76 

1981-82 

1985-86 

1990-91 1993-94 

Rice 

Andhra Prod, ih 

14.6 

24.8 


15.0 

15.9 

26.4 

28.0 

Haryana 

7.9 

7.3 


12.0 

10.5 

8.4 

8.8 

Madhya Pradesh 

17.9 

4.0 


5.0 

5.8 

5.0 

5.6 

Orissa 

8.0 

1.4 


1.8 

1.4 

2 1 

2.7 

Punjab 

16.4 

25 6 


42.4 

42 7 

38.8 

.38 5 

Tamil Nadu 

3.7 

11.6 


7.9 

9.6 

7.1 

4.1 

Uttar Pradesh 

8.1 

7.5 


10.0 

10.8 

10.7 

9.1 

West Bengal 

8.3 

5.9 


0.7 

0.7 

0.8 

l.l 

Wheat 

Haryana 

13.9 

10.7 


16.3 

22.6 

23 6 

26.9 

Punjab 

57.6 

58.3 


62.9 

62.6 

71.5 

50.6 

Uimr Pradesh 

22.4 

19.5 


17.9 

15.5 

48 

16.6 


Source: Cenuv for Monitoring Indian Economy, India’s Agricultural Sector. September 1995, p .38 
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i>uiijab accounted for about 40 per cent 
if Ae total rice procurement and about 
SO per cent of the wheat procurement 
Table 2). 


rABLE 3; Cost op Production and Procurement 
Price for Wheat and Paddy in Punjab 

(Ks/quintal) 


Vear 

Wheat 

Paddy 

Cost of 
Produc¬ 
tion 

Procure¬ 

ment 

Price 

Cost of Procute- 
Produc- mem 
tion Pnee 

1982-83 

125.2 

151 

103.9 

122 

1983-84 

137.5 

152 

122.3 

132 

1984-85 

136.3 

157 

137.0 

1.37 

1985-86 

129.3 

162 

125.7 

142 

1986-87 

151.5 

166 

129.2 

146 

1987-88 

139.9 

173 

149.2 

1.50 

1988-89 

150.0 

183 

159.6 

160 

1989-90 

164.2 

215 

147.2 

185 

1990-91 

190.8 

225 

194.7 

205 

1991-92 

210.4 

275 


230 


iourcf. Centre for Monitoring Indian Economy, 
India's Agricultural Sector, September 
IV95. pp 33 and 35. 


Table 4: Allocation and OirrAKE under PDS 
(Million tonnes} 


Wheat _Rice 


Year 

Allo¬ 

cation 

Offlidee 

Allo¬ 

cation 

Oflmkc 

1990-91 

9..50 

7.08 

9.61 

87 

1991-92 

10 36 

8.79 

11.36 

9 95 

1992-93 

9.24 

7.47 

11.48 

9.55 

1993-94 

9.56 

5.86 

12.41 

8.81 

1994-95 

10 80 

4.83 

13.32 

8.00 


Source Government of India, /Economic .Survey 
1995-96. 


’I ABLE 5 Issue Price of Ricf and Wheat 

(Rs/qumUll) 


_ Rice _Wheat 

Common Fine Superfine 


1989 

244 

304 

325 

204 

1990 

289 

349 

370 

234 

1991 

Ml 

437 

458 

280 

1993 

437 

497 

518 

330 

1994 

537 

617 

648 

402 

Percentage 

income 

120 

!03 

99 

97 


Stiurre: Centre for Monitoring Indian Economy, 
India’s Agricultural Sector, .September 
I9V5, p 37. 


(d) Procurement methods have undergone 
various changes over time. While there had 
been levy on farmers, traders and millers, 
and also movement restrictions during certain 
periods, now most of these restrictions are 
somewhat relaxed. In view of the restrictions, 
sometimes the procurement sy.stem has been 
characterised as coercive (Dantwala 1993]. 
However, as Dantwala has pointed out, there 
is no coercion for wheat purchase, but the 
levy on rice millers and traders had some 
element of coercion. 

(e) Procurement price: While in the early 
years the support prices and procurement 
prices were announced separately, of late the 
distinction between these two prices has 
disappeared so that the procurement price 
decisions are often influenced by the farm 
lobbies of the surplus states [Radhakrishna 
and Rao 1994; also Mitra 1978, Raj Kri.shna 
and Ray Chaudhari 1980]. A comparison of 
the procurement price and cost of production 
of wheat and paddy in Punjab (Table 3) 
indicates that the procurement price has 
provided adequate guarantee of returns over 
cost to the farmers. In the early years of the 
green revolution, the margin lietwecn the 
procurement price and cost of production of 
wheat was more favourable to the farmers 
than the corresponding margin for rice. 
However, with greater adoption of high 
yielding varieties of paddy the difference in 
the margin between paddy and wheat has 
somewhat narrowed down. 

(0 Dantwala has analysed the contention 
that procurement at below market price 
amounts to indirect taxation on farmers. 
According to him. the procurement system 
followed for wheat has arrested the decline 
in prices below the support price level. In 
the case of rice, when certain quantity is 
withdrawn from the market as levy, the 
market price for the remaining quantities 
would be higher than the open market price 
in the absence of levy. The weighted price 
of levy rice and open market price under 
levy was expected to be higher than the open 
market price in the absence of levy 
[Radhakrishnaand Indrakant 1987; Subbarao 
1978). Thus, there is a strong view that 
procurement price did not provide any 
disincentive (or the farmers. Further, there 


Tabie 6: Central Pool Stocks op Rice and Wheat 

(Milium tonnes) 


Beginning of months 

Wheal 

Rice 

Total 

lanuBiy Minimum norm 

7.7 

7.7 

1.5.4 

Actual 1992 

5.3 

8.6 

1.3.9 

199.3 

3.3 

8.5 

11.8 

1994 

10.8 

112 

22.0 

1995 

12.9 

172 

30.1 

1996 

13.1 

115 

24.6 

luly Minimum norm 

13.1 

9.2 

22.3 

Actual 1992 

6.5 

7.4 

13.9 

199.3 

14.9 

9.3 

24.2 

1994 

17.5 

13.3 

30.7 

1995 

19.2 

16.4 

35.6 


Souice: Bcononuc Survey. 1995-96. p 86. 


is a view that the guaranteed favourable 
price level has improved the adoption proccs 
of new technology which in turn ha 
contributed to .substantial growth in thi 
private investment in acriciilturc ITyag 
1990). The relatively high .sca.sonai prici 
stability has also changed the seasonal patten 
of maiket arrivals. 


IV 

Food Distribution 

Foodgrains arc distributed through i 
network of fair price shops spread all ove 
the country. It was visualised that a fair price 
shop should be available for 2000 iiersons 
In I99S there were about 433 thousand fai 
price shops of which about 330 thousani 
were located in the rural areas. The area 
covered by the Revamped Public Distributioi 
Scheme (RPDSi initiated in 1992 with i 
coverage of about 17.50 blocks account fo 
about 102 thousand fair price shops. 

The quantities supplied through the PD! 
outlets remained below S million tonnes u| 
to 1963, and it had gone up to 14 millioi 
tonnes by mid-1960s. TTiroughout the 1970 
the quantities remained around 10 millioi 
tonnes, and during the 1980s. the averag 
was around 16 million tonnes. The offlaki 
from the PDS outlets reached a peak leve 
of 20.8 million tonnes in 1991 and then i 
has somewhat declined to about 15 millioi 
tonnes in 1995 The lollowing observation 
can be made about offtake from the PDS 

(a) During the last few years, the allocatioi 
to the states for distribulioii through PD! 
has been around 11-12 million tonnes of ric 
and 9-10 million tonnes of wheal. Howevei 
from 1992-93 onwards, the of'ttakc indicatei 
a decline. Between wheat and rice the declin 
in offtake was more pronounced for whe: 
than for ncc. The data relating to allocatio 
and offtake ol nee and wheat for the la: 
five years are available in Table 4. 

(b) Studies on PDS olllakc have indicate 
that ot flake was influenced by uvailabiiit 
factors and the pnee diltcicntial lietwee 
open market pnccand PDS pric" (seeGeorg 
1983]. During the 1990s, pnaluction c 
foodgrain has been somewhat stable. Is m 
pnee of rice and wheat had been revised foi 
times between 1990 and 1994 with the resu 
that the 1994 pnee level was more than doubl 
the pnee in 1989 for rice and nearly doubl 
the 1989 level (or .superfine ncc and wheat 

The frequent increase in the issue pric 
has nai rowed the gap between the ope 
market price and the price charged ft 
supplies through PD.S. This narrowing pric 
differential together with easy access in th 
open market might have mtlucnced the kn 
offtake. 

(c) With increased procurement an 
reduced olliake from the PDS the foodgrai 
stock in the central pool has reached 
somewhat high level. The shift in the season; 
pattern of market am vals has al.so transferre 







I some amount of -stocks from the farm level 
: to the government procurement agencies. 
The stock level in July 1995 was 35.6 million 
tonnes (16.4 million tonnes of rice and 19.2 
million tonnes of wheat). While the actual 
stock of wheat and rice had been below the 
minimum norms for most periods up to April 
1993, during the subsequent periods, the 


TABiit 7- Annual Cf«T of Food Subsidy 

(Rf 1 ‘mre) 


Year 

Consumer 

Subsidy 

Cost of 
Buffer Stock 

Total 

1972-73 



117 

1973-74 



2.50 

1974-75 



272 

1977-78 

300 

263 

563 

1980-81 

486 

176 

662 

1985-86 

1.373 

518 

1891 

1989-90 

1774 

167 

1941 

1990-91 

2071 

476 

2547 

1991-92 

2892 

433 

3325 

1992-93 

3583 

397 

3980 

1993-94 

3175 

1245 

4420 

1994-95 



5100 

1995-96 



52.50 


Table 8: Rate of Consumer Subsidy 

(Rs per tonne) 


Year 

Wheal 

Domestic 

Imported 

Rice 

Domestic 

1973-74 

165.9 

587.1 

-19.5 

1974-75 

169 

533.3 

- 53 7 

1975-76 

107 4 

408.2 

-81.5 

1976-/7 

116 8 

420.5 

-73.2 

1977-78 

316 3 


92 1 

1978-79 

327.2 


190.6 

1979-80 

281.4 


177.1 

1980-81 

402 1) 


.340.3 

1983-84 

307.2 


408 3 

1984-85 

313 4 


458.7 

1989-90 

HK>9.0 


1242.0 

1990-91 

1165.0 


1275 0 

1991 92 

1391 0 


1315 0 

1992-93 

2281 0 


1667 0 

1993-94 

1761.0 


1647 0 


Source: FCI is’ports 


actual stock had been far above the minimum 
requirements, 

A number of measures .such as release of 
subsidised wheat to Modern Food Industries 
India for supply of bread at reduced prices, 
supply of subsidised food grains to hostels 
mainly occupied by backward categories, 
mid-day meals scheme fur the benefit of 
students enrolled in primary schools, and 
open market sale of wheat and rice by the 
Food Corporation of India were initiated 
during 1994 and 1995. in spite of these 
measures, the stock position continued to be 
well above the required minimum level. 

(d) The major criticisms of the distribution 
system relate to three aspects; (I) there is 
a sectoral bias towards urban areas; (2) there 
is a regional bias: and (3) the leakage in the 
system introduces class bias especially when 
it docs not provide food security for the poor 
class. From a historical point of view, it is 
true that inthe I960sand i970s, the coverage 
ol PDS was largely confined to major cities 
and a few slates. However, using data 
available from the 42 round of NSS, Dev 
and Suryanarayana (1991) have indicated 
that for most of the states, with the exception 
of West Bengal, the urban bias may not be 
pr&scnt. Based on certain criteria they have 
concluded that the PDS is rural biased at the 
all-India level for rice and coarse cereals. 
On the question of protecting the poor, both 
in the rural and urban areas the poor depended 
on the open market for a large share of their 
foodgrain purchases than the PDS. Further, 
there was no significant variation in the level 
of dependence on the PDS among the 
different income groups. Other studies also 
have concluded that a larger share of the 
benefits from the PDS accrues to the upper 
income groups [see for example Jha 1991]. 
However, in the absence of adequate 
empirical basis regarding the outcome of the 
efforts made on targeting the PDS to the 
backward regions and poorer segments of 
the population, it is rather difficult to judge 
if die situation has improved or not 


V 

Food Subsidy 

The food subsidy has two components - 
one representing the consumer subsidy and 
the other relating to the cost of carrying 
buffer stock. The government of India fixes 
the procurement and issue prices of 
foodgrains handled by the Food Corporation 
of India. Often the difference between these 
two prices is not sufficient to meet the 
handling cost of the Corporation, and 
therefore the government reimburses the 
difference between the economic cost and 
the issue price to the FCI as consumer subsidy. 
The Corporation also maintains the buffer 
stock of foodgrains and the government 
reimburses the buffer stock carrying cost to 
the Corixiration. 

During 1972-73 the total food subsidy 
was Rs 117 crores which has increa-sed to 
Rs 662 crores by 1980-81. From the 1980s 
the amount of subsidy has gone up at a rapid 
rate to Rs 5,250 by 1995-96. During the 
1970s con.sumcr subsidy accounted for about 
55 per cent of the food subsidy. However, 
during the 1980s. the share of consumer 
subsidy in the total food subsidy has gradually 
increa.scd up to 90 per cent by 1989-90. 
However, by 1993-94, the cost of bullcr 
stock operation has also increased so that 
the share of consumer subsidy in the food 
subsidy has declined to about 72 per cent 
(Table 7). 

The total consumer subsidy depends on 
thequantity of foodgrains distributed through 
the PDS and the rale of subsidy which in 
turn IS determined by procurement price, 
handling charges ol the Food Corporation 
of India and the issue price. It was already 
pointed out that the offtake from the PD.S 
has witnes.scd a gradual increase dunng the 
1980.S. Until mid-1960s, the consumer 
subsidy was niairly incuried on wheat only 
and subsequently the subsidy was incurred 
on both rice and wheat. Throughout the 
1970.S the rate of consumer subsidy on wheal 
was more than the subsidy rate for rice, and 
in the 1980s the position was reversed. 
However, during the 1990s, the rate of 
consumer subsidy on wheat has again crossed 
the rice subsidy rate (Table 8). 

The rate of consumer subsidy is influenced 
by procurement price, handling charges and 
issue price. The pattern of changes in the 
procurement price and issue price have been 
already indicated. The handling charges 
include the procurement cost and the 
distribution cost. Thechanges in the handling 
cost indicate that it has gone up from Rs 
145.7 per tonne during 1974-75 to about Rs 
1,100 per tonne during 1989-90 and to about 
Rs 1',8{K1 per tonne in 1993-94. The break¬ 
up of the handling charges between 
procurement cost and distribution cost for 
1989-90 to 1993-94 is available in Table 9. 

The cost of carrying buffer slock is 
inlluenced by the size of buifer stuck and 


Table 9: Procurement and Distribution Cost 

(Rs tonne) 



1989-90 

1990-91 

1991-92 

1992-9.3 


1993-94 

Procurement co.st 








Wheat 

318 

415 


418 

473 


521 

Paddy 

373 

439 


5.56 

551 


728 

Distnbulion cost 








(Rice and wheat) 

763 

875 


919 

1124 


1210 

Source: FCI Annual Reports. 








Table 10' Co.st of Carrying .Stock 











(Rs tonne) 

1975-76 1989-90 1990-91 

1991-92 1992-93 

1993-94 

Storage charge 

38 

299 

210 

243 


340 

243 

Handling exfienses 

12 

58 

63 

72 


89 

80 

Storage loss 

38 

2.3 

34 

62 


40 

55 

AdmmisU'utivc overhead 

50 

61 

61 

56 


93 

82 

Interest charges 

151 

86 

270 

343 


368 

6.30 


Souri e. FCI Annual Reports. 


. 1 - 1 . 
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the charges for various items such as storage, 
handling, interest on capital, administrative 
overheads and storage loss. An analysi.s of 
the cost incurred on these items indicate that 
interest on capital accounted for the major 
share of the cost of carrying stock and (he 
storage charge was the next important item 
(Table 10). 

Policy ls.stiivs 

The brief review of the PDS indicates a 
number of policy issues for further 
consideration. In the absence of caretul 
studies on some of these aspects, here it is 
proposed only to raise some of these aspects 
for further discussion, rather than specify i ng 
a preferred policy alternative, l-'or 
convenience, the various policy issues are 
grouped under three broad categories ot 
PDS coverage, production incentives and 
food subsidy. 

CoVERAtir. 

The policy siaiemcnis on PDS coveuge 
are essentially based on the assumed rule 
attributed to it. Often the coverage related 
roles attributed to PDS include food security, 
avoiding distress purchases, equity in 
distnhution with lespcctioincomeincqiiality 
and regional incciualities. Depending on the 
six’cific roles atti ibuted by the analysts, there 
have been diflermg views on the relative 
success or failure ot PDS. Thc.se obscrvaiions 
relate to tlic iuitilnieiit ot the main objective 
of providing food security to the poor, 
inherent urban-bias, leakage to the non-|)(Mir 
and interstate variations in the coverage of 
population below the poverty line |scc 
Dantwala I‘193; Tyagi 1990; Dev and 
Suiyanurayaiia 1991; Jha 1991; George 
1979). Tlic adequacy or othci'wisc ot the 
offtake from PDS can be determined only 
after clanfying the objective of the PDS and 
estimating the desired offtake to fulfil this 
objective. Therefore mere observations based 
on increase or reduction in offtake at a given 
period cannot be interpreted as fulfilment or 
olheiwisc of the PDS objective. Based on 
various considertitioiis often it has been 
suggested that the scope and cover.igc of 
PDS should be limited to providing food 
secunty to the vulnerable segments of the 
population. If this suggestion has to be 
followed up through specific measures, it is 
important to identify the target gioup, 
determine the quality cntit'cd by each 
household, specify the consumer price level 
and evolve measures for minimising Icak-agcs 
of both types (similar to type 1 and type 2 
criors in the tc.sting hypothesis). It the 
objective of the PDS is specified in iclalion 
to a specific target group, issues such as 
rural-urban bias or rich-poor bias may turn 
out to be non-significant since the 
performance will Ire judged against tulfilmcni 
of the target. However, irrespective of how 
the target is defined, there arc still valid 
policy questions relating to specification of 


the mode and mechanism for serving the 
target group and minimisation of the 
leakages. The measures suggested for 
achieving these include linking up PDS with 
food for works programme, limiting the 
supplies to eoarse/inferior quality grains, 
restricting distribution in backward regions, 
and public participation in identification and 
distribution of food. Yet another altemaiive 
suggestion relates to dismantling the whole 
distribution mechanism and providing 
entitlement to the target group through food 
stamps along the pattern followed in some 
countries. 


PRODuenoN Incentivbs 

The PDS, as operated in India, has 
procurement as an important component. It 
was visualised that a meaningful production 
programme should ensure a minimum 
support price to the larmers which becomes 
the flixir price during ttenods of bumper 
harvest. The support price, normally 
announced during the early part of the crop 
season was e.xpected to innuuiicc the farm 
level decisions regarding the allocation of 
land and other resources among different 
crops. After the harvest, the actual 


Tahle At- Nit AvAii.Aaii.irY, pKiXTiRi-MtNr and Pubuo DisTKiainiuN of Fixiinikains 


Year Net Production 
ot Faodgruin.s 
(Million Tonnes) 
(1) (2) 

Net Availability 
of Foodgrainst^ 
(Million Tonnes) 
(3) 

Procurcinenl 

(Million 

Tonnes) 

l4) 

Public Dislri- 
biition tMillion 
Tonnes)# 

(5) 

r ol 4 a.s 
Per ('em 
of Col 2 
(6) 

Col 5 as 
Per Cent 
of Col 3 
(7) 

1951 

48.1 

‘sfa 

3l! 

8 0 

7.6 

15.3 

1952 

48 7 

.52 0 

3 5 

68 

7.2 

n 1 

1953 

.S4.I 

56.6 

2 1 

4.6 

.1,9 

8 1 

1954 

63.3 

63.9 

1 4 

2 2 

22 

3.4 

1955 

61.9 

63 2 

1.3 

1 6 

2 1 

25 

1956 

60.7 

62 6 

Ncg 

2.1 

Neg 

3 4 

19.57 

63 4 

66.2 

0 3 

.1 1 

0 5 

47 

1958 

.58 3 

61 X 

0 5 

4 0 

0 9 

6.5 

1959 

69 0 

72.3 

1 8 

5 2 

2 6 

7.2 

1960 

67 5 

71.2 

1,3 

4 9 

1 9 

6.9 

1961 

72 0 

75 7 

0 5 

4 0 

0 7 

5 3 

1962 

72.1 

76.1 

0.5 

4 4 

0 7 

5.7 

1963 

70.1 

74 8 

0 8 

5 2 

i.l 

6 9 

1964 

706 

78.1 

I 4 

87 > 

2 0 

II 1 

1965 

78 2 

84.6 

4.0 

10 1 

5 2 

11.9 

1966 

6.1 1 

73.5 

4 0 

14 1 

6 t 

19 2 

1967 

65 0 

73 9 

4 5 

n.’ 

6 9 

17 8 

1%8 

8.t 2 

86 8 

68 

10 2 

82 

11.8 

1969 

82 3 

85.5 

6 4 

9 4 

7 8 

110 

1970 

87 1 

89 5 

6 7 

88 

7 7 

9.9 

1971 

94 9 

94 3 

8.9 

7 8 

9 1 

8.3 

1972 

92 0 

96 2 

7 7 

10.5 

8 1 

10.9 

1973 

84.9 

88.8 

84 

II 4 

9 9 

12.8 

1974 

91 6 

97.1 

5 6 

10 8 

62 

II 1 

1975 

87.4 

89.3 

96 

II 1 

10 9 

12.6 

1976 

105 9 

95 8 

128 

9 2 

12.1 

9.6 

1977 

97.1 

99.0 

9 9 

11.7 

10 0 

II.K 

1978 

110 6 

i 10.2 

II.1 

10 2 

10 0 

9.2 

1979 

115 4 

114 9 

13 8 

II 7 

12 0 

10.2 

1980 

96.0 

101.4 

11.2 

I.S 0 

II 6 

14.8 

1981 

1114 

114.3 

13 0 

1.1 0 

114 

114 

1982 

116 6 

llh.9 

15.4 

14.8 

112 

12.6 

1983 

in I 

1147 

15 6 

162 

13.7 

14 1 

1984 

1.1.1 ;i 

128 6 

187 

n 1 

14 0 

10.4 

1985 

127 4 

124 3 

20 1 

15 8 

15.8 

12.7 

19X6 

111.6 

133 8 

19 7 

17 1 

15 0 

12.9 

1987 

125 5 

134 8 

157 

187 

12 5 

13 8 

1988 

122 8 

1.30.8 

14 1 

1X6 

II 5 

14.2 

1989 

148 7 

147 2 

18 9 

16 4 

12 7 

III 

1990 

149 7 

144 8 

24.0 

16 0 

16 0 

II.O 

1991 

154 3 

158 6 

19 6 

20 8 

12.7 

13 1 

1992 

147 3 

148 4 

179 

18 K 

12 2 

127 

1993 

157 5 

149 8 

28 0 

16 4 

1/8 

10 9 

1994 

161 2 

1.54 2 

26.0 

14 0 

16.1 

9 1 

1995 

16. 2 

167 8 

22 5 

15.1 

135 

9 1 

Nines 

Ncg Negligible; Netuviulabilily 

-Nel production + Nctiin(M)ils 

cliiinges III govemincnt 


stocks, # includes quantities rclea.scd under the Food tor Work Prograiiiiiie during the years 
1978 to 1990. 

Production figures relate to agricultural year: I9SI figures correspond to I9S()-SI and so on. 
Figures fur piocureinent and public disinbtition relate to calendar yeais. 

Sources: I Ministry of Food. 2 Directorate of Hconomics and .Statistics, Deparlineni ot Agriculture and 
Co-npcraliun. 
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procurement price was expeciea to oe 
specified on the basis of various 
considerations. However, as mentioned 
earlier, the distinction between the support 
price and procurement price have been 
eliminated and for all practical purposes the 
procurement price in a given year is treated 
as the support price for the following year. 
Though there have been some disagreement 
regarding the adequacy of incentives and the 
inefficiencies in resource u.se, it is true that 
the procurement operations have provided 
some price incentives for farmers to enhance 
foodgrains production, especially through 
switchover to high yielding varieties [Schultz 
1968; Lipton 1975; Oantwala 1967; Parikh 
1992; Pursel and Gulati 1993 and Rao 1992]. 
Though there is a view that the coercive 
nature of procurement has intrtKluccd some 
loss of farm income, it is not possible to 
overlook the fact that market fluctuations in 
farm prices have been reduced, especially 
in the surplus states and this has in fact 
provided a certain degree of production 
incentive. However, there arc indications of 
a strung relationship between procurement 
price and market price, and that procurement 
operations beyond the PDS requirements 
have induced a transfer of a fotxl subsidy 
to the producers. In this context it is useful 
to analyse if the support price operations for 
providing production incentives should be 
directly linked up with the public distribution 
arrangements. TTiough the mutual depen¬ 
dence has certain advantages, it can be visua¬ 
lised that these two activities can be con¬ 
sidered in isolation. Further, the output price 
is only one of the production incentives, and 
from a policy perspective it can be considered 
along with other options such as input 
subsidy. Utilisation of the amount spent on 
food subsidy for infrastructure development 
(for example irngallon) is another suggested 
option for increased output. 

Food Subsidy 

As indicated earlier, the amount of food 
subsidy depends on a number of factors such 
as procurcment volume, PDS offtake, storage 
levels and efficiency, gap between issue 
price and procurement price, handling 
efficiency of the various organiitations and 
interest charges. In Ihccontcxt of general discus¬ 
sion on reduced food subsidy a number of 
suggestions have been made. These sugges¬ 
tions directly or indirectly involve one or 
more of the following measures: (1) restrict 
the volume handled through PDS by means 
of effective targeting and reduced leakages; 
(2) match the procurement, both in terms of 
commodity coinpo.sition and volume, with 
distribution targets so that storage levels can 
be controlled; (3) increase the efficiency of 
handling operations, especially the opera¬ 
tions of the Food Corporation of India. 

While all these suggestions are consistent 
with the available empirical evidence, the 
administrative and organi.sational mecha¬ 


nisms to implement inese suggesutms are 
somewhat elusive. In the absence of suitable 
machinery to implement these suggestions, 
it is rather difficult to visualise how food 
subsidy can be reduced while retaining the 
current mechanisms. In this connection it is 
useful to consider a functional separation of 
the various activities cuirottly handled in 
connection with the public distribution 
system. Though there are certain vital links 
among these functions, it is important to 
realise that the accountability and operational 
efficiency can be brought under meaningful 
control if they are separately managed by 
independent decision-making processes. The 
procurement operation under support price 
obligation and procurement for PDS are 
essentially two activities and it is improper 
to account the cost of maintaining support 
price as a food subsidy. While the quantities 
obtained under support price operations 
would definitely ease the procurement burden 
of the PDS organisation it is not necessary 
that these two should be exclusively tied up. 
If the procurement operation under support 
price obligations is handled independently, 
it will be po.ssible to judge the efficiency of 
the operation. It could also be possible to 
minimise the subsidy element in this opera¬ 
tion through a support price fund with contri¬ 
butions from both the government and the 
producers. Similarly the storage operation 
can be managed independently within the broad 
guidelines regarding the minimum storage 
requirements. The di.stribution agency may 
obtain the supplies from the procurement 
agency or from other sources at competitive 
prices. The bifurcation of these three func¬ 
tions under autonomous decision-making units 
would introduce some degree of efficiency 
and accountability. In order to implement 
this, it is not essential that the FCI should 
be dismantled, but it is important that theopera- 
tionsare reorganised and sufficient autonomy 
provided for each unit for independent 
decision-making within the broad policy 
framework. However, the bifurcation of the 
hinctions could take care of only the second 
and third set of measures mentioned above and 
the first measure regarding proper targeting 
should be handled simultaneously through 
effective administrative arrangements. 

Notes 

(Paper presented at the National Seminar on 
Agrtculiural Develcpment Perspective for 
the Ninth Fr'c-Year Plan, IIM, Ahniedahad, 
June 13-15. 1996] 

1 Anhasasirarecommendscffectivepublicaction 
through food subsidies as Ihe basic remedy for 
famines. The suggested measures include 
distribution of seed and fo<xl from the royal 
.store on concessional terms and food for work 
programmes for building forts, irrigation work, 
etc [Rangorajon 1992]. 

2 The other elements included a production 
strategy withemphosisonthc uscof new technology 
in areas of comparative advantage and a pnee 
support backed by food procurement operations. 


3 I lie wnoiesaie pnee inoex ot an a^cuiuirai 
committees has increased by 74 per cent during 
1989-90 to 1994-95. 

References 

Dantwala, M L (1967); ‘Incentives and 
Disincentives in Indian Agriculture’, Indian 
Journal rtf Agricultural &unomic.t, 17(2), 
April-June. 

- (1993); ‘Agricultural Policy; Prices and Public 

Distribution System; A Review'. Indian 
Journal of Agricultural Economics, 48(2), 
April-June, pp 173-86. 

Dev, S M and M H Suryonarayana (1991); ‘Is 
PDS Urban Biased and Pro-Rich, An 
Evaluation’, Economic and Political Weekly, 
26(4), October 12. pp 2357-66. 

George. P S (1979); Public Distribution of 
Firndgrainit in Kerala, Research Report No 
7. International Food Policy Research Institute, 
Washington, DC. 

-(1983): Government Interventions in f'oodgrain 
Markets, CM A Monograph 100, IIM, 
Ahmedabad. 

- (1988); 'Costs and Benefits of Food Subsidies 

in India’ in Pinstrup Anderson (ed). Food 
Sidtsidies in Developing Countries, John 
Hopkins University Prc.ss. Baltimore and 
I-ondon 

Government of India (1966): Economic Survey 
/ 995-96. New Delhi ' 

Gulati, A and P K Sharma (1990). ‘Prices. 
Procurement and Production; An Analysis of 
Wheat and Rice', Enmomic and Political 
Weekly. March 31 

Jho. Shikha (1991)- 'Consumer Subsidies in India; 
Is Targeting Effective', Discussion Paper No 
64, IGIDR, Bombay, 

Knight, H (19.54); Food Administration in India 
1939-47, Stanford University Press, Stanford. 

Lipton, M (1975); Urbanisationand Food Policy 
in Poor Couniries, Food Policy, Vol 1. 

Milra, A (1978); Terms of Trade and Class 
Relations, Frank Cass, London. 

Parikh, Kirit (1992); 'Food .Security. Issues and 
OptioiLs’, XXI International Conference of 
Agricultural Economics, August 22-.'’9, 
Tokyo. 

Pursset, G and A Gulati (1993): Liberalising 
Indian Agriculture: An Agenda for Reform, 
Policy Research Working P^ts, Wwld Bank, 
September, Washington, DC. 

Radhakrishna, R and S Indrakant (1987); Effects 
of Rice Intervention Policies m India, The 
Case of Andhra Pradesh, CESS, Hyderabad. 

Radhakrishna R and K H Rao (1994): Food 
Scanty, Public Distribution and Price Policy, 
CESS, Hyderabad. 

Raj Krishna and Raychaudhuri (1980); Seme 
Aspects of Wheat tmd Rice Policy in India, 
Research Report No 38, World Bank. 
Washington, DC. 

Rangorajon, LN (1992); TheArtharastra, Penguin 
Books, New Delhi. 

Rao, V M (1992)' 'Fixing Agricultural Prices: 
Issues and Experiences’, Economic and 
Political Weekly, 27(13), March 28. 

Schultz. T W (1978): Distortions if Agricultural 
Incentives, Bloomington, Indiana Press. 

Subborao, K (1978): Rice Marketing Sptrm arid 
Compulsory Levy in Andhra Prtide.sh, Allied 
Publishers, New Delhi. 

Tyagt, D S (1990); Managing India's Food 
Economy: Problems and Alternatives, Sage 
Publications, New Delhi. 

Venugopal, K R (1992); DelivenincefromHunger, 
The Public Distribution in India, Sage 
Publications. New Delhi. 



REVIEWS 


Women’s Employment in Newly 
Industrialising Countries 

Jeemol Uoni 

Women and Industrialisation in Asia edited by Susan Horton; Routledge, 
London, 1996; pp 314 + xix, £ 50. 


WOMEN’S participation in the labour force 
has been increasing in most countries in the 
last few decades. The increase in women’s 
participation in Asia is, however, less marked 
than in the industrialised countries and Latin 
America. Within Asia, while women’s parti¬ 
cipation has clearly risen in South Korea, 
Indonesia, Philippines and Thailand (through 
rural participation rates declined in the latter), 
the Indian case is marked by relatively low 
and stagnant female participation in the 
workforce. The Indian case is similar to the 
development experiences of other countries, 
in the shift out of women workers from the 
unpaid family worker status to that of 
employees. However, while in most countries 
women move to regular jobs, in the case of 
India it is to the less advantageous status of 
casual workers. 

Tlic book under review is an editied volume 
consisting of eight chapters. In the first 
chapter the editor provides an overview of 
the papers. In the remaining seven chapters 
various authors provide an enlightening 
review of the changing employment status 
and conditions of women in mainly East and 
South-East Asian countries and India These 
countries are at varying stages of the pt ikcss 
of industrialisation. In terms of the propor¬ 
tion of its workforce engaged in industry, 
India is [lerhaps the least industrialised of 
the seven countries. 

The seven countries studied are Japan, 
South Korea, Malaysia, Thailand, Philip¬ 
pines, Indonesia and India. They range from 
low income developing countries like India 
and Indonesia to upper middle income 
developing countries like South Korea, and 
one OECD country, Japan. T wo of the seven, 
India and Philippines, have had relatively 
slow growth of per capita GNP over the last 
25 years, while the others have had growth 
exceeding 4 per cent per annum. The book 
is unique in that few such comparative 
analyses across countries in women's status 
in employment are attempted using national 
labour force surveys. Tliis has also been 
made posible by adopting a similar format 
of basic analysis for each country. Of course, 
differences in methods of data collection 
and concepts make comparability difficult 
in any such international comparison. 

In the overview. Horton highlights the 
interesting similarities anddiRerences across 


countries. The women’s age-specific parti¬ 
cipation ratios exhibit a ‘plateau’ pattern in 
India, Indonesia, Thailand and Philippines. 
1'his implies that there is no withdrawal of 
women from the workforce due to marriage 
and to fulfil their reproductive rule. This is 
perhaps possible in these four countries due 
to the predominance of self-employment and/ 
or perhaps due to the extended family system 
which continues to prevail. The classic 
‘double-peaked’ pattern is seen clearly only 
in Japan and South Korea. Malaysia has a 
somewhat modified ‘double-peaked’ pattern. 
Of course, such cross-sectional patterns have 
to be interpreted carefully since they contain 
both cohort and life-cycle effects. 

Women’s employment shifted out of 
agriculture and into manufacturing, com¬ 
merce and services over the period studied 
in most countries. In the course of develop¬ 
ment there is also an occupational shift away 
from agricultural occupations to clerical, 
production and sales activities. Duncan 
indices were construct«l for each country 
to study the differences in male-female 
industrial and occupational distributions. The 
Duncan indices were found to be very small 
implying very similar distributions, for both 
industry and occupation across sex in all 
countries, except Philippines, which was 
closer to the Latin American case. This is 
attributed to the higher participation of the 
workers m these countries in agriculture, 
irrespective of sex. 

Another important dimension, frequently 
left untouched in labour force studies, which 
is analysed in this book is women's earnings 
vLt-a-vis men’s. The pattern is similar to 
industrialised countries in that women’s 
earnings tend to decline relative to men’s 
with age, reflecting time spent out of the 
workforce by women. In Indonesia. Japan 
and Thailand, where the age-earnings 
profiles are available over time, they tend 
to shift upwards. A likely explanation is the 
narrowinp gap in men’s and women’s 
education levels during the course of 
development. 

The popular Mincerian earnings functions, 
derived from the human capital model, have 
been estimated for the seven countries for 
two years (data for only one year were 
available for India). Most studies have used 
similar explanatory variables, such as age 


and education, sometimes marital status. 
Some studies have, however, included occu¬ 
pation and indu.stry which ate potentially 
more endogenous. While most of the studies 
have used individual level data from house¬ 
hold labour force surveys, the Japanese case 
has u.sed aggregative published data, whereas 
the South Korean case used establishment 
survey data. 

The five case studies using individual 
level data, obtained bothOLS and selectivity- 
corrected estimates. For the latter, parti¬ 
cipation equations were estimated using 
mainly demographic variables, which were 
thought to affect participation but not 
earnings, to identify the model, llv: most 
important conclusion, according to the editor, 
of undertaking this correction was that this 
was equally important for men as well ai; 
women. Secondly, it also revealed that 
besides the choice of whether to participate 
or not, there is also a sclec-tion-bias affecting 
the choice between employee and other 
employment status, which aflccts both men 
and women. The results of the estimation 
arc not discussed in much detail in most of 
the studies. In general, the standard results 
arc obtained that women have lower returns 
to age and the classic higher returns to 
education than men. 

The earnings equations have been used to 
conduct a standard Oaxaca decomposition 
to examine the components of the male- 
female earnings differential. Such a de¬ 
composition cxcicise IS expected to 
decompose the gross gender difference in 
wage earnings into that part which is due to 
the differing charactcnstics of men and 
women and that which is due to labour 
market discrimination. Again since this is 
dune for two points in time the change over 
time is also analysed. In general, the dif¬ 
ference in the earnings gap due to differences 
in male-female charactcri.stics is much 
smaller than that due to the differences in 
the coefficients. There is also a tendency for 
the proportion of the difference due to indi¬ 
vidual characteristics to decline over time 
and that due to the coefficients to increase 
over ti me. The explanation for the narrowing 
gap in the former is given as the increase 
in women’s education relative to men’s 
during the course of development. 

Horton in her overview does not provide 
any clear explanation for the interpretation 
of the differences in the coefficients, 
including the increase in its proportion over 
time. In the ca.se of Thailand, Mathana 
Phananiramai, notes that 68 per cent of the 
differences, in wage differentials is not 
explained by differences in the characteristics 
between men and women. This may be 
explained by labour market discrimination, 




sucn as sex aiscnminaiion in pay or 
employment. It is also noted that the pro¬ 
portion of wage differentials due to eharac- 
tenstic.s seems to decline while the proportion 
due to di.scriminaiion seems to increase over 
time. An interesting inference drawn from 
this by the author is that “merely accelera¬ 
ting the education of women cannot close 
the wage gap between men and women”. 

In the case of Malaysia, it was noted that 
while women have lower returns to age than 
men, the returns to education are system¬ 
atically higher for women. The Oaxaca 
decomposition showed that relatively little 
of the earnings gap is explained by 
differences in charactcnstics. Differences in 
coefficients explain the largest share of the 
earnings gap, in which the effect of the age 
coefficient dominates implying the effect of 
experience. The authors draw the conlusion 
that while the returns to education of women 
arc very high the net effect of the education 
variables in explaining the earnings gap is 
small. Thus, the implication can be drawn 
from these two ca.ses together that discrimi¬ 
nation of women in the labour market is nut 
necessarily related to the differences in 
educational levels between men and women. 
Other labour market and non-labour market 
factors, such as frequent entry into and exits 
from the market, also lead in earnings 
differentials. While universal education and 
priority to higher education of girls and 
women is the first step, unless their entry 
into and letention in the labour market is 
ensured through other social and (lolicy 
changes, women’s status in the labour market 
will always remain one step below that of 
men. It is unfortunate that with such an 
interesting set of cross country studies the 
editor has not clearly focused on such 
overriding concerns. 

The study is of course limited by the use 
of the neoclassical framework of the earnings 
equation, highlighted above. This prevents 
the authors from asking certain questions 
and limits the analysis of wage earnings data 
to questions regarding experience, education, 
etc. The question ol the change in the dis¬ 
tribution of earnings over time, vciy simply 
in terms of changes in real wage earnings 
across sectors and by sex, arc not addressed. 
The fact that data on earnings of the self- 
employed workers are not easily available 
is highlighted. In the overview, the editor 
recognises the limitation that mfomiaiion on 
women's work and market earnings docs 
not directly inform us about their welfare. 
Women’s participation may be at the cost 
of longer working hoiirs/days, inferior quality 
childcare, higher propensity for marital break 
down, and unhealthy work conditions, which 
may offset the benefits of obtaining work 
for higher earnings. She also accepts that 
the major research gaps arc in work on 
earnings. Be.sidcs wcllarc. issues regarding 
the st.'indard of living of the workers and 


ineir nousenoios arc noi anuressco. in inese 
countries, most of which have been through 
the economic reforms programmes for 10 to 
20 years, an i nteresting di mension to explore 
would have been the impact of changes in 
labour market stnicture, towards industry 
and employee status of workers, on the 
standard of living of the workers. 

In spite of the limitations of the framework, 
in some of the case studies the authors do 
explore other dimensions. In the Indonesian 
case, for example, Dwayne Benjamin poses 
some interesting questions. In Indonesia, 
participation in the wage labour force and 
wage earnings have increased in the 1990s 
as compared to the 1980s. Docs this imply 
that wage income is becoming a more 
important source of income for households? 
Its female wage income in particular 
becoming more important for households? 
While the share of labour/wage income was 
rising in Indonesia, the increase was 
proportionately larger for men. The author 
concludes that it is likely that women arc 
replacing men on family farms and family 
enterprises, hut whether this reflects 
discrimination or choice cannot be di.sccrned 
from these data. In the .South Korean .study. 
Moo Ki Bai and Woo Hyun Cho start with 
a central hypothesis that the Korean labour 
market is segmented into high wage firms 
and low wage firms, or .sectors. TTic em¬ 
ployment problems of women, such as low 
productivity and low wages, arise from the 
fact that women are mainly employed in this 
low wage sector. In the Indian case study. 
Sarlhi Acharya highlights the growing pre¬ 
dominance of women’s work in the unorga¬ 
nised sectors ol manufacturing industry. 

To conclude, in the context of such an 
inter-country analysis, a number of questions 
can be rai.sed. Is there any difference in the 
earnings and employment status of women 
who enter the manufacturing sector as 
opposed to the tertiary sector? Some of these 
rapidly industrialising countries have pursued 


a laDour-intenstvc cxport-onenico manu¬ 
facturing sector grosvth. In other countries, 
where such industrialisation did not quite 
take off the manufacturing sector growth 
was eclipsed by the growth of the service 
sectors. Did the type of indu^alisation make 
any difference to the entry of women in the 
labour force and her eaming.s/empIoyment 
status?The cases studied in this book indicate 
that even in a country like South Korea, 
which followed the first path, women entered 
the low wage sectors. It can be hypothesi.sed 
that where the women entered the organised 
sector, either in manufacturing or tertiary 
sector, their earnings were higher and their 
status was better protected. Unfortunately, 
the entry of women has been mainly into the 
unorgani.sed sectors of manufacturing and 
tertiary services, so that their employment 
and earnings status has been mainly lower 
than that of men. 

The implication of this is that while 
education is u major factor iiillucncing 
women’s employment status, there arc many 
other economic, social and political factors 
which play important roles. One such factor 
is the tightness of the labour market or the 
demand foi lalwur. I lowevcr. given demand, 
government policy towards female labour 
and the household org.anisation which may 
release women for work outside the hou.se. 
play crucial roles. If govemmenl policy is 
conducive, it would provide stale sponsored 
child-care centres and skill training to 
upgrade the quality of female labour to faci¬ 
litate women's entry and upward mobility. 
There is, Ihciclbrc, .iii inter-play between 
labour demand, government policy and 
household organisation which affects the 
way labour demand eventually affects female 
employment. While such an analysis may 
have been outside the scope of this book, .t 
would definitely help to understand factors 
intluencing women and industrialisation 
which arc beyond the pure economic 
framework. 
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Demyfliologising Eariy Indian History 

Sukiunari Bhattacharji 


Society and Religion from Rigveda to 
Prakashan, Mumbai, 1996; Rs 350. 

ANCIENT Indian history- social. religiou.s 
and cultural - is a happy hunting ground lor 
many authors. Today the craze is mure 
noticeable because many authors ol a 
particular political complexion have an axe 
to grind and the subject offers them an 
opportunity to twist the existing data in 
order to propound their theories. Ancient 
Indian history is a very handy peg on which 
one can hang chauvinism, fundamentalism, 
seemingly innocuous vested political 
interests and prc.scntation of warped .social 
values. The stated aim of some ot these 
authors is to re-interpret ancient Indian 
historical material, but research oi cultivation 
of history is really of secondary importance, 
the ulterior motive is to .select, reject and 
present data suitable to their perspective .ind 
frequently this is the glorification ol the 
reactionary elements in Indian history. 

When the atmosphere is so vitiated, it is 
a relief to find a book like the present one. 
The author, a lawyer by profession, has 
studied ancient Indian history painstakingly 
and has taken the trouble to write a Iwok 
on the subject. He starts from the Kigveda 
and analyses literature from which he culls 
the relevant historical material and concludes 
with comments on i he socio-economic siliialion. 

Gifts to officiating priests mentioned in 
the latter part of the Rigveda prove the 
beginning ot the convention of sacrificial 
fees paid by the sacrificer to the piiest and 
a list ol the various items of such gifts 
includes horses, camels, chanots, bull.s, cows, 
women, slaves with ornaments, even a 
c«irpenici (vi 45). These clc.'irly indicate the 
production of surplus which accumulated in 
the hands of some tribal chiefs. Pmm this 
stage to the rise of oligaichies was hut one 
■Step “... as surplus grew the tendency to 
appropriate the same also grew among the 
victorious and powerful leaders ol the tri¬ 
bes, who virtually became the ruling cliques” 

(p 19). The author takes into consideration 
a very important fact, the hostility, rivalry 
and clamour for supremacy between the 
brahmins and the kshatriyas, something like 
the conflict of church versus stale in medieval 
Europe. Since the Brahmana Cranthas were 
written by the priesthood, it is quite likely 
that the hrahmanas havcclcvated themselves 
to a higher position than they actually 
enjoyed” (p 45). Quite a valid hypothesis, 
not proposed by most previous scholars. 
Exploitation of the vaishyas and sbudras by 
brahmins has been substantiated with textual 
evidence. The growth of larger icrntoria! 


Puranas by Gadkari, Popular Jayant 


states from the emergence of towns which 
de.pended on contiguous areas of peasant 
and craftsman habitation for the supply of 
the daily ncce.s,sitics of the townpeopic has 
been shown. With this there was a parallel 
process of commingling of various religious 
sects, beliefs and practices, the resulting 
syncretism of faith and worship has been 
traced briefly but convincingly. 

Socio-economic growth and expansion 
led to the rise of monarchies which again 
necessitated a standing army oomprising 
vaishyas, shudras and men from defeated 
tribes and communities. In this context the 
author makes a very pertinent point; “With 
the change of lunctions, these new in¬ 
cumbents coulil not have continued to belong 
to their original place in four-fold vama 
division and therefore, the new sections of 
arins-wielding people must have become 
entitled to be recognised as kshatriyas m 
course of lime" (pp 67-68). How the older 
vama division was going through radical 
change, how the changing economic and 
pivlilieal needs forced a permutation and 
combination of the various castes has been 
shown eltectivcly. Similarly, the process of 
the formation of guilds broke down the 
stKial barriers of tribes by craftsmen "coming 
together after breaking down or overcoming 
the tribal bainers” (p 68). A little later he 
comnienis on ca.sie mi.scegcnation (sankt-ra) 
describing it as a "perverse distortion of the 
real social process taking place in the lerri- 
tonal expansion of a common society com¬ 
prising diverse tribes and cultures" (p 70). 

While society had grown in size, territory 
and complexity of political urgant.salion, 
there came a time when religions a.ssumcd 
an unwarranted importance. The growth and 
diversification of knowledge was arrested. 
This led to a kind of ossification of the 
social fabric and an insularity in the 
conceptual world. “.. the knowledge ol the 
complex technicalities and contrived 
procedures of the yajna ceremony of the 
BnJtmana Granihas was considered to be 
Vcdic knowledge during this period, while 
the knowledge of crafts, arts and physical 
labour was reduced to subservient position. 
The non-producing upper castes were thus 
able to create an inferiority complex in the 
masses wnich were the direct producers” 
(p 77). Thus began a reverse process of 
aban-donmg the vitally important .subjects 
at the cost of which the so-called Vcdic lore 
prospered. .Saenhees multiplied together 
with the number of priests, the expense sky¬ 


rocketed removing the whole liturgy beyond 
the means of the common man who slowly 
receded to the outer periphery. There arose 
(he non-oithodox schools of fait - Buddhism, 
Jainism and various other non-eonfonnist sects. 

Meanwhile, with the proliferation of the 
sutra literature, reactionary values gradually 
gamt'xi ground. Kings, priests, the nobility 
were worshipped; the shudra and the woman 
came to be regarded as sub-human. With the 
moving away from ritualism (here arose the 
abstruse tenets and discourses of the 
Upanishads which still enjoy an aura, a 
charisma of a superior order. The author's 
analysis is worth quoting ”... the priesthood 
desired to convert the lUpanishadic] concept 
into such an incomprehensible mass of 
mystery as to inspire fear and awe. and 
eventually, a feeling of inferiority among 
the lay people. This was the only way in 
which the class superiority of the priesthood 
could be maintained” (p 89). Tliis wa.« so 
especially in view of the fact that with the 
peoples' di.saffcction with liturgical roligion, 
the priests lost the seats of honour and 
deluding the people with their jxisscssionof 
some superior arcane knowledge was the 
only way in which they could claim awe and 
homage of the common people. "The 
Upanishadic concept of avidya developed 
from the negative idea of mcic ignorance 
to the positive idea of fal.se knowledge” (p 
92). Bxislenliut experience rests on plurality 
of substance, but Upanishadic monism de¬ 
nies plurality and upholds one single entity, 
Atman-Brahman. 

Buddhism, a godless religion “was 
revolutionary because it proposed a cause 
and effect relationship behind every worldly 
phenomenon, thereby inspiring a spirit of 
enquiry into them. 'The mysticism of the 
Upanishads, on the aintrary, closed the doors 
on the possibility of such investigation” 
(p 106). No wonder, then, that Buddhist 
logic reached the highest peak of logical 
enquiry. Then again. Buddhism envisaged 
a more egalitarian socictv. “the sanghas 
symbolised classless societies within tlic fold 
of class societies. The Buddha's sanghas 
were designed on the basic of the rules of 
equality in the pre-class inbal societies” 
(p 112). In the final analysis, however, the 
author states that “though the basic tenets 
of Buddhism were contrary to hrahmanism, 
(he rulers, as well as laymen were able to 
accept or at least respect, both the faiths 
without rancour or confrontation'' (p 141). 

With the n.se of the non-conformist sects 
the machinery for extortion spread; while 
earlier it rested with the monarch, now the 
rising nobility of merchants who introduced 
mortgage, interest, usury, confiscation 
enjoyed the cream of the surplus produced 
by the peasants and artisans. 

The author treats of two texts of cardinal 
importance in shaping Indian society - 
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’I %m&i\ya.’&Arthashastraaail\KM€UuismriU. 
! Some of Kautilya's dictums commend him 
I - he has a realistic and scientific approach 
I to society, he fully realises the significance 
I of material wealth, its protection, utilisation 
I and the means of increasing it as well as its 
investment for public welfare. In social laws 
Kautilya approves of a woman forsaking 
her husband in six extreme situations - a 
liberalism never found again among the later 
law-makers. 

The Manusmriti, later by over half a 
century than the Arthasahstra, betrays 
tendencies to greater rigidity regarding the 
control of the weaker sections of society 
with an iron hand. A work of the Kushan 
period, it grew and covered large territories 
of northern India at a time of greater material 
prosperity when wealth was accumulating 
in the hands of a privileged few. Trade 
guilds grew in power and after the decline 
of the Maurya dynaiity, they gained a measure 
of independence. Intermarriage among 
members of the guilds reshuffled the caste 
organisation and many new subcastes 
emerged and were recognised, “...the new 
brahmanaulass, especially the vratyas, spread 
while building up a multi-caste hetero¬ 
geneous society, and religion with a 
multiplicity of gods, along with the advance 
of the plough agriculture in the new regions 
also spread” (p 151). Syncretism became 
quite prominent in the rise of the new religion 
which has evolved into what is known as 
Hinduism today. But the Manuspnriti “is 
remarkably consistent in harping upon the 
perpetual and absolute inequality among 
human beings and proclaiming the 
superiority of the brahmanas” (p 155). 

The next set of formative texts are the 
Puranas. Unlike the Vcdic texts these are 
open to shudras and women. The Puranas 
together with the two epics arc the authentic 
scriptures of Hinduism and they reflect a 
great upheaval in the religion - puja (idol 
worship), vows, pilgrimage, charity, 
devotion, etc, emerge as new values. “This 
was the result of unprecedented development 
of agriculture-based society among the new 
communities which were idol-worshippers” 
(p 181). Shaivism and Vaishnavism came 
to the forefront and innumerable sub-sects 
rose with the passage of time. Pilgrimages 
indirectly led to the diffusion of knowledge 
and a conceptual unification of India. 

In the epilogue the author gives a brief 
resume of the arts, crafts, literature, 
astronomy. mathemaric.s and ends with a 
section on untouchability. On the la.st subject 
the author submits that people did not become 
untouchable because of the filthy nature of 
their jobs, but filthy jobs were forced on the 
undesirable sections of the people, viz, 

. captives and subjugated people who were 
not slaughtered because the spiritual climate 
of the country was saturated with non¬ 


violence. This is a better explanation of the 
phenomenon of untouch^ility. 

The author has a pleasant style with a 
smooth flow of the prose which makes the 
book eminently readable. He is logical in the 
arrangement of the material and the range 
of his reading is quite wide, not only on 
Indian history but also in allied fields. All 
this renders his presentation convincing. 

There arc, however, some errors, many of 
which are grammatical oversights and some 
in transliteration of Sanskrit words into 
English. Sudas has been consistently 
rendered as Sudasa, ‘kamabadhya* is not to 
be ‘beaten’ but ‘killed’ at pleasure (p 47), 
‘takman* is malaria, not cold fever (p SS), 
‘gomata’ should be ‘gomat* (p 9), ‘bnihi’ 
is in the imperative mood and means ‘speak’, 
not ‘I shall speak' (p 73), ‘pratyagatman’ 
has been rendered as ‘prajnyatman’ (p 89, 
133), ‘sanctimonious’ is us^ for ’sacred’. 
Valmiki is ‘a savage robber’ (p 181) only 
in the late 16th century Bengaly translation, 
in the original he is an ascetic. ‘Aapurta’ 
has consistently been rendered as ‘purta’, 
Tvastri as Tashta, ‘havis* does not mean 
‘share’ but ‘oblation*. Minor errors like 
these arc quite frequent but the real hurdle 
lies elsewhere; except very occasionally, 
the author does not place his historical 
material in time. Texts, socio-economic 
phenomena, ritual practices and 


philosophical tenets are mostly arranged in 
sequence but without reference to any time¬ 
frame. In a book on history this is a serious 
blemish. But all can be easily rectified in 
the next edition. These errors are mentioned 
because materialist explanation of Indian 
histoiy is the crying need of the day, but 
such authors swim against the tide and have 
to be doubly careful in their data before they 
can convince the readers. We have to run 
twice as fast to reach half as far. 

The basic conclusions of the book are 
sound. When many historians seek to twist 
history to prove cosy theories like ‘Indian 
society had always been closely knit', 
‘shudras were comfortably accommodated 
in society’, ‘women have always been 
respected and accorded an equal status', 
‘untouchability is a rare regional pheno¬ 
menon confined to small pockets’, ‘the 
Indian people have always been too inclined 
to religious life to be concerned with material 
prosperity', when all this is the prevalent 
trend, a book like this is most welcome. It 
demythologises Indian history, uncovering 
the selfish and wilful imposition of poverty 
and loss of human dignity on the masses 
by a handful of privileged people, much 
of whose religion, philosophy and 
scriptures are deliberately planned for the 
suppression of the majority of the people .so 
that thdr own vested interest is not harmed. 
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Public Sector Enterprises in India 

Is Privatisatioii the Only Answer? 

KP KaliraJan 
RTShand 

Privatisation is a major theme in public sector reform. This article argues on the basis of empirical evidence that improving 
the performance of public enterprises is an alternative measure where privatisation is a difficult policy option to implement 
in the short term. A bench-mark for measuring productive performance of public enterprises has been evolved and applied 
to measure productive performance and production behaviour. 


A VIEW, often cited in the literature, is (hat 
public sector enterprises are inefficient and 
should be handed over to the private sector. 
This has made privatisation a central theme 
in public sector enterprise reforms. But we 
argue that the most important questions that 
should be addressed in such reforms are 
why they are inefficient and what reform 
measures should be implemented to make 
them efficient. Answering these questions 
and directing reform measures towards 
improving performance is an alternative path 
in conditions where privatisation is adifficult 
policy option to implement in the short term. 
It could also be regarded as a pre-condition 
for privatisation. 

There are contrasting views on 
privatisation in the literature. One insists 
that pri vate ownership ensures the necessary 
qualities of motivation and incentive in 
decision-making and implementation which 
are lacking in the case of public ownership 
[Hayck 1944 and Komai 1986]. Examples 
can be cited to illustrate the existing 
inefficiency in public sector enterprises in 
many countries. The other view argues that 
private ownership is not the sine qua non 
for improving motivation and incentive to 
produce maximum possible output. 
Eliminating the ‘soft budget’ approach to 
public enterprises is the most important factor 
towards improving the productive 
performance of public sector enterprises 
[Bardhan 1992]. The example cited most 
often in the literature in this context is 
Singapore where there are a large number 
of efficient pubic sector undertakings. 
However, there is a major difference in the 
composition of public sector enterprises in 
Singapore and in India. Sick and loss making 
firms will not be considered for public sector 
ownership in Singapore, whereas they 
constitute a major proportion of such 
enterprises in India. An important question 
addressed in this paper is that of the impact 
of ‘soft budgets’ on the productive per¬ 
formance of Indian public enterprises. 

It is customary to gauge the performance 
of any business undertakings by the yardstick 


of net profits. Given that the public sector 
has different objective functions from the 
private sector and that ‘soft budgets' play 
a cruaal role in publicenterpri.ses, measuring 
their performance in terms of profits may 
not be meaningful. A measure of 
performance .should be defined which i.s 
independent of whether firms arc subject to 
‘soft budgets' or ‘hard budgets'. In this 
paper, a bench-mark is chosen for mea.suring 
the productive performance of public 
enterprises, and the objective is to compare 
the realised performances of public 
enterprises in India in relation to that 
measure. 

The following section briefly discusses 
the inter-relationship between ‘soft budgets' 
and productive performance of public 
enterprises, and provides a brief description 
of the public sector in India. The next section 
explains the chosen bench-mark chosen for 
the empirical analy.sis and the estimation 
methods used. With a brief description of 
data, empirical results are analysed in the 
following section. A final section brings out 
the overall conclusions of this paper. 

I 

‘Soft Budgets’ and Public 
Sector Enterprises 

Budget constraints in public- .sector 
enterprises, generally, arc unduly soft, and 
political accountability prevails over 
performance accountability. Performance 
accountability requires that resources are 
not wasted and are used to their full capacity. 
A necessary condition for performance 
accountability, therefore, is that firms should 
not enjoy 'soft budgets’. In Komai’s (1980) 
terms, ‘soft budgets' refer to the following 
elements of the economic environment faced 
by firms; subsidies, favourable administered 
prices, easily arranged lax reliefs, and easy 
credit availability and repayment. Komai 
(1986) has elegantly explained how the 'soft 
budgets' environment influences production 
performance of public sector enterprises, so 
the arguments are not repeated here, but 


briefly, ‘soft budgets' usually allow firms 
to produce outputs by using inputs liberally 
and not u.se them to their full capacity. This 
means that 'soft budgets' tend to encourage 
such firms to waste .scarce resources. In 
other words, 'soft budgets' discourage 
competition and consequently, reduces 
productiveefficicncy. Competition is always 
as.sociatcd with the private sector in the 
literature, but there are no valid theoretical 
arguments as to why competition cannot be 
associated with the public sector, once ‘soft 
budgets’ arc eliminated 

The important question in this context is 
how far ‘soft budgets' have constrained 
public .sectori enterpri.ses in India from 
achieving best possible productive 
performance without wasting resources. To 
the extent that they have, it is logical that 
public sector reforms should aim at 
improving productive efficiency as a first 
priority, and this can be regarded as a 
necessary pre-condition for engendering 
interest in the private sector to buy public 
sector enterprises. 

Asa consequence of the Industrial Policy 
Resolution of 19.‘i6, public sector enterprises 
in India have played a strategic nilc in the 
economy. Key sectors of the economy are 
dominated by public sector enterprises in 
terms of employment generation and 
productivity levels. The public sector in 
India compri.ses of the following three types 
of organisations' administration by a 
government department; the joint-stock 
company governed by company law and 
controlled by the government as the principal 
shareholder, and autonomous public 
corporations. In the I9.‘5()s, there were only 
21 public sector enterprises with an invested 
capital of Rs 81 crorc. In the 1960s, the 
number of entcqiriscs and the invested capital 
grew to 85 and Rs 3,902 crorc respectively. 
In the 1970s, the number of enterprises 
doubled to 169, and the investment 
quadrupled to Rs 15,534 crorc. The incrca.ses 
accelerated in the 1980s, numbering 244 
and Rs 99,329 crore respective!) 
(Department of Public Enterprises 1993]. 
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A major reason for this rapid and accele¬ 
rated expansion is that public enterprises 
spread to all areas of the economy.' Table I 
indicates the growth in value of sales in 
public sector enterprises in manufacturing 
and service sectors. Both manufacturing and 
service enterprises have consistently 
increased their value of sales. However, 
sales value as a percentage of capital em¬ 
ployed has declined continuously from 
1985-86 to 1991-92. In fact, the general 
overall performance of the public sector 
enterprises has deteriorated over time, with 
an increase in the number of loss-making 
enterprises. 

It is customary to gauge the performance 
of any business undertaking by the yardstick 
of net profits. Given that public sector 
enterprises have different objective functions 
from private sector enterprises and that 'soft 
budgets' play a crucial role in such 
enterprises, measuring their performance in 
terms of profits may not be meaningful. A 
measure of performance should be defined 
which is independent of whether firms face 
‘soft budgets' or 'hard budgets'. 

One such mea.sure uses the ratio of realised 
output to potential output, given a set of 
inputs and technology. This is referred to 
as technical efficiency in the literature. Thus, 
firm-specific potential measured as 
maximum possible output for a given set of 
inputs forms a bench-mark from which the 
productive performance of the concerned 
firm is measured. To avoid wastage of 
resources, the central objective of enterprises, 
whether private or public, should be to 
produce the maximum possible output from 
a given set of inputs and technology. 
Maximum possible output is achieved, when 
an enterprise follows the best practice 
techniques of the chosen technology. 
Theiefore, in public enterprise reforms, the 
central focus should be on the question of 
whether or not enterprises are following the 
best practice techniques of the chosen 
technology. 

II 

Bench-Mark Specification 

The bench-mark of the potential output 
can be defined in terms of the following 
stochastic frontier production function 
[Kalirajan and Shand 1994]; 

y-., = f (X„) exp (V„) (1) 

where f(x,t) is the appropriate production 
function. y*„ represents the maximum 
possible production level with given 
technology of the i-th firm in the t-th time 
period, and x„ is a vector of core inputs used 
in production. Variable y*,, is obtained by 
the i-th firm in the t-th period from the input 
set x,,. using the best techniques available 
from the given technology. v„ is a random 


variable which is assumed to be normally 
distributed independently of input vector Xj, 
Due to the presence of the random variable, 
v„, this equation represems a stochastic 
frontier. Further, v„ is expected to capture 
the influence of factors outside the control 
of enterprises that cause the actual output 
of enterprises to vary around some mean 
level. 

Some enterprises may be producing inside 
and not on the frontiers defined by equation 
(1) owing to the negative effects of non¬ 
price or organisational factors. For example, 
lack of incentives, the soft budget option, 
poor work ethics, inefficient transmission of 
information about production processes to 
government decision-makers, and the 
ineffectiveness of government control over 
enterprises^ could singly or collectively 
cause deviations of realised output from 
frontier levels of output. It is very difficult 
to model the influence of each of the above 
non-price and organisational factors on 
output, but the combined influence of these 
factors can be introduced as shown in 
equation (2): 

y„ = f(x„) cxpCej,) = f(x„) exp(v„ - u„) (2) 

where u„ is a non-negative random variable 
representing the combined effects of non¬ 
price and organisational factors in the i-th 
enterprise on technical aspects of production 
in the t-th period. The enterprise fully realises 
its potential (produces at the production 
frontier) in the t-th period if and only if i,, 
equals zero. This specification implies that 
enterprises cannot produce more than a 
theoretically possible level and is more 
consistent with economic theory than the 
conventional production function approach. 
The greater the observed value of u„ the 
further the enterprise will be from the 
production frontier and less efficiently it 
will be producing. The level of technical 
efficiency in the i-th enterprise at the t-th 
period can now be defined as: 

TEj, = exp(-u„) = y/y*„ = Actual output/ 
Maximum possible output (3) 


Estimation Methods 

While estimating equation (2), the 
following thtee cases can be distinguished 
for u,: 

(I) UyS remain constant over time or are 
time-invariant. This means that the 
distribution of technical efficiency for a 


Tablb 2: Summary of Variables of Indian 
P uBUC Enterfrises Used for Estimation 


Variable 

Year 

Mean Standard 



Deviation 

Value added 

1989 

9327.66 18684.00 

(Rs lakh) 

1990 

8484.65 18165.80 


1991 

8.503.27 17901.66 

Labour 

1989 

8602.68 13453.60 

(in numbers) 

1990 

7821.94 12898.82 


1991 

7529.32 12638.61 

Fixed assets 

1989 

7238.40 12616.74 

(Rs lakh) 

1990 

7304.16 12516.68 


1991 

7719.80 13014.16 

Table 3: Maximum Likeuhooo Estimates 

FOB Parameters of the Stocha-ttic 

Proouction Function 

Variable 

Parameter Frontier Estimates 

Constant 


0.8707 

(0.2740) 

Labour 


0.2283 

(0.0610) 

Fixed assets 


0.6969 

(0.0.506) 

Dummy I 


0.7109 

(0.n04) 

Dummy 2 


0.4382 

(0.1230) 

Stgnui-squafC 


11.7482 

(5.1050) 

Gamma 


0.9898 
(0 01514) 

Mu 


- 18.2039 



(6.0576) 


Notes: (I) Variables in brackets arc asymplolic 
standard errors. 


(2) Dummy I = I if observation is from 
heavy engineering indusuy=Ootheiwise. 
Dummy 2 = 1 if observation is from 
medium and light engineering 
industry = 0 otherwise. 


Table I :Growth in Value of Sales from Pubuc Sector Enterprises 

(Rs crore) 


Year 

MonufaclurinK Enterprises 

Service Bnteiprises 

Total 

Sales 

Capital 

Employed 

Sales 

Capital 

Employed 

Sales 

Capital 

Employed 

1982-83 

30970 

17959 

11019 

8567 

41980 

26526 

1983-84 

34708 

19908 

12564 

9943 

47272 

29851 

1984-85 

'.7631 

24310 

15153 

12072 

54784 

36382 

1985-86 

44532 

30238 

17828 

12727 

62360 

42965 

1986-87 

49701 

35898 

19387 

15937 

69088 

51835 

1987-88 

59313 

38669 

21955 

16948 

81268 

55617 

1988-89 

71702 

47504 

21435 

20125 

93137 

67629 

1989-90 

82517 

58909 

23553 

25851 

106069 

84760 

1990-91 

91816 

69633 

26860 

32451 

118676 

102084 

1991-92 

101972 

79840 

33833 

38652 

135805 

118492 


Sourre: Public Enterprises Survey 1991-92, Department of Public Sector Enterprises Vol I, Ministry 
of Industry, Government of India, New Delhi, 1993. 
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particular period of time is perpetuated in 
other periods. Furthermore, the efficiency 
level of each enterprise remains constant 
over time. Any deviation from the production 
function results from random shock and not 
from changes in efficiency. 

(2) u„s are correlated over time for a 
particular enterprise. Under this speciftca- 
tion, any variation in technical efficiency 
will follow a traceable course. 

(3) u„s are uncorrelated with other units 
across enterprises as well as over time, in 
this case, levels of technical efficiency are 
determined by the specific production or 
institutional characteristics of the i-th 
enterprise during the t-th period of time, and 
these differ not only across enterprises but 
over time for particular enterprises. 

To estimate and quantify the dynamic 
characteristics of technical efficiencies of 
enterprises, the distribution of technical 
efficiency is assumed to follow case (3) 
which is probably closest to reality. The 
specification of u„ in this study differs from 
that in previous studies in that the non¬ 
negative component of equation (2) is 
assumed to vary across enterprises and over 
all periods following a multivariate 
distribution. In addition, technical efficiency 
(u,,) follows a truncated half-normal 
distribution and the point of truncation is 
not predetermined at zero. 

In this study, we use the maximum 
likelihood method discussed in Zhao (1994) 
to estimate the production frontier. Finally, 
it should be noted that, despite the advantages 
of this model, it also has limitations. In 
particular, the conditionality of the variance 
of the distribution of technical efficiency on 
the residual term will not vanish, even if the 
sample size is increased. Estimations of 
technical efficiency for individual obser¬ 
vations are thus not consistent from a 
statistical point of view, even though the 
mean efficiency is consistent. 

HI 

Data and E,«timation Results 

The estimation of bench-mark and 
technical efficiency measures for public 
enterprises in India is based on survey data 
for SO manufacturing enterprises published 
by the Department of Public Enterprises 
(1993), ministry of industry. Enterprises arc 
from three industries (heavy engineering, 
medium and light engineering, and trans¬ 
portation equipment). Panel data covering 
the period 1988-89 to 1990-91 have been 
used for estimation. Sample data charac¬ 
teristics used for empirical estimation are 
given in Table 2. AH values are given in 
1989 constant prices. The means of value 
added declined by about 9 per cent from 
1989 to 1991, while the means of fixed 
assets increased by about 7 per cent 


The following unconstrained Cobb- 
Douglas model is used to estimate enterprise 
- specific technical efficiency:^ 

In (Value added) = constant + a, In (labour) 
'<■ 8} In (capital) -i- a, Dummy 1 
+ a^ Dummy 2 - u„ + v„ (4) 

where i = 1,2, ..., N (enterprises); 
t = 1989, 1990, 1991. 

Economists normally use the time trend 
as a proxy for technical progress in the 
estimation of both time scries and panel 
data. It is rational to assume that technical 
progress may not be significant during the 
selected period of analysis in India. 
Maximum likelihood estimation is used to 
estimate the coefficients of the frontier 
production functions and the parameters of 
the distributional form of technical 
efficiency. 

Before examining the production frontier 
and variations in technical efficiency, it is 
necessary to check the appropriateness of 
the generalised stochastic production 
frontiers where the random variable ‘u’ 
follows a truncated half-normal distribution 
(with an unrestricted mean). This can be 
tested using a generalised likelihood ratio. 
The negative of twice the logarithm of the 
generalised likelihood ratio has approxi¬ 
mately Chi-square, with a parameter equal 
to 2. The Chi-square statistic is 22.8 for 
equation (4), far exceeding 9.21. the critical 
value at the 99 per cent confidence interval. 
This suggests that the null hypotheses is 
rejected decisively, making model 4 an 
inappropriate specification for the data set. 

The value of ‘Gamma’ for equation (4) 
which is obtained in the estimation process 
is 0.98 indicating that variation in residuals 
in the production function is explained 
mainly by variation in enterprise-specific 
technical efficiency and not by random 
chance factors (Tabic 3). However, this 
conclusion is not valid if the estimated model 


is subject to substantial heteroscedasticity. 
To test for heteroscedasticity, a White’s test 
is carried out by regressing the disturbance 
term (v,) on the core explanatory variables, 
their squares and cross products. 'Die is 
0.072 with insignificant t-statistics for all 
variables at a conventionally accepted 
confidence interval. This means that we 
cannot reject the hypothesis that Vj is 
homoscedastic for the data set. 

Equation (4) is used in the estimation of 
technical efficiency of .sample enterprises. 
All the coefficients are significant at least 
at the S per cent level. The industry dummy 
variables in the production frontier functions 
are positive. This means that the production 
frontier differs from one industry group to 
another and that the heavy engineering 
industry has the highest frontier (highest 
potential output for a given set of inputs and 
technology) followed by the light 
engineering industry. 

The mean technical efficiency of public 
enterprises in India indicates that these 
enterprises were less efficient in 1991 than 
in 1989 (Table 4). On average, public sector 
enterprises realised only about 60 per cent 
of their potential output. Mean technical 
efficiency at industry level (Table 5) shows 
a similar trend at this more disaggregated 
level. This carries the crucial implication 
that output in public enterprises can be 
increased witIKjut increasing levels of inputs 
(labour and capital) but ju.st by improving 
technical and management practices. 
Medium and light engineering and 
transportation and equipment industries in 
India have provided shelter to very inefficient 
enterprises during 1989-1991 . 

This docs not mean that these industries 
do not have individually very efficient 
enterprises. In fact, in the medium and light 
engineering industry, the most efficient 
enterprises .seem t</ have been increasing 


Table 4: Technical EmciLNCY or Indian KisThiiriusES 

O'er cent) 


Year 

Frequency 

Mean 

Maximum 

Minimum 

Standard 

Deviation 

1989 

47 

65,67 

90.51 

13 90 

I8..^8 

1990 

50 

60.15 

90,64 

12.27 

22 25 

1991 

50 

61.64 

91.40 

15.04 

22.39 


Table 5: Technical Efpk'iency of Indian Hntekpkises by Indcstkv 

Sector Year Frequency Mean Maximum Minimum .Siandard 

ficviation 


Heavy engineering 

1989 

14 

66.86 

90 51 

3.3.35 

14.84 


1990 

15 

63.77 

90 64 

38 80 

15 93 


1991 

15 

61.89 

91.40 

26.77 

17 96 

Medium and light enginnering 

1989 

22 

65.97 

8.3.32 

17.36 

17.06 


1990 

23 

.59 59 

83.25 

12.27 

23 63 


1991 

23 

62.97 

90.33 

14 05 

2.3.63 

Transportation equipment 

1989 

11 

63.58 

85.07 

13.90 

25.49 


1990 

12 

56.70 

84.01 

16 15 

27.09 


1991 

12 

58.79 

82 85 

15.04 

26,33 
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Table 6; Technical EmciEHCv op Top and 
Bottom Five Enterprises 

Name of Sector Average Ranking 

Enterprise Technical 

Efficiency 
(Per Cent) 


Bridge and Roof 
Company (India) 

H 

90,85 

• 1 

HMT Bearing 

M 

83.80 

2 

Reyrolle Bum 

Gtutlcn Reach Ship- 

M 

83.48 

3 

buildeis and 




Engineeis 

Indian Telephone 

T 

83.36 

4 

Industries 

M 

82.38 

5 

Scooters India 

T 

31.00 

48 

Bhonit Dynamics 
Central Inland Water 

M 

21.79 

49 

Transport Coqin 
Semi-Conductor 

T 

17.68 

.50 

Complex 

Cycle Corporation 

M 

1.5.11 

SI 

India 

T 

11.83 

52 


Notes: H = Heavy Engineering; M = Medium 
and Light Engineering; T = Traasport Vehicles. 


their efficiency, as the maximum efficiency 
level increased to 90 per cent in 1991 from 
83 per cent in 1989 and in 1990. Thus there 
was some dynamism in performance over 
time. 

To gain a better understanding of the 
productive performance of individual 
enterpri.ses in each industry, it is a useful 
exercise to identify the top five efficient 
enterprises and the bottom five efficient 
enterprises in the sample. Table 6 shows the 
top five efficient and the bottom five 
inefficient public enterprises in India in the 
selected industries. Our findings coincide 
almost exactly with conclusions reached by 
the department of public enterprises based 
on a number of other performance measures 
which are published in the Public Enterprises 
Survey, 1991-92. For example, the 1991-92 
Survey argues (hat the Garden Reach 
Shipbuilders and Engineers in the 
transportation equipment industry has shown 
improvement in shipbuilding, general 
engineering and production of pumps, and 
that capacity utilisation was about 100 per 
cent during the period of analysis. Similarly, 
the Survey indicates that the Cycle 
Corporation of India had the poorest 
performance among the sample enterprises, 
and that capacity utilisation declined from 
25 per cent in 1989 to 16 per cent in 1991. 
Results in Table 6, using our single 
performance measure, are in conformity with 
the above findings concerning these two 
enterpri.ses. 

Thus, the re.sults can be interpreted as an 
indication that public sector enterprises in 
India can be made to improve their effici¬ 
encies by implementing reform measures 
directed towards achievement of best 
practices (technical performance enhance¬ 


ment) without having to consider the ques¬ 
tion of privatisation. However, at the other 
end of the spectrum of technical efficiency, 
for those firms with very low levels diere 
may be no alternative to closing them down. 

IV 

Conclusions 

This paper argues that technical per¬ 
formance enhancement (TPE) should be the 
central focus in the first instance in public 
sector enterprise reform in India. Thus, the 
more important issue, which has to be 
addressed quantitatively, is the extent to 
which individual public sector enterprises 
are falling short of their maximum possible 
output from their existing input set and 
technology. Our empirical an^ysis shows 
that a majority of public enterprises have 
not only failed to achieve their maximum 
possible (frontier) output, but have declined 
in technical efficiency over time, i e, have 
widened the gap from their production 
frontiers. This means that a huge amount of 
resources have been and are being wasted. 
It would be useful and a necessary step to 
identify the causes for such poor and 
declining production behaviour, but owing 
to lack of appropriate data at this time, this 
analysis could not be undertaken. 

Our conclusion therefore is that, regardless 
of the issue of privatisation, reform measures 
directed towards raising productivity of the 
use of existing resources with existing 
technology can contribute substantially to 
improving the performance of public sector 
enterprises. Further, to the extent (hat priva¬ 
tisation policy for public sector enterprises 
remains a sensitive issue and difflcult to 
implement in India, implementation of 
reform policies to improve technical effi¬ 
ciency of enterprises under public owner¬ 
ship by ‘hardening’ the budget option and 
using the existing mix of inputs in a tech¬ 
nically more effective and productive way 
becomes all the more attractive. The further 
key option is to upgrade existing technology 


and theriiby raise the production frontiers of 

public sector enterprises. 

Notes 

1 For a detailed account, see Ahluwalia (1985). 

2 The latter two problems were identified by 
Danilin el al (1985) under the so-called 
‘command economy hypothesis’. These issues, 
in the context of the Indian public sector, 
have been discussed by Ahluwalia (1992). 

3 When a translog form was estimated and (he 
estimates used to test the complete global 
separability assumption the results showed 
that the assumption could not be rejected. 
This means that the underlying production 
technology may reasonably be represented by 
the Cobb-Douglas case. 
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Political Economy of Privatisation in India 

Anand P Gupta 

India’s biggest failure in its economic reforms programme is that there has not been a transformation of public 
enterprises. While privatisation appears to be the only way out, it has not made much of a headway. This paper 
attempts to examine why this has been so specifically exploring the incentives that influence the decisions of India’s 
politicians and policy-makers while dealing with the issue of privatisation of public enterprises. 


I 

Introduction 

INDIA has a huge public enterprise sector. 
It consists of nearly 1,300enterprises, owned 
and managed by the central government, 
state and union territory governments, and 
local governments in the country. These 
enterprises manage, according to the World 
Bank (1994), as much as S3 per cent of the 
economy’s (excluding households) capita! 
stock and account for one-fourth of non- 
agricultural GDP. They dominate many 
sectors of the economy: surface irrigation; 
water supply in rural and urban areas; 
railways; river transport; ports; postal 
services; telecommunications; mining 
(including hydrocarbons and coal); one-third 
of registered manufacturing (particularly 
steel, petrochemicals, capital goods, 
pharmaceuticals, fertilisers): power generation 
and distribution; oil and gas production 
and marketing; air transport; one-third of 
bus transport; storage; and banking and 
insurance. 

Although there are differences in the 
performance of individual public enterpn.ses, 
most are overstaffed' and suffer from other 
operational inefficiencies. It is not merely 
public enterprises such as Bihar .State 
Electricity Board, Uttar Pradesh Road 
Transport Corporation, Indian Iron and .Steel 
Company. Scooters India, Heavy 
Engineering Corporation, National Textile 
Corporation, Fertiliser Corporation of India 
and Hindustan Fertiliser Corporation, which 
are inefficient. Even seemingly well- 
positioned public enterprises arc also 
operating inefficiently. A study (Gupta 1988] 
has shown that even Rashtriya Chemicals 
and Fertilisers, which is considered by many 
to be one of India's better-run public 
enterprises, has performed poorly; its pre¬ 
tax profits relative to its net worth ranged 
between 2.1 per cent and 10.2 per cent 
during the period 1978-79 to 1986-87, which 
is much lower than what the government of 
India(GOI) effectively paid for the resources 
that it borrowed to invest in it, with 
inefficiency in the use of inputs (e g, gas 
and power) being a major factor responsible 
for this outcome. Similarly, the GOI’s 
National Thermal Power Corporation which 
received a rating of excellent for achieving 


its output target in 1991-92, in effect did 
poorly in that year: output indeed went up. 
but the use of material inputs rose even faster 
[World Bank 1995]. 

Public enterprises have been a major 
contributor to India's huge public sector 
deficit - that is, deficit of all public entities 
in the country, including the central, state, 
union territory and local governments, 
departmental and non-departmental public 
enterprises and public entities such as the 
Oil Co-ordination Committee. According to 
a recent estimate (Gupta 1992], the deficit 
of public enterprises in the energy sector 
alone adds up to over 4 per cent of GDP. 
The public enterprises’ deficits have added 
to the country’s current large stock of 
domestic and external public debt (India's 
external debt, at about $1(X) billion, is the 
third largest among developing countries), 
which in turn results in massive annual 
liabilities on account of intere.st payments 
- the interest payments of the GO! alone, 
which has financed much of the investments 
in the country’s public enterprises, as also 
the losses that many of them have incurred, 
through borrowings on its account, added 
up to Rs 320 billion, 4.8 per cent of GDP, 
in 1995-96. Indeed, the GDI’s interest 
payments currently eat up as much as 46 per 
cent of Its total current receipts,* up from 
39.1 per cent in 1990-91 and 26.8 per cent 
in 1985-86. 

What is more distressing is the 
phenomenon of many public enterprises in 
India reporting losses despite being 
overprotected. This means that these 
enterprises’ operational inefficiencies arc so 
huge that they exceed the benefits re.suUing 
from the substantial protection that they 
enjoy and, as a consequence, they incur 
losses. With protection levels coming down, 
with competition incrca.sing, and with many 
qualified people leaving public enterprises 
because of substantially better opportunities 
available in the private sector,' the public 
enterprises’ financial performance may 
worsen. 

Many people vehemently disagree with 
the view that most of India’s public enterprises 
operate inefficiently. G V Ramakrishna, until 
recently a member of India’s Planning 
(Commission, for example, is reported to 
have claimed that thinking of all public 


enterprises as inefficient and unprofitable ii 
fallacious, and to substantiate his claim, he 
is repotted to have said that over 131 healthy 
public enterprises, including those in the 
infrastructure .sector, are making annual 
profits of about Rs 80 billion (The Timei 
of India, Ahmedabad, January 13, 1993). 
Two points need to be raised here. First, 
what is the source of these profits? Is it 
efficiency in the use of inputs, or protectior 
and/or monopoly or administered pricing^ 
Further, how do the profits compare wit! 
what the government effectively paid for the 
resources that it borrowed to invest in the 
public enterprises in question? If oni 
evaluates the performance of India's public 
enterprises in this manner, one will discova 
that most of them are operating inefficiently 
as the study on Rashtriya Chemicals anc 
Fertilisers, referred to above, illustrates. 

Why are public enterprises in India si 
inefficient? The answer lies in the environ' 
ment that public enterprises in India operati 
in, and in the effect this environment ha: 
on the public enterprise managers’ incentive! 
to develop new, better and less expensive 
products, develop new markets, minimi.si 
capital and current costs, and maximise 
profits. Iyer (1991) provides a graphics 
account of the unhealthily close ant 
dysfunctional network of formal and informa 
links and relationships between thi 
government and public enterprises, as aisc 
of some of the other components of the 
environment public enterprises in Indii 
operate in. Descriptions which illustrate thi: 
environment include; the govenunent’sdec| 
involvement in the actual management o 
public enterprises, with the concernet 
administrative ministries’ tendency ti 
function as if they were a kind of super 
management on top of the Board o 
Directors;* parliament’s involvement ii 
public enterprises’ affairs in several ways 
including through numerous questions am 
enquiries ranging from questions of overal 
performance and policy issues to the minutes 
details of day-to-day functioning; am 
expansion of the horizon of Article 12 o 
the Constitution to treat even industrial 
manufacturing and commercial publi 
enterprises as ‘state’ and thereby subjet 
them to the various obligations that go wit 
such a treatment. 
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Some people believe that the perfonnance 
of India's public enterprises can be sub¬ 
stantially improved. They assert that what 
India urgently needs is the putting in place 
of a programme of public enterprise reform 
which, among other things, will have to 
include reform in government at both the 
political and bureaucratic levels. An objective 
assessment of the situation howeversuggests 
that public enterprise reform in India is not 
possible. 

A recent study [Kikeri ei al 1994] has 
documented what public enterprise refui ms 
in a number of countries have aimed at and 
the problems that they have faced. The 
reforms aimed at exposing public enterprises 
to domestic and external competition and 
level the playing field by eliminating easy 
access to credit both from the budget and 
the banking system; by freeing public 
enterprise managers from non-commercial 
goals and government interference in day- 
to-day decision-making; and by developing 
institutional mechanisms, such as contract 
plans (or MOUs) and performance evaluation 
systems, to hold managers accountable for 
results. In response to these reforms, some 
public enterprises have indeed peribrmed 
better, but three problems persist. First, the 
reforms arc technically and politically 
difficult to implement. Often, well-designed 
programmes have fallen short in 
implementation 

Second, performance docs improve when 
the full reform package is put in place, but 
the necessary steps are numerous and hard 
toco-ordinate, and entire reform programmes 
have seldom been enacted. Fur instance, 
governments often discontinue budgetary 
support but continue to guarantee borrowings 
from banks and pay and employment reforms 
have yielded little without increased 
managerial autonomy and accountability. 

The third and more important problem of 
public enterpnse reform is sustainability. 
Faced with a financial crisis or pushed by 
external forces, a government may initiate 
fundamental and far-reaching reforms in 
public enterprises that give managers the 
mandate and the power to run theirenterprises 
in a commercial manner. As the reforms are 
put in place, economic and financial 
perlbrmanccdoes improve, but as the crisis 
fades or the external pressure weakens, 
government ownership facilitates the 
revival of non-commercial objectives, 
which in turn often leads to renewed poor 
performance. 

India’s experience with public enterprise 
reform is no different. Indeed, India's biggest 
failure in its economic reforms programme 
is that there has not been a single 
transformation in public enterprises. There 
have been some marginal changes in wage 
conditions, managerial autonomy and soon, 
but these arc very limited. Even if something 


significant does happen, the chances are that 
it will not sustain. 

It therefore appears that privatisation is 
the only way out. Yet privatisation has not 
made much of a headway in India. Why? 
The present paper attempts to answer this 
important question and insodoingitexplores 
the political economy aspects of the 
privatisation process in India. To be specific, 
the paper explores the incentives that 
influence the behaviour oflndia'spoliticians 
and policy-makers while dealing with the 
privatisation issue in the country. 

The paper is divided into five sections. 
Section II provides an idea of how properly 
designed and implemented privatisations 
may benefit India. Section Ill describes 
India's privatisation experience and paves 
the way for Section IV which explores the 
incentives that influence the behaviour of 
India’s politicians and policy-makers while 
dealing with the privatisation issue in the 
country. Finally, Section V presents some 
concluding remarks. 

n 

Benefits from Privatisation 

Privatisation, if designed and implemented 
properly, may benefit India in six ways. 
First, it will improve the environment public 
enterprises operate in and thereby strengthen 
their managers’ incentives to be efficient, 
which in turn can contribute to making the 
Indian economy substantially more efficient, 
as can be seen from the available evidence 
on privatisations in India. The government 
of Andhra Pradesh’s Allwyn Nissan (ANL), 
which incurred losses from the very 
beginning, in I98S, has done substantially 
better after its privatisation in 1988: the 
market share of the company, renamed as 
Mahindra Nissan Allwyn (MNAL) after 
privatisation, inthe fiercely competitive light 
commercial vehicle market rose from 17 per 
cent before privatisation to 21 per cent at 
the end of 1990-91; the company made an 
entry into the expon market and improved 
its status from being a loss-making company 
to a net profit-making one in 1990-91 
[Reddy 1992]. The Board for Industrial 
and Financial Reconstruction has recently 
approved MNAL’s merger with Mahindra 
and Mahindra (The Economic Times, 
Ahmcdabad, August 4, 1994). The merger 
isexpected to enable Mahindra and Mahindra 
make a .substai'tially more efficient use of 
MNAL’s plant and equipment and of its 
dealership and other infrastructure. 

Bajaj (1994) has documented the 
privatisation of the government of Uttar 
Pradesh's Auto Tractors (ATL) which was 
established inPratapgarh, a backward district 
of Uttar Pradesh, for manufacturing tractors 
and diesel engines. With ATL’s losses 
accumulating to Rs 479.4 million at the end 


of 1989-90 and there being no evidence of 
its being able to operate profitably, it was 
decided in November 1990 to close the plant 
down. The company was shortly thereafter 
converted into a jtrint venture with Sipani 
Automobiles (SAL), with SAL taking over 
the possession of the plant in March 1991. 
SAL has concentrated on the production 
of engines. It produced 1,249 engines in 
1991-92 and 1,541 in 1992-93 (more recent 
information on this is not available), against 
273 in 1988-89 and 267 in 1989-90, and has 
already started making a net profit. 

Incidentally, Bajaj (1994) has reported 
that with ATL located in a backward district, 
posting as its chief executive was not 
considered an important position by senior 
civil servants. The result was that most of 
the time the civil servants posted to All, 
were trying to get out. Politicians used the 
public enterprise as a source of patronage 
to enhance their influence by distributing 
jobs and favours. In this way they were 
seeking to maximise their influence rather 
than improve the performance of the 
enterprise. I'he interest of the enterprise was 
far removed from their mind. 

No other privatisation in India has been 
documented. But some recent studies (e g, 
Megginson et al 1994] have compared pubi ic 
enterprises’ performance before and after 
privatisation in a numberofcountries. These 
studies show considerable efficiency gams 
that have resulted from privatisation. 

Second, privatisation may create con¬ 
ditions for substantial additional investment 
as also, especially if privatisation is 
accompanied by labour market reforms, 
conditions for the generation of a large 
number of productive employment 
opportunities, which in turn may contribute 
to removing poverty. According to a recent 
study [Kikeri el al 1994], privatisation 
revived a near-dead textilecompany in Niger, 
which now operates profitably at close to 
full capacity with a larger work force, 'fhe 
company exports much of its production and 
has won a large domestic market share against 
imports. 

*Iliird, consumers may also gain from 
pnvatisation. A recent study (Galal etd 1994], 
which examined the welfare consequences 
of selling selected public enterprises in Chile, 
Malaysia. Mexico and the UK, found that 
quite apart from any benefits from improved 
service, consumers for the most part gained 
or remained unaffected by privati.sation. In 
the five cases in which consumers did lose, 
the (generally small) losses were attributable 
mostly to prices moving closer to their 
scarcity values. The study concluded, for 
example, that consumers in Chile were 
unaffected by the sale of ENERSIS, the sole 
electricity distributor in Santiago: paying 
consumers were better off, but this gain was 
balanced by losses to those who had hitherto 
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beenyeuilig the electricity fiee through illegal 
connections. Which means that if only those 
who had previously been paying for 
electricity had been considered legitimate 
consumers, and that’s the way it should have 
been, the study would have shown substantial 
increases in consumer welfare. These 
findings are especially relevant for the Indian 
situation, given the substantial losses that 
public entities in the power sector suffer 
because of illegal connections. 

Fourth, given the environment that public 
enterprises in India currently operate in, they 
can spread their sickness even to efficient 
private enterprises in sectors in which both 
public and private enterprises coexist. Thus, 
a sick mill belonging to National Textile 
Corporation, a GOi enterprise, directed by 
the government to keep on running so as to 
keep its workers employed and to keep on 
selling its fabrics at a heavily subsidised 
price, can easily drive an efficient private 
sector mill producing comparable fabrics 
out of business. One can imagine what may 
happen to private investors currently 
planning to enter India’s power sector if 
loss-making state electricity boards continue 
to ope'ate. Privatisation can be of major help 
in addressing this problem and thereby in 
allowing the Indian economy to fully realise 
the potential benefits from industrial 
liberalisation that has been put in place. 

Fifth, privatisation can te of help in 
reforming public intervention. India suffers 
from excessive public intervention, with 
public ownership and management of 
hundreds of enterprises being one form of 
public intervention. These enterprises are 
engaged in innumerable activities; 
manufacturing steel; building ships; 
generating and distributing electric power; 
running domestic and international airlines; 
exploring, producing and refining oil; 
operating dimestic and international telecom 
network; running hotels; manufacturing 
polyester film; making condoms; producing 
fruit pulp and juice; running banks as also 
life and general insurance and electronic 
entertainment businesses; and so on. 
Privatisation will result in the correction of 
such distortions and allow the government 
to concentrate on things which it has failed 
to do but which it alone can do. As the recent 
outbreak of pneumonic plague in Surat and 
its rapid spread to other parts of India has 
highlighted^ the government has failed to 
effectively intervene in the country's public 
health sector - and, as The Times of India 
has commented in a recent (January 2.199S) 
lead editorial, “a dirty country cannot be 
globalised". And public health is not the 
only example of failureof public intervention 
in India. There are many such examples; 
protection of the environment, provision of 
primary education, maintenance of law and 
order, and so on. 


Finally, privatisation can be of major help 
in reducing India's huge public sector deficit. 
This can happen in three ways. To begin 
with, the proceeds from the sale of public 
enterprises can be used to finance the public 
sector deficit or. in case the proceeds exceed 
the deficit, to reduce the outstanding public 
dd)t. both domestic and external.’ TTiis in 
turn will reduce the burden of interest 
payments and thereby the deficit. 

Another way in which privatisation can 
be of major help in reducing India’s public 
sector deficit is by substantially teducing, 
if not totally eliminating, the public 
enterprises’ variousdemandsonthecountry’s 
public sector finances. These demands, which 
add up to substantial amounts, include 
demands for budgetary support to lossmaking 
public enterprises, on the ground that this 
will enable the concerned public enterprises 
to restart and produce goods. Consider, for 
example, the additional budgetary .support 
of Rs 1.1 billion that the GOI recently 
approved for the sick units of Fertiliser 
Corporation of India (FCI) and Hindustan 
Fertiliser Corporation (HFC), both GOI 
enterprises. The GOI’sministerfor chemicals 
and fertilisers is reported to have claimed 
that the additional budgetary support will 
enable FCI's and HFC’s factories to restart 
and produce urea (The Times of India, 
November20,1994). That amounts to say i ng 
that every sick enterprise in the world can 
produce goods if subsidised. But that is no 
reason to provide budgetary support to a sick 
enterprise. The same money can be used 
much more productively elsewhere. The 
minister’s gameplan was to throw good 
money after bad to keep workers happy. 
Privatisation will do away with all this 
nonsense and thereby help to reduce the 
deficit. 

There is still another way in which 
pri vati.sation can be of major help in reducing 
India’s public sector deficit. With 
privatisation helping in putting the enormous 
assets, running into trillions of rupees, that 
public enterprises in India have built and 
acquired over the last nearly five decades, 
to substantially more productive uses, direct 
and indirect tax revenues from privatised 
firms can be expected to exceed by a wide 
margin the revenues on account of taxes and 
dividends currently received from public 
enterprises. The following two examples 
illustrate how this can happen. Malaysia 
sold a government sports lottery in 1985. By 
1989 the revenues generated through levies 
on the privatised lottery were three times 
greater (in real terms) than the revenue from 
the former public enterpri.se (Galal el al 
1994]. In Chile the net annual receipts from 
ENERSIS, the sole electricity distributor in 
Santiago, declined after privatisation because 
the government no longer received dividends 
on its equity, but tax revenue increased as 


performance gradually improved (Galal et 
al 1994]. 

Ill 

India’s Privatisation Experience 

India’s privatisation experience can be 
discussed under six heads; selling a public 
enterprise's fractional equity, with the 
controlling ownership and management 
continuing to remain in the public sector; 
putting up of a public enterprise for sale, 
with the intention of transferring its control 
and management to the private sector, but 
the sale not going through: putting up a 
public enterprise for sale, the .s^e al.so going 
through, but .scuttling the entire deal later; 
winding up a public enterprise; transferring 
the control and management of a public 
enterprise to the private sector, but with a 
substantial proportion of the equity, enough 
for managerial intervention, continuing to 
remain in the public sector: and complete 
privatisation, or what Bhagwati and 
Srinivasan (1993) call true privatisation, 
under which the control and management of 
a public enterprise is transferred to the private 
sector (though some public sector equity 
holding, without managerial intervention, 
may continue). 

Sku-inb Fraitional Eoorrv 

Beginning July 1991, the GOI has put in 
place a programme to sell a part of its equity 
held in selected central public enterprises. 
The Economic Survey 1095-96 (Government 
of India 1996) provides year and public 
enterpri.scwise details of the equity sold 
during the period July 1,1991 to December 
31. 1995. Three things emerge from these 
data. First, of the 246 non-departmental 
central public enterprises (CPEs), only 40 
CPEs' equity was sold during this period. 
Second, the quantity of equity that was sold 
did not add up to much; in 19 of the CPEs 
in question, the equity sold added up to less 
than 10 percentage points; in seven, between 
10 and 20 percentage points; in six, between 
20 and 30 percentage points; in seven, 
between 30 and 40 percentage points; and 
in one, between 40 and 50 percentage points. 
Finally, the controlling ownership and 
i.tanagemem of all the 40 CPEs continued 
to remain with the GOI. 

That's not all. Most of the equity that 
has been .sold so far, has been sold only 
to public entities in the financial sector, with 
the Unit Trust of India alone, fur example, 
accounting for 69.4 per cent of the total sales 
in 1991-92. This was done, as the minister 
of finance put it in response to a calling 
attention motion in the Kajya Sabha. “as it 
was the government’s intention to ensure 
that the benefits accrued to public sector 
institutions rather than private entities in the 
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event of the sales taking place at an under- 
priced level” (The Times of India, 
Ahmedabad, August 7, 1993). 

Public Enterprise Sale Not Going Through 

A review of the available material suggests 
many ca.scs of public enterprises which were 
put up for privatisation, but which could not 
be privatised. Examples are. Indian Iron and 
Steel Company, Scooters India and Great 
Eastern Hotel. 

Indian Iron and Steel Company. The I ndian 
Iron and Steel Company (IISCO), a 
subsidiary of Steel Authority of India (SAIL), 
a GOI enterprise, had accumulated lo.s.scs of 
Rs 8.9 billion as on March 31, 1994 against 
its paid-up capital of Rs 3.9 billion; it thus 
had a negative net worth of Rs 5 billion at 
the end of 1993-94. According to a GOI 
diagnosis (Government of India 1991J, 
IISCO's problems included; technological 
obsolescence; ageing plant and equipment; 
outmoded operational practices; and 
overmanning. 

With the IISCO management not able to 
raise on its own the resources required for 
turning the company around, and with the 
GOI also not in a position to provide the 
required resources through budgetary 
support, the GOI decided to privati.se the 
company and even found a buyer in Mukund. 
But as IISCO, which earlier used to be in 
the private .sector, was acquired by the GOI 
under two acts of the parliament (viz. The 
Indian Iron and Steel Company (Taking 
Over of Management) Act of 1972 and The 
Indian Iron and Steel Company (Acquisition 
of Shares) Act of 1976), parliamentary 
approval is necessary tor the privatisation 
to be put in place. Two bills to repeal lhc.se 
acts and thereby seek the parliament's 
approval for IISCO’s privatisation were listed 
for introduction in the Lok Sabha on 
December 23,1993 but, given the vehement 
protest of the Left Front and other other 
opposition members of the Lok Sabha, they 
had to be referred to a parliamentary 
committee. The GOI’s minister of slate for 
steel sought the support of the committee, 
called the Parliamentary Consultative 
Committee for privatisation of the Indian 
Iron and Steel Company, but his fervent * 
appeal did not receive any favorable re.sponse. 

in March 1994 the IISCO’s case was 
referred to the GDI's Board for Industrial 
and Financial Reconstruction (BIFR). The 
BIFR, set up in 1987 to implement the Sick 
Industrial Companies (Special Provisions) 
Act of 1985, appointed the Industrial 
Development Bank of India (IDBI) as the 
operating agency. The IDBI received a plan 
furtheievival of IlSCO.Thc plan, submitted 
by SAIL, was contingent on the GDI's 
ministry of steel providing a budgetary 
support of Rs 11 billion for reviving IISCD. 
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But the GDI has rejected the possibility of 
providing any budgetary support for 
tumarounding the ailing Bumpur (West 
BengaD-basedllSCO.Givenlndia’spoIitical 
economy, this certainly is a bold decision 
- some people had argued that the then 
ruling Congress Party at the centre had no 
alternative but to provide the budgetary 
support in question, because in case it did 
not it would lose West Bengal in the 1996 
general elections. 

But what will happen to IISCD now? 
According to a recent report in The Economic 
Times (Ahmedabad edition, December 1, 
1995), IISCD is now almost certain to be 
privatised, with Mukund, which earlier had 
offered to takeover IISCD. likely to bid 
again. 

Scooters India: The Scooters India 
(SIL), a GDI enterprise, was incorporated 
as a public limited company in 1972 and 
started commercial production in 1975. It 
has two units located at Lucknow and New 
Delhi, with the Lucknow unit manufacturing 
two-wheelers and three-wheelers and the 
New Delhi unit, which is under lease, 
manufacturing electrical ceiling fans. 

SIL has performed very poorly. Its 
accumulated losses amounted to Rs 4.8 
billion on March 31,1994 again;;! its paid- 
up capital of Rs 78.1 million; it thus had a 
negative net worth of Rs 4.7 billion at the 
end of 1993-94, up from Rs 2.5 billion at 
the end of 1990-91 and Rs 0.7 billion at the 
end of 1985-86. According to a GDI study 
(1991), SIL continued to be in a bad shape 
because (a) it had outdated plant and 
machinery, (b) it had excessive manpower, 
(c) it had poor marketing and servicing 
network, and (d) it was unable to compete 
in a highly competitive market. 

The GDI decided, in 1987, to sell the 
Lucknow unit to Bajaj Auto, a major scooter 
producer in the private sector, but the decision 
could not be implemented because of the 
employees’ oppo.sition - SlL’s 3,125 
employees opposed the GDI’s privatisation 
move because it was feared that it might 
result in a retrenchment of 1,625 employees 
[fiusiness Standard, March 8,1988, cit^ in 
Pendse 1991]. 

In May 1^2 SIL was referred to the 
BIFR. A package for its rehabilitation and 
restructuring has recently been approved 
(The Economic Times, Ahmedabad, 
September 12, 1995). Complete details of 
the package aic not available, Rut there is 
reason to believe that the package involves 
writing off of SIL’s liabilities (interest and 
excise duty payable, and loan repayment) 
and voluntary retirement of workers. A 
joint management committee to oversee 
implementation of the package has also been 
set up. 

Great Eastern Hotel: The Great Eastern 
Hotel, a government of West Bengal 
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(GOWB) enterprise, is an over ISO-year old 
hotel, located in Calcutta. In 1994 the 
Communist Party of India (Marxist)-led 
GOWB decided to privatise the hotel and 
transfer the control and management to Accor 
Asia Pacific, a subsidiary of Accor SA of 
France, which planned to convert it into a 
250-room five-star hotel at a cost of about 
Rs 950 million. Accor agreed to buy the 
hotel on the precondition that it would be 
allowed to retrench all of its 640 employees. 
The GDWB responded to this by offering 
the employees 36 to 40 months’ salary, apart 
from provident fund and gratuity dues. But 
four labour unions, includingthose affiliated 
to the CITU and the INTUC, rejected the 
GOWB’s offer. 

Jyoti Basu, chief minister, GOWB had 
announced that the hotel would have to be 
closed if it was not privatised, given that the 
GOWB did not have the funds to subsidise 
it. But the CITU leaders are reported to have 
impressed upon the chief minister that the 
privatisation of Great Eastern Hotel just 
before the Lok Sabha and the West Bengal 
Assembly elections would not be politically 
wise. According to them, the Congress Party 
could use this as a weapon against the CPI(M), 
especially when the CPKM) had oppo.sed 
the privatisation of Bailadila mines iThe 
Times of India, August 22, 1995). This 
suggests that the issue of privatising the 
Great Eastern Hotel may be revived, given 
that both the Lok Sabha and the West Bengal 
Assembly elections are now over and given 
that the CPl(M)-lcd Left Front has been 
returned to power in West Bengal, with Jyoti 
Basu as the chief minister. 

Scuttling Sale of Public Enterprise^ 

There has been at least one such case: the 
sale of the government of Uttar Pradesh’s 
UP State Cement Corporation (UPSCCL). 
The UPSCCL had accumulated los.ses of 
Rs 1.6 billion as on March 31,1990 against 
its net worth of Rs 0.7 billion; it thus had 
a negative net worth of Rs 0.9 billion at the 
end of 1989-90. The UPSCCL’s problems 
included: inherent defects in plant design, 
inadequacy of trained technical personnel, 
poor maintenance, overmanning and 
recurring labour problems, low capacity 
utilisation, and high cost of production. 

Considering the mounting losses, the 
government of Uttar Pradesh (GDUP) 
decided, in April 1990, to privatise UPSCCL. 
It found a buyer in Dalmia Industries. )n 
February 1991 the GDUP and Dalmia 
Industries entered into a joint venture 
agreement which provided, among other 
things, for (a) the GDUP transferring S1 per 
cent of UPSCCL’s equity to Dalmia 
Industries, with the balance of 49 per cent 
remaining with the GDUP, (b) the joint 
venture taking over all the employees of 
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UI^CCL, and (c) Daimia Industries taking 
over the management of UPSCCL. The 
decision to transfer the equity and handover 
the management was opposed by the 
UPSCCL's employees. A petition was filed 
in the Allahabad High Court, which prohi¬ 
bited the GOUP from converting UPSCCL 
into a private corporation. The GOUP 
responded to this by transferring only 49 per 
cent of the equity, with the stipulation that 
another 2 per cent of the equity will be 
transferred after the court's decision. The 
GOUP also handed over the UPSCCL’s 
management to Daimia industries. But as 
there was labour unrest, the transfer of 
management could take place only with the 
help of the police. The police al.so had to 
resort to firing to control the workers, a.s a 
result of which nine workers died. 

After some time.anumberoflabourunions 
of the employees filed a petition, stating that 
as the interests of workers had already been 
safeguarded by the specific provisions in the 
agreement that no worker would be 
retrenched and that the service conditions 
would not be changed to their detriment, the 
petition earlier filed by them may he 
dismissed. 

The events, however, took a dramatic turn. 
1'here was a change in government in Uttar 
Pradesh, with the new government deciding 
to cancel the agreement with Daimia 
Industnes and resuming the equity shares 
transferred to it through an ordinance issued 
on October II, 1991. 'Ihere has been a 
further deterioration in the UPSCCL's 
financial situation, with its accumulated 
losses on March .11,1994 adding up to over 
four times its net worth. More recent 
information on its financial situation is not 
readily available. 

Winding up a Public Enterprise 

As part of the country’s economic reforms 
programme, the Sick Indu.strial Companies 
Act of 1985 was amended in December 1991 
to bring public enterprises under the purview 
of the Board for Industrial and Financial 
Reconstruction (BIFR). Consequently, until 
the end of 1995, 138 cases of sick public 
enterprises were registered with the BIFR. 
The BIFR has recommended winding up in 
14 of these cases.’ The public enterprises 
which the BIFR has recommended for 
winding up include: NTC (Gujarati, NTC 
(Madhya Pradesh), NTC (Uttar Pradesh), 
NTC (West Bengal), British India 
Corporation, CawnporeTextiles, Elgin Mills, 
Mandya National Paper Mills, and National 
Bicycle Corporation. 

But none of these public enterprises has 
been wound up so far. Indeed, the government 
seems to have abandoned, at least lor the 
time being, even the idea of winding up 
public enteiprises. The GDI’s minister of 


industry is reported to have announced that 
whenever the BIFR ordered the winding up 
of a sick public enteqrrise, the GDI did not 
accept the order as 'final ’. According to him, 
no stones would be left unturned to 
restructure, revive and strengthen public 
enterprises and ihe route of winding up 
would be adopted only as the last resort 
(The Times of India, Ahmedabad. October 
21. 1995). 

Transferring the Control and Management 

of Public Enterprise With Substantial 

Equity Remaining With Public Sector 

There have been cases of public enterprises 
whose control and management has been 
transferred to the private sector, but a 
substantial proportion of theirequity, enough 
for managerial intervention, has continued 
to remain in the public sector. The case of 
Marati Udyog (MUL) is an excellent example 
of this kind of privatisation experience in 
India. 

Until mid-1992 MI JL used to be a public 
enterprise, with the GDI holding 60 per cent 
of its equity and Suzuki Motor Corporation 
(SMC) of Japan htilding the remaining 40 
per cent. Currently, SMC holds 50 per cent 
of MUL’s equity, with the GDI holding 
49.74 per cent and MUL employees the 
remaining 0.26 per cent. This allows the 
GDI to effectively intervene in decision¬ 
making at MUL. One can argue that this is 
not necessarily a bad thing, provided the 
intervention is in MUL’s commercial interest. 
And this is where the rub is. 

Consider, for example, the GDI’s stand 
on the issue of MUL’s propo.scd expansion 
and modernisation programme involving an 
investment of Rs 23.7 billion. MUL wants 
to modernise and expand in order to withstand 
the increased competition resulting from the 
opening up of India’s passenger car sector 
while tightening the grip over its market 
share. The GDI wants MUL to finance the 
expansion and modernisation programme 
through borrowings and internal accruals, 
while .SMC wants to use the.se routes as well 
as equity through an increase in the paid- 
up capital. Resiwnding to a question on 
SMC’s objection to financing MUL’s 
expansion and modernisation programme 
only through borrowings and internal 
accruals, SMC president Dsamu Suzuki said: 
‘There will have to he a balance between 
borrovting. equity and internal accruals. If 
anybody suggests that borrowings and 
internal accruals can be enough, he does not 
know business. Maybe some people in India 
are happy with the impasse. Maybe some 
car manufacturers are behind it as they resent 
Mamli’s monopoly" (The Times of India, 
Ahmedabad, December 15, 1995). 

And what is the GDI’s objection to raising 
part of the required resources through equity’’ 


The answer is simple, the GDI wants to 
retain its equity holding at the current level 
of 49.74 per cent, and in order to be able 
todo that It will have to shell out a substantial 
amount of money which it cannot afford to 
do. It cannot shell out the money largely 
because of its current difficult fiscal situation, 
but also because of the perverse signals that 
this will send out to all tho.se who were 
denied budgetary su pport fur the programmes 
that they had supported (e g. pnigramme for 
llSCO’s revival) - they will argue that if the 
GDI can manage to find resources for 
investing in MUL’s equity, it must find 
resources for, say, IISCO’s revival as well. 

The bottomliiic is that while MUL is no 
longer a public enlerpn.se, the GDI’s current 
actions arc being guided much less by 
commercial rationality than by its desire not 
to dilute Its current 49.74 per cent equity 
stake, so that it may continue to control 
MUL and effectively intervene in itsaffairs.* 
The irony is that all this is being allowed 
to happen despite the noise that the GDI has 
made in recent yc.nrs about getting out of 
non-core areas. 

Complete or Triw Pri.ansatum 

Finally, India's privatisation cx(>encncc 
also includes ca.ses of complete or true 
privatisation, under which the control and 
management of ‘a public enterprise is 
transferred to the private scctoi (though some 
public sector equity holding, without 
managerial intervention, may continue). 
Indeed, a careful review ol the available 
evidence, including the results of a recent 
The Economic Times survey on how 14 slate 
governments have dealt withihe privatisation 
issue (The Economic Times, Ahmedabad, 
February 17, 1996), clearly sugge.sts many 
cases of complete or true privatisation in 
India. The public enterprises that have been 
completely or truly privatised in India 
include: ACC. Babcock. Allwyn Nissan, Auto 
Tiactors, East Coast Brc’’erics and 
Distilleries, Goa Telecommunications, Goa 
TiincMovers. I laryana Brewci les, Hindustan 
Allwyn’s rcirigeration division, Orissa 
Mining Corporaiion’s charge chronic plant, 
and Raja.sthan State Tanneries Intormaliun 
on the total value of the public enterprises 
that have been completely or truly privatised 
so far is not available, hut there is rea.son 
to believe that it docs not add up to much.'* 

The foregoing di.scussion reveals the 
variety of ways in which India's politicians 
and policy-makers behave when it comes to 
dealing with the issue ot privatisation in the 
country. But why do they behave the way 
they do? To be specific; Why doesn’t the 
percentage of equity of the central public 
enterprises that the government of India has 
sold during the last roughly five years, add 
up to much? Why didn’t the government of 
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India privatise the ailing Indian Iron and 
Steel Company, even though it had 
announced its decision to do so and had even 
found a buyer in Mukund? Why didn’t the 
government of India privatise the ailing 
Scooters India, even though it had announced 
its decision to do so and had even found a 
buyer in Bajaj Auto? Why didn’t the 
government of West Bengal privatise the 
ailing Great Eastern Hotel, even though it 
had announced its decision to do so and had 
even found a buyer in Accor Asia Pacific, 
a subsidiary of Accor SA of France? Why 
did the government of Uttar Pradesh scuttle 
the deal involving the privatisation of UP 
State Cement Corporation?*" Why haven’t 
the public enterprises which have been 
recommended for winding up by the BIFR, 
have been wound up so far? Why is the 
government of India insisting that it must 
continue to control Maruti Udyog and 
effectively intervene in its affairseven though 
Maniti is no longer a public enterprise? Why 
did the government oM Jttar Pradesh privatise 
Auto Tractors? Why did the government of 
Andhra Pradesh pnvatisc Allwyn Nissan 
and Hyderabad Allwyn’s refrigeration 
division? And so on. 

I have developed a framework for 
addressing these issues. The framework 
explores the incentives that influence the 
behaviour of India's politicians and policy¬ 
makers while dealing with the privatisation 
issue in the country. Section IV presents the 
framework. 


IV 

Incentives Influencing Behaviour 
of India’s Politicians and 
Policy-Makers 

While India’s politicians and policy¬ 
makers have generally opposed privatisation, 
they have also allowed the privatisation of 
certain public enterprises. A politician or 
policy-maker may oppose piivalisation on 
ideological grounds - privatisation is a bad 
thing; public enterprises can be reformed. 
A politician or policy-maker may oppose 
privatisation also because s/he perceives 
privatisation as something which is not in 
his/her self-interest. A politician or policy¬ 
maker may perceive the privatisation of a 
given public enterprise as damaging, directly 
or indirectly, the chances of hi.s/herelection/ 
re-election if that privatisation is likely to 
at feet adversely one or more of the following 
interest groups; the public enterpri.se’s 
employees, input suppliers, oulpiii dealers, 
and customers accustomed to subsidised 
output. Fiirthci. to the extent that a public 
enterpnse can be used as a milch row or as 
a source of patronage, or as both, its 
privatisation may be perceived by a politician 
or policy-maker as a development which is 
not in his/her scif-inierest. 


On the other hand, when a politician or 
policy-maker allows the privatisation of a 
given public enterprise, he/she may do so, 
one may argue, because of one or more of 
the following considerations; ideological 
grounds (privatisation is good; it will beneni 
the economy in several ways), pressure from 
well-informed voters, and increasingly 
difficult public finance situation. 

A careful review of the available evidence 
and discussions with knowledgeable people 
suggest that Indian politicians’ and policy¬ 
makers’ opposition to privatisation has been 
influenced much less by ideological 
considerations than by considerations of self- 
interest. Indeed, the considerations of self- 
interest seem to have been so pervasive and 
overwhelming that it is these considerations 
which largely explain the issues raised 
earlier." 

But this is not all. The increasingly difficult 
public finance situation has begun putting 
pressures on Indian politicians and policy¬ 
makers to bahave differently. They have 
begun to realise that many sick public 
enterprises will have to be privatised for 
releasing scarce resources for more pressing 
public purposes and/or for some populist 
schemes that they had announced in their 
election manifestos. It is this recognition 
which, in my view, has triggered all the 
moves that have been made for complete or 
true privatisation in India. Akso, it is this 
recognition which explains why the GOI is 
toying with the idea of selling Indian Iron 
and Steel Company to Mukund now. 

But a given privatisation move does not 
neces.sarily turn into a complete or true 
privatisation. Much depends on how the 
process of transition from a privatisation 
move to a complete or true privatisation is 
managed. Given that most public enterprises 
in India are grossly overstaffed, a major 
consideration here relates to the employment 
implications of privatisation. In the Haryana 
Breweries privatisation case, theemployment 
issue was handled by the buyer (Shaw 
Wallace and Company) and the seller 
(government of Haryana) entering into an 
agreement which clearly stipulated that 
"there will not be any retrenchment or 
downward revision of pay scale of existing 
workmen or employees” (l,ettcr to Editor 
from R S Malik, commissioner and secretary, 
department of industry, government of 
Haryana, The Economic Times, July 26, 
1994). Simila< iy, in the Allwyn Nissan (AND 
privatisation case, the employment issue was 
handled by the buyer (Mahindra and 
Mahindra) and the seller (government of 
Andhra Pradesh) entering into an agreement 
under which the buyer undertook to "protect 
the rights and service conditions of the 
employees on the payroll of ANL, abide by 
the written commitments of the present 
management to them and not envisage any 


reduction in the ovmll wodcforce” [Reddy 
1992]. But in the GOI’s Scooters India case, 
the privatisation move did not succeed as 
the employees opposed the move on the 
ground that it might result in retrenchment 
of roughly half the employees. 

But all this does not necessarily suggest 
that in order for a privatisation move tc 
succeed, the buyer must agree to employ all 
the workers. In the government of Uttai 
Pradesh’s Auto Tractors (ATL) case, 
privatisation was not opposed even though 
the buyer (Sipani Automobiles) had made 
it clear that while preference would be giver 
to the ATL employees, it woud employ only 
as many workers as it considered neces.sary 
One may ask how such an outcome, was 
managed. The answer lies in the fact thai 
once it became evident that it would not br 
possible to operate ATL profitably, tht 
government of Uttar Pradesh (GOUP, 
decided to clo.se the plant, retrench all of it! 
about 1,230 employees and pay thenr 
compensation and benefits, totalling aboui 
Rs SO million, that they were entitled to, anc 
it was only after all this had been done tha' 
the GOUP started exploring the options 
including that of privatisation, available tc 
it, rather than exploring the privatisaior 
option while continuing to operate the plan 
[Bajaj 1994]. 


Where Do We Go from Here? 

One may argue that although the progres: 
on the privatisation front so far has not bcei 
very encouraging, the momentum will picl 
up as time goes on, given the incentives fo 
privatisation that will result from a coupli 
of pressures that arc building up. First, lh< 
screw of budgetary support to finance piiblii 
enterprise investments and losses is graduall; 
being tightened - witness, for example, tin 
developments on the IISCO front. Thi 
reflects India's public finance situation whici 
continues to be bad. 'There is”, as Little 
(1996) has put it, “a time-bomb tickinj 
away, since borrowing is at unsustainabl; 
high levels. India is heading for anothe 
crisis.” 

Second, the mechanisms which earlic 
served to protect public enterprises fror 
the workings of competitive markets no\ 
stand eliminated to a large extent and as 
consequence public enterprises ar 
experiencing difficulties in responding t 
the new environment - witness, for example 
the exodus of qualified people from Bhart 
Electricals, National Thermal Powe 
Corporation, Indian Airlines, and so or 
This, combined with the gradual hardenin 
of the budget as also the reforms in th 
;^anciai sector, may have the effect c 
siftstantially weakening the public enterpris 
employees’ opposition to privatisation 
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indeed, some of them may even start openly 
demanding privatisation. 

While I do see a lot of merit in this 
argument, 1 believe that it will nut be m 
India's interests to just wait for the above 
two pressures to work themselves out and 
thereby createthe incentives for privatisation. 

I believe that something more needs to he 
done-something that may make pn vatisation 
happen in India before India is driven to the 
wall. I believe that a major initiative lor 
turning India toward privatisation needs to 
be launched. Its work programme will have 
four components, with the first component 
guided by the urgency of building and 
strengthening aconstituency for privatisation 
in India. This will be considerably aided by 
the widest possible dissemination of 
information about the various benefits - 
benefits not just on the public finance front, 
but on the efficiency and other fronts as well 
- that properly designed and implemented 
pri vntisations may bring to the I ndian people. 
The people will have to be convinced that, 
given the extremely high opportunity costs, 
India cannot afford public sector 
misadventures in areas (e g. running hotels, 
manufacturing polyester film, making 
condoms, and producing fruit pulp andjuice) 
that properly belong to the private sector. 

The second component ol the work 
programme will address the issue ot 
formulating a privatisation policy lor India. 
This IS important, for once the necessary 
climate conducive for privatisation has been 
crcaieil, it will be highly desirable to follow 
this up. as soon as possible, with the 
announcement of a projicrly structured and 
articulated privatisation policy. The policy 
will need to clearly address at least the 
following issues: why privatise?; what to 
privatise? (India cannot afford to limit its 
privatisation programme to certain sick 
public enterprises only; mo.st of the other 
public enterprises (sick as well as non sick) 
also will have to be privatised); when to 
privatise?; which organisation will serve as 
the nodal agency for privatisation and what 
will be its composition, powers and 
responsibilities?; what are the institutional 
mechanisms that will be put in place to gain 
public enterprise employees’ support for 
privatisation?; and what is the role that India 
would like foreign investors to play in its 
privatisation programme? 

The third component of the work 
programme will address the issue of capacity 
building for managing pri vatisations in India. 
Privatisation is a difficult process; it involves 
reconciling the government’s political 
objectives and the business needs of a given 
public enterprise with the need to interest 
private investors in the enterpnse and to 
generate efficiencies [Donaldson I99.S|. It 
will therefore be absolutely necessaiy to 
come up with training programmes designed 


to equip selected public enterprise managers 
and government officials in India with the 
knowledge and skills required for managing 
the various components of the privatisation 
process. 

Finally, the proposed initiative will address 
the issue of evaluating India's post- 
privatisation experiences. This will involve 
rigorous work on estimating the impact of 
privatisation on efficiency and investment, 
on public finances and balance of payments, 
on employment, on management practices 
and strategies, and on managers’ skills, 
attitudes and behaviour. Evaluations of post- 
privatisation experiences along these lines 
may generate ideas which may help India 
maximise the gains from privatisation. 

Notes 

[This paper is a revised version of ihe paper 
prepared for the Center for Instilutional Reform 
and llw informal Sector (IRIS), University of 
Maryland, College Park, Maryland. US The 
author acknowledges with lhank,s the financial 
support he received fiom the IRIS and is gralcl'ul 
for the helpful comiiK-nis received on Ihe curlier 
version of the paper from participants al the 
Conference on ‘Public .Sector Kcsiructuring and 
Labour Reforni. Progress and Pros|jccis' hold in 
New Delhi on July 2, 1996. The views expressed 
in the paper arc ihe sole responsibility of ihc 
author.) 

1 OrficialsolCoul IndiatCID.aGOIcmcqirise. 
are reixined to have said (hai. under the 
national coal wage agreement, CII. is obliged 
10 provide employmenl to Ihc dependents of 
workers, irrespcclivc of the vacancies, afici 
llic death ot a worker while in service and 
after the icrminalion of .service of a worker 
on medical grounds alter Ihc age at S8 As 
arcsullof the.sepnivision.s.CILhad to provide 
employmenl to over 62.(XX) people who are 
redundant (The Times of India. Ahmedabad, 
August 2X, I99S) Available iniormalion 
suggests substantial ovci staffing in many other 
public enterpnses os well. A recent study 
[Banerp and .Sabol 1994, cued in The World 
Rank I99.‘i| reveals overstaffing of Ihc order 
of 19,80 per cent m Iclecummunications, 91 
[ler cent in Bombay Port (conluitier section), 
and more than .13 per cent m sleel. chemicals 
and textiles 

2 Even this figure of 46 per cent understates 
the GOI's true inlercsl liability as interest 
payments are calculated on a cash hosts rather 
than on an accrual hasis. 

3 At least 100 scnioi personnel from Bharat 
Heavy LIccIrical.s (HHL), a GOl enterprise, 
are reported to have jumped the fence lo join 
ils MNC coinpclilor, Asea Brown Boven 
(The Times Ilf India. Ahmedabad. January 13. 
199.3) .Similarly, National Thermal Power 
Curporation. .inolherGOI enterprise, is facing 
an exodus of ils lop brass (The Enmomu 
Times. Ahmedabad, I3ccemltei 1. 199.3). 

4 The Air India, a GOl enterprise, is repurled 
to have sought the Ministry of Civil Aviation's 
“final clearance" for chartering an aircraft 
for a wedding in llie air (The Times o{ India, 
Ahmedabad, October6.1994) - why couldn’ t 


Ihe Air India’s inttnngcmeni decide the matter 
on its own? Then, HMT, another GOl 
enterprise, is reported lo have sought the 
govemmem's permission lo file suits against 
TUSRC of Iran lo recoverexpenditure iiicunred 
and damages for fail*’ig to honour (he 
contractual ohiigalioiis, il has also soiighl the 
gnvcniincni's appiuval to tile a suit against 
a cusloinei in Africa for overdue amounts 
against supplies (The Economic Times, 
Ahmedabad. October 16,1993) - why could 
not the HM1 manugemeni lake decisions on 
the issues involved on ils own and go alieod 
with iheir iniplenientalion, wiihoiil seeking 
Ihc govemineiu's pciinission/approval? 

3 The proceeds from ihc sale of public 
enterprises should be irealed as a financing 
(below-lhe-line) item, not ns a receipt (above- 
the-line) item A major advantage of such a 
iFcalmcni is that ii climinuies all possible 
incentives lo reduce a given public sector 
deficit with no or relatively small fiscal 
correction (Oupla I993: also sec Gupta and 
Ijjvy I993.andUnitedNalionsDevelopment 
Programme 1993) 

6 This subsection draws heavily on material in 
Bajaj (1994) 

7 Of Ihc remaining 124 cases of public 
ciilcrpnses registered willi Ihc BIHK, 26 were 
dismissed as non inaiiilainablc, 29 were 
approved for revival, and 69 were pending 
for disposal 

s Press reports suggest dial Ihe GOl has won 
Ihc battle, with the .SMC agreeing lo financing 
the MUl.’s proposed expansion and 
modcrmsalion programme c.nlirely by debt 
and internal ao'riiats (The Economu Times. 
Ahmedabad, July 6. I996) 

9 The sale value ol 76 jxt cent cqiiily of ACC 
Babiock uinounicd lo .3l(i3 million (El’W 
Research Foiindaiiun I993), dial o( 31 per 
cent equity of Haryana Breweries lo Rs 75 
million (ihe Eionomii limes, Ahmedabad 
July 16, 1994) and lhal ol 74 jht cent equity 
ol Auto Tiaclors to Ks 33 3 million |Baja| 
1994) 

10 'Ihc death ol nine ss'oikeis in ihc wake of 
Iransicr of Ihe UP Stale Cement Corporation’s 
(UPSCCI/s) management to Dnimia 
Industnes added a new dimension to llic issue. 
The HJP look this up as one ol ihc election 
issues and announced lhal il will sculllc the 
UP.SCCl.'s piivatisaliun it i' ( anic lo power. 
The BJP won the cIclImhis ,ind accordingly 
the agrcciiie.il with Daltma Industries was 
cancelled llihcclci lions were heldsoiiieiinic 
filler, things piolialily ss'ould have hc-:n 
different. 

11 The following draws heavily on material in 
Gupta (1996) 

The internal rate of return lhal tliu husincss 
of politics gcncrale.s in Indi.a i.s pretty high. 
Pohlicians iheielurc want lo gel elected and 
re-rlocicd This explains ihe cul Ihroul 
eimiix-lilion lor votes that one witnesses - 
votes lor gelling elected or re eiccleil. for 
example, us an ML A oi an MP, and tor getting 
elected or rcadcctcd and then surviving as a 
chid minisler or as prime minister. And it is 
here that public enleqtriscs. which elected 
poliiicians use as mileli calllc. conic in handy' 
access lo the public entcqirises' resources 
helps politicians in gelling votes This lan 
happen m a vanecy ot ways P'lrst, public 
enterprises ean he used lo create and piovide 
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jobs, often at wages/salaries higher than the 
market rates, to those who directly or 
indirectly help a politician in getting votes 
- in India it is much easier to create a job 
in a public enterprise than in a government 
department. This explains to a large extent 
the phenomenon of gross overstaffing and the 
resulting inefficiency in public enterprises. 
To illustrate: the cost of producing sugar 
in the government of Bihar’s sugar mills 
recently ranged between Rs 9 and 24S per 
kg - six of the mills that were closed in 1992 
were operating so inefficiently that their 
closure has enabled the government of Bihar, 
even with the employees continuing to be 
paid their wages/salaries, to reduce its 
budgeuiry support to finance their losses by 
Ks 70 million a year [Singh 1993]. Second, 
public enterprises can be used as parking 
places for selected members of a rival group 
within a political party, or for such other 
people whose support may he critical for the 
continued survival of, .say. a chief minister. 
These people can be nominated or appointed 
as chairpersons or as members of the 
management boards ol selected public 
enterpnses. This is a standard practice in 
India, with the recent appointments to the 
boards of Gujarat's public enterprises being 
an example - the Gujarat chief minister is 
reported to have appointed supporters of one 
of his political rivals as chairpersons of 
Gujarat's public enterprises such as Gujarat 
Industrial Development Corporation and 
Gujarat .State Export Corporation (Tlif 
Economic Times, Ahmcdabad, January 6, 
1994). Finallv, public enterprises can also be 
inilched through leakages in. say, their 
spendings under vanous heads, both current 
and capital. Thus, plant and machinery 
required forimplementingapublicenterprisc’s 
investment projects, especially protects of a 
public enterpnsc operating in a regime of 
administered (cost-plus) pricing, may be 
acquired at inflated prices, with at least a port 
of the difference (between the market price 
and the actual price charged to the public 
enterprise) directly or indirectly accruing to 
an elected politician And the resources so 
acquired can be used for facilitating the 
engineering of political defections, for 
financing the huge reelection expenses, and 
for many ■•'ther purposes Given the above 
state of affairs, no wonder most politicians 
and policy-makers oppose privatisation of 
public enterprises, especially now when, 
thanks to the ecomimic leforms (eg. substantial 
relaxations in the industnal licensing regime, 
removal of some of the price and distnbution 
controls) that have been put in place, some 
of the opportunities for rent-seeking that they 
used to thrive on. have di.sappcared. 
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The ANC and South Africa 

Past and Future of Liberation Movements in World-System 

Immanuel Wallerstebi 

The achievement of power by the African National Congress in South Africa may mark the end of a world-systemic 
process that has been continuous since 1789, that of national liberation movements. Although antisystemic movements 
once in power failed to be liberatory, it is their very failure, and the resulting growth of independent anti-state 
movements, that provides hope for positive developments in the coming years. 


THE African National Congress is one of 
the oldest national liberation movements in 
the world-system, it is also the latest 
movement to have achieved its primary 
objective, political power. It may well be 
the last of the national liberation movements 
to do so. And thus May 10,1994 may mark 
not only the end of an era in South Aliica 
but also the end of a world-systemic process 
that has been continuous since 1789. 

'National liberation' as a term is of course 
recent, but the concept itself is much older. 
The concept in turn presumes two other 
concepts, ‘nation’ and ‘liberation’. Neither 
of thc.<e concepts had much acceptance or 
legitimacy before the French revolution 
(although perhaps the political turmoil in 
British North America after 1765 that led 
to the American revolution reflected similar 
ideas). The French revolution transformed 
the geoculture of the modem world-system. 
It made widespread the belief that political 
change is 'normal' rather than exceptional, 
and that sovereignty of states (itself a concept 
that dates at most from the 16th century) 
resides not in a sovereign ruler (whether a 
monarch or a parliament) but in the 'people' 
as a whole.' 

Since that time, these ideas have been 
taken seriously by many, many people - too 
many people as far as those in power are 
concerned. The principal political issue of 
the world-system for the pa.st two centuries 
has been the struggle between those who 
wished to see these ideas implemented fully 
and those who resisted such a full imple¬ 
mentation. litis struggle has been a con¬ 
tinuous one, hard-fought, and it has assumed 
multiple forms in the different regions of the 
world-system. Early on, there emerged class 
struggles in Great Britain, France, the US 
and elsewhere in the more industriaii.sed 
r.ones of the world, which pitted an enlarged 
urban proletariat against toth its bourgeois 
employers and the aristocracies still in power. 
There were also numerous nationalist 
movements which pitted the people of a 
^nation’ against an ‘outside* invader or 
against a dominant imperial centre, as in 
Spain and Egypt during the Napoleonic 
era, or as in the case of the multiple move¬ 
ments in Greece, Italy, Poland, Hungary, 


and an ever-expanding list during the post- 
Napoleonic era. And there were still other 
situations in which the outside dominant 
force was combined with an internal settler 
population that made its own separate 
claims to autonomy, as in Ireland, Peru, 
and most significantly (though it is an 
often ignored case) Haiti. The movement 
in South Africa is basically a variant of this 
third category. 

Even in the first half of the 19th century, 
as we can rapidly note, these movements 
were not limited to western Europe but 
included the peripheral zones of the world- 
system. And of course, as the years went by 
more and more movements were to be 
founded in what we later came to call the 
third world, or the south. In the period from 
circa 1870 to the first world war, a fourth 
variety emerged, that of movements in 
formally independent states in which the 
struggle against the 'ancien regime' was 
considered simultaneously to be a struggle 
for the renaissance of national vitality and 
therefore against the dominance of outside 
forces. Such were the movements that came 
intocxistencc,forcxample,inTurkey, Persia, 
Afghanistan, China and Mexico. 

What united all these movements was a 
sense that they knew who the 'people' were 
and what ‘liberation’ meant for the people. 
They also all shared the view that the people 
were not currently in power, were not truly 
free, and that there were concrete groups of 
persons who were responsible for this unjust, 
morally indefensible situation. Of course, 
the incredible variety of actual political 
situations meant that the detailed analyses 
made by the various movements were quite 
distinct, the ones from the others. And, as 
the internal situations changed over time, 
quite often the analyses of particular 
movements changed. 

Nonetheless, despite the variety all these 
movements shared a second common feature 
as well, their middle-run strategy. Or at least 
it was shared by tho.se movements which 
came to be important politically. The 
successful movements, the dominant move¬ 
ments, all believed in what we speak of as 
the two-state strategy; first attain political 
power, then transform the world. Their 


common motto was expressed most pithily 
by Kwame Nkrumah: “.Seek ye first the 
political kingdom, and all things shall be 
added unto you.” This was the strategy 
followed by the socialist movements which 
centred their rhetoric around the working- 
class, by the cthno-iiational movements 
which centred their rhetoric around those 
that shared a particular cultural heritage, 
as well as by those nationali.st movements 
which used common residence and citizen¬ 
ship as the defining feature of their 'nation'. 

It IS this last variety to which wc have 
given the name of national liberation 
movements. The quintessential movement 
of this kind, and the oldest of them, is the 
Indian National Congress, lounded in 1885 
and still existing (at least nominally) today. 
When the ANC .was founded in 1912, it gave 
itself the name of the South African Native 
National Congress, adapting that ot the 
Indian movement. Of course, the Indian 
National Congress had one feature that few 
other movements shared. It was led 
throughout the most difficult and important 
years of its history by Mahatma Gandhi, 
who had elaborated a worldview and a 
political tactic of non-vioicnl resistance, 
‘satyagraha’. He elaborated this tactic first, 
in fact, in the context of the oppressive 
situation of.South Africa, and latertraaslcrred 
it to India. 

Whether the Indian struggle was won 
becau.se of satyagraha, or despite satyagraha, 
is something we cun long debate. What is 
clear is that the independence of India in 
1947 became a pri me symbolic event for the 
world-system. It symbolised both the triumph 
of a major liberation movement situated in 
the world's largest colony, and the implicit 
guarantee that the decolonisation of the 
rest of the world was politically inevitable. 
But it symbolised also that national 
liberation, when it came, arrived in a form 
less than, and other than, that which the 
movement had sought. India was partitioned. 
Terrible Hindu-Muslim massacres followed 
in the wake of independence. And Gandhi 
was as.sassinated by a so-called Hindu 
extremist. 

The 25 years following the second world 
war were extraordinary on many counts. For 
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one thing, they represented the period cf 
clear US hegemony in the wurld-systcm: 
unbcatuhle in terms of the efficiency of its 
productive enterprises, leader of a powerful 
political coalition that effectively contained 
world politics within a certain geopolitical 
order, imposing its version of the geoculture 
upon the rest of the world. This period was 
al.so remarkable for being the period of the 
largest single expansion of world production 
and accumulation oi capital that the capitalist 
world-economy has known sinccils inception 
four centuries ago. 

These two aspects of that era - US 
hegemony and the incredible expansion of 
the world-economy - arc .so salient in our 
minds that we often fail to notice that this 
was the era as well of the triumph of the 
historic antisystcmic movements of the 
world-system. The movements of the Third 
International, the so-called Communist 
parties, came to control a third of the world's 
surface, that of the ‘east’. In the ‘we.si’, the 
movementsofthe Second International were 
defacto in p<iwcr every where, to some extent 
literally and usually for the first time, and 
indirectly the rest of the lime insofar as the 
parties of the right fully aeceded to the 
prineipics of the ‘welfare state’. And in the 
‘south', one national lihcration movement 
after another came to power - in Asia, in 
Africa, in Latin America. The only huge 
zone in which this triumph was delayed was 
southern Afiu a, and this delay has now 
come to an end. 

Wc do not discuss clearly enough the 
impact of this political triumph of the 
antisy.stemic movements. Looked at from 
the point of view ol the middle of the 19th 
century, ii was an absolutely extraordinary 
achievement. Compare the post-1945 period 
with that ot the world-system in IK4K. In 
1848, we had in France the first attempt of 
a quasi-socialist movement to achieve 
power. The year 1848 is also called by 
historians the ‘springtime of the nations’. 
But by 18.51 all these quasi-insurreclions 
had been easily suppressed everywhere. It 
seemed lo the powertui people that the 
menace ol the 'dangerous classes' had passed. 
In the process, ihc quarrels between the old 
landowning strata and the new more indus¬ 
trial bourgeois strata, which had so domina¬ 
ted the polities of the first half of the 19lh 
century, were put aside in the successful, 
unified cltort to contain the people’ and the 
'peoples’. 

This lestriration of order seemed to work. 
F'or some 15-20 years thereafter, no serious 
popular movements could be discerned 
anywhere inside or outside of Luiupc. 
Furthcrmoi e, the upper strata did not merely 
sit on their laurels as sueccsslul .suppressors 
of liberation movements. They pursued a 
political programme nut of reaction hut of 
liberalism in order lo ensure that the menace 


2696 


of popular revolt would be buried forevei. 
They commenced down the road of slow but 
steady reformism; extension of the suffrage, 
protection ofthe weak in the workplace, the 
beginnings of redistributive welfare, the 
building of an educational and health 
infrastructure that continuously extended its 
reach. They combined this programme of 
reform, still limited during the 19th century 
to the F.uropcan world, with the propagation 
and legitimation of a pan-European racism 
- the while man’s burden, the civilising 
mission, the ‘yellow-pcrir, a new anti- 
Semitism - which served to incrustate the 
European lower strata within the folds of a 
right-wing, non-liberatory, national identity 
and identification. 

I shall not review here the whole history 
of the modem world-system from 1870- 
1945, except lo say that it was during this 
period that the major antisystemic move¬ 
ments were first created as national forces, 
with an international vocation. The struggle 
of the- c antisystemic movements, singly and 
collectively, against the liberal .strategy of 
an iron hand within a velvet glove was an 
uphill struggle all the way. We may thus be 
amazed that, between 1945 and 1970, their 
struggle succeeded so swiftly and, when all 
is said and done, so easily. Indeed, wc may 
be suspicious. Historical capitalism - as a 
mode of production, as a world-system, as 
a civilisation - has proved itself remarkably 
ingenious, flexible, and hardy. We should 
not underestimate its ability to contain 
opposition. 

Let us therefore start by looking at this 
protracted struggle of the antisystemic 
movements in general, and the movements 
of national liberation in particular, from the 
perspective of the movements. The move¬ 
ments had to organise within a political 
environment that was hostile to them, one 
that was quite often ready to .suppress or 
constrain considerably theirpolitical activity. 
The slates engaged in such repression both 
directly on the movement as such as well 
as on its members (particularly the leaders 
and the cadres), and indirectly by the 
intimidation of potential members. They 
also denied moral legitimacy to the move¬ 
ments, and enlisted quite frequently the non- 
state cultural structures (the churches, the 
world of knowledge, the media of com¬ 
munication) in the task of reinforcing this 
denial. 

Against thi«- massive barrage, each move¬ 
ment - which initially was almost always 
the work of small groups - sought lo mobilise 
mass support and to canalise mass discon¬ 
tent and unrest. No doubt the movements 
were evoking themes and making analyses 
that resonated well with the mass of the 
population, but nonetheless effective poli¬ 
tical mobilisation was a long and arduous 
task. Mo.st people live life day by day and 
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are reluctant to engage in the dangerous 
path of defying authority. Many persons 
are ‘free riders', ready to applaud quietly 
the actions of the brave and the bold but 
wailing to see whether others among their 
peers are joining in active support of the 
movement. 

What mobilises mass support? One cannot 
say it is the degree of oppression. For one 
thing, this is often a constant, and does not 
explain therefore why people who have been 
mobilised at T, were not already mobilised 
at T,. Furthermore, quite often acute 
repression works, keeping the less audacious 
from being ready lo participate actively in 
the movement. No, it is not oppression that 
mobilises masses, but hope and certainty - 
the belief that the end of oppression is near, 
that a better world is truly possible. And 
nothing reinforces such hope and certainty 
than success. The long march of the anti¬ 
systemic movements has been like a roiling 
stone, it gathered momentum over time. 
And the biggest argument that any given 
movement could use in order to mobilise 
support was the success of other movements 
that seemed comparable and rca.sonably 
clo.se in geography and culture. 

From this perspective, the great internal 
debate of the movements - reform versus 
revolution - was a non-debate. Reformist 
tactics fed revolutionary tactics, and revolu¬ 
tionary tactics fed reformist tactics, provided 
only that they worked, in the very simple 
sense that the outcome of any particular 
effort was applauded as positive by mass 
sentiment (as distinguished from the .senti¬ 
ment of leaders and cadres). And this 
because any success mobilised mass support 
fur further action, as long as the primary 
objective of slate power had not yet been 
achieved. 

The passions that surrounded the reform 
vs revolution debates were enormous. But 
they were passions that di vided a small group 
of political tacticians. To be sure, these 
tacticians themselves believed that the 
differences in tactics mattered, both in the 
short run (cfficacity) and in the middle run 
(outcome). It is not sure that history had 
proven them right in this belief, if one looks 
at what happened in the long run. 

If one looks at this same process of mass 
mobilisation from the point of view of those 
in power, those against whom the movements 
were mobili.sing, one finds the obverse side 
of the coin. What those in power most feared 
was not the moral condemnation of the 
movements but their potential ability to 
disrupt the political arena by mass mobi¬ 
lisation. The initial reaction to the emergence 
of an antisystemic movement was always 
therefore to seek to maintain the leadership 
in isolation from its potential mass support 
- physical isolation, political isolation, social 
isolation. The states precisely denied the 
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legitimacy of movement leaders as ‘spokes¬ 
persons' for larger groups, alleging that they 
came in fact from different class and/or 
cultural backgrounds. This was the well 
known and well used theme of the 'outside 
agitators'. 

There came however a point where, in a 
given locality, this theme of the movement 
as being merely intrusive ‘agitators’ no longer 
seemed to work. This turning point was the 
consequence both of the patient labours of 
the movement (quite often, once it had 
turned to a 'populist' mode) and of the 
contagious impact of the ‘rolling stone' 
within the world-system. At this turning 
point, the defenders of the status quo were 
confronted with the identical dilemma of the 
movements, but in obverse form. As opposed 
to reform versus revolution, the defenders 
of the status quo debated concessions versus 
the hard line. This debate, which was 
constant, was also a non-debate. Hard-line 
tactics fed concessions, and concessions fed 
hard-line tactics, provided only that they 
worked, in the very simple sense that they 
altered the perspective of the movements 
on the one hand and of their mass support 
on the other. 

The passions that surrounded hard line 
versus concession debates were enormous. 
But they were passions, once again, that 
divided a small group of (Kililical tacticians. 
Thc.se tacticians themselves believed that 
the differences in tactics mattered, both in 
the short run (efficacity) and in the middle 
run (outcome). But here too, it is not sure 
that history has proven them right in this 
belief, if one looks at what happened in the 
long run 

In the long run, what happened is that the 
movements came to power just about 
everywhere, which marked a great symbolic 
change. Indeed, the moment of coming to 
power is everywhere well-marked in general 
perception. It was seen at the lime and 
remembered later as a moment of catharsis, 
marking the accession at last of the ‘people’ 
to the exercise of sovereignty. It is al.so true, 
however, that the movements came to power 
almost nowhere on their full terms, and the 
real change everywhere has been less than 
they had wanted and expected. This is the 
story of the movements in power. 

The story of the movements in power is 
parallel in some ways to the story of the 
movements in mobilisation. The theory of 
the two-stage strategy had been that once 
a movement achieved power and controlled 
the state, it could then transform the world, 
at least its world. But this was of course not 
true. Indeed, it was in hindsight extra¬ 
ordinarily naive. It took the theory of 
sovereignty at its face value and assumed 
that sovereign states are autonomous. But 
of course they are not autonomous and they 
never have been. Even the most powerful 


among them, like, for example, the 
contemporary US. are not truly sovereign. 
And when we come to very weak states, like 
for example Liberia, to speak of sovereignty 
is a bad joke. All modem states, without 
exception, exist within the framework of the 
interstate system and are constrained by its 
rules and its politics. The productive activities 
within all modem stales, without exception, 
occur within the framework of the capitalist 
world-economy and are constrained by its 
prioiities and its economics. The cultural 
identities found within all modern states, 
without exception, exist within a geoculturc 
and are constrained by its models and its 
intellectual hierarchies. Shouting that one is 
autonomous isahitlikeCanutc commanding 
the tides to recede. 

What happened when movements came 
to power? They found first of all (hat they 
had to make concessions to those in power 
in the world-system as a whole. And not just 
any conces.sions, but important concessions. 
The argument that they all used themselves 
was that of Lenin in launching the NRP: the 
concessions arc temporary, one step 
backwards and two steps forward. It was a 
powerful argument, since in tho.se few cases 
where the movement did not make the.se 
concessions, it usually found itself ousted 
from power altogether soon thereafter. Still 
the concessions grated, leading to intra- 
leadership quarrels and puzzlement and 
questioning by the mass of the population. 

If the movement was to remain in power, 
there seemed to be only one possible policy 
at this point, the postponement ul truly 
fundamental change, substituting for it (he 
attempt to 'catchup' within the world-.sysicm. 
The regimes that the movements established 
all sought to make the stale stronger within 
the world-economy and its standard ot living 
nearer to that of the leading stales. .Since 
what the mass ot the population usually 
really wanted was nut ‘fundamental change’ 
(which was hard to envisage) but rather 
preci.sely to ‘catch up' to the material benefits 
of the better-off (which was quite concrete), 
the switch in post-catharsis policies by the 
leaders of the movements was actually 
popular - provided it worked. There was 
the rub! 

The first thing we need to know in order 
to determine whether a policy works is the 
period of time over which we shall measure 
this. Between instantaneous time and the 
Greek calends there is a long continuum ot 
possibilities. Naturally, the leadership of 
movements in power pleaded with its 
followers for a longer rather than a shorter 
time-span of measure. But what arguments 
could they give the mass of the population 
for permitting them such leeway? There 
were two main kinds of arguments. One was 
material: the demonstration that there were 
some immediate, meaningful, measurable 


improvements, even if small ones, in the real 
situation. Some movements found it easier 
than others to achieve this, since the national 
situations varied. And it was easier to make 
such arguments at .some moments in time 
than at others, given the fiuctuating lealities 
of tlie world-economy. There was only a 
limited degree to which it really was withtn 
the control of a muvement in power to 
eifectuate such meaningful, even if small, 
improvements. 

There was, however, a second kind of 
argument, one about which movements in 
power found it easier to do something. It was 
the argument of ho|H' and certainty. I1ie 
movement could point to the rolling stone 
of the world’s collectivity of liberation 
movements, and use this to demonstrate that 
history was (visibly) on their side. They 
thereby proffered the promise that if not they 
then their children would live better, and if 
not their children (hen their grandchildrcii. 
This is a very powerful argument, and it did 
indeed .sustain movements in power for a 
long lime, as we now can sec. I'ailh moves 
mountains. And faith in the fuiuie maintains 
amisystcinic movements m power - as long 
ns faith endures. 

Faith, as well all k now, is subject to doubt. 
Doubt about the movements has been fed 
from two sources. One source has been the 
sins of (he 'nomenklatura'. Movements in 
power means cadres in power. And cadres 
are human. They loo wish tor the gotxl life, 
and arc often less patient about achieving 
It than (he mass of the population. Con¬ 
sequently, corruption, arrogance, and petty 
oppressiveness have been virtually inevit¬ 
able, especially as the glow of the inornenl 
of catharsis recedes I'he cadres of the new 
regime seemed over time to look incrcasingl y 
like the cadres of the ancien regime, indeed 
often worse. This may have happened in five 
years: it may have taken 25 years; but it did 
happen repeatedly. 

Still, what then, a revolution against the 
revolutionaries? Never right away. The same 
lethargy that made it a slow process to 
mobili.se the mass of the population against 
the ancien regime operated here loo. It t .kes 
something more than the sins ot the 
nomenklatura to undo movements in power. 
It takes a collapse in the immediate economy 
eombined with a collapse in the certainly 
that the rolling stone is still rolling. When 
this happens, we have had the end of the 
‘post-revolutionary era', as has recently taken 
place in Russia and Algena and many other 
countries. 

Let us luni our look hack to the worldwide 
rolling stone, the process within the world- 
system as a whole I have already spoken 
of the long uphill struggle of the movements 
from 1870-194S, and the sudden break¬ 
through worldwide between 1945-1970. The 
sudden breakthrough led to considerable 
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triumphalism and was inebriating. It sus- 
tained the movements in the most difficult 
zones, like southern Africa. However, the 
biggest problem the movements have had 
to face was their success, not so much their 
individual successes but their collective 
worldwide success. When movements in 
power faced internal grumbling because of 
less than perfect performance, they could 
use the argument that thcirdifficulties derived 
in large part from the hostility ot powerful 
external forces, and in large part this was 
an absolutely true argument. But as more 
and mote movements were in power in more 
and more countries, and as the movements 
them.sei ves were u.sing the argument of their 
growing collective strength, the attribution 
of their current difficulties to outside hostility 
seemed to lose its cogency. At the very least, 
it seemed to contradict the thesis that history 
was visibly on their side. 

TTie failures of the movements in power 
was one ot the basic underlying factors 
behind the worldwide revolution of 1968. 
All of a sudden, one heard voices everywhere 
wondering whether the limitations of the 
antisystemic movements in power derived 
less from the hostility of the forces of the 
status quo than from the collusion of these 
movements them.selvcs with the forces of 
the status quo. The so-called old left found 
itself under attack everywhere. Wherever 
the national liberation movements were in 
power throughout the third world, they did 
not escape this critici.sm. Only those not yet 
in power remained largely unscathed. 

If the revolutions of 1968 shook the popular 
base of the movements, the stagnation in the 
world-economy in the following two decades 
continued the dismantlement ot the idols. In 
the period 1945-1970, the period of the great 
triumph of the movements, the great im¬ 
mediate promise was ‘national development’, 
which many of the movements called 
'socialism'. Indeed, the movements said that 
they and ihcy alone could speed up this 
process and ri alise it fully in their respective 
states. And between 1945-1970, this promise 
seemed to be plausible because the world- 
economy was expanding everywhere and a 
rising tide was lifting all ships. 

But when the tide began to recede, the 
movements in power in peripheral zones of 
the world-economy found that they could 
do little to prevent the very negative impact 
of world economic stagnation on their 
states. They were less powerful than they 
thought, and than their populations thought 
- far less powerful. Disillusionment with the 
prospects of ‘catching up' was translated in 
country after country into disillusionment 
with the movements them.selvcs. They had 
sustained themselves in power by selling 
hope and certainty. They were now paying 
the price of dashed hopes and the end of 
certainty. 


Into this moral crisis jumped the snake- 
oil salesmen, otherwise known as the 
‘Chicago boys’, who. with the massive 
support of a reinvigorated hard line on the 
part, of the people in power in the world- 
system as a whole, offered everyone the 
magic of the market as a substitute. But the 
‘m vket' can no more transform the economic 
prospects of the poorer 75 per cent of the 
world’s population than taking vitamins can 
cure leukemia. It is a fake, and we will no 
doubt soon run the snake-oil salesmen out 
of town, but only once the damage is done. 

In the middle of all this has occured the 
miracle of South Africa, providing a glow 
of bright light in this dismal world scene.It 
is time out of joint. It is the 1960s triumph 
of national liberation movements ail over 
again, and it occurred in the place eveiyone 
had always .said had the worst situation and 
the most intractable. The transformation 
happened very fast, and with astonishing 
smoothness. In a way, it is an extraordinarily 
unfair burden the world has placed on South 
Africa and on the ANC. They not only have 
to succeed for their own sake, but for the 
sake of all the rest of us. After South Africa 
comes no other, to serve as the still optimistic 
mobiliser of popular forces, to be cheered 
on by the solidarity movements of the world. 
It IS as though the very concept of anti¬ 
systemic movements in the world were given 
one last chance, as if we all found ourselves 
at the decisive moment in purgatory before 
history draws its final verdict. 

I am not sure what will happen in South 
Africa in the next 10-15 years. How can 
anyone be? But I do feel that neither South 
Africans nor the rest of us should put the 
burden of the world on their shoulders. The 
burden of the world belongs on the world. 
It is enough for South Africans to bear their 
own burdens, and to take their fair share of 
the world’s burdens. I shall therefore reserve 
my remaining words to the burden of the 
world. 

Antisystemic movements as a structure, 
and as a concept, were the natural product 
of the post-1789 transformation of the 
geoculture of the world-system. Antisystemic 
movements were a product of the system; 
they of course had to be. However critical 
a balance-sheet we may now draw, and I fear 
that I have drawn such, I so not see any 
historic alternative that would have been 
better in the mid-19th century to going down 
the path they took. There existed no other 
force for human liberation. And if the anti¬ 
systemic movements did not achieve human 
liberation, they at the very least reduced 
some human suffering and held the banner 
high for an alternative vision of the world. 
What reasonable person does nut believe that 
South Africa is a better place today than it 
was 10 years ago? And whom should we credit 
other than the national liberation movement? 


The basic |Xoblem lay in die strategy of 
the movements. They found themselves 
historically in a double bind. After 1848, 
there was only one objective that was 
politically feasible and offered some hope 
of immediate alleviation of the situation. 
This was the objective of taking power in 
the state structures, which provided the 
principal adjustment mechanism of the 
modem world-system. But taking power in 
the world-system was the one objective that 
ensured the eventual emasculation of the 
antisystemic movements and their incapacity 
to transform the world. They were in fact 
between Scylla and Charybdis; either 
immediate irrelevance or long-term failure. 
They chose the latter, hopi ng it was avoidable. 
Who would not? 

I want to argue that today, paradoxically, 
the very failure of the antisystemic move¬ 
ments collectively, including the failure of 
the national liberation movements to be truly 
and fully liberatory, provides the most 
hopeful element for positive developments 
in the coming 25-50 years. To appreciate 
this curious view, we must come to terms 
with what is happening in the present. We 
are living not the final triumph of world 
capitalism but its first and only true crisis.^ 

I want to point out four long-term trends, 
each of which is moving near to its asymptote 
and each of which is devastating from the 
point of view of capitalists to pursue the 
endless accumulation of capital. The first, 
and the least discussed ot these trends, is the 
deruralisation of the world. Only 200 years 
ago, 80-90percent of the world’s population, 
and indeed of each country’s population, 
was rural. Today worldwide, we are below 
SO per cent and rapidly going down. Whole 
areas of the world have rural populations of 
less than 20 per cent, some less than S per 
cent. Well, so what, you may say? Are not 
urbanisation and modeniity virtually syno¬ 
nymous? Is this not what we hoped would 
happen with the so-called industrial reirolu- 
tion? Yes, that is indeed the commonplace 
sociological generalisation we all have 
learned. 

This is, however, to misunderstand how 
capitalism works. .Surplus-value is always 
divided between those who have the capital 
and those who perform the labour. The terms 
of this division are in the final analysis 
political, the strength of the bargaining power 
of each side. Capitalists live with a basic 
contradiction. If worldwide the terms of 
renumeration of labour is too low, it limits 
the market and. as Adam Smith already told 
us, the extent of the division of labour is a 
function of the extent of the market. But if 
the terms are too high, it limits the profits. 
Workers, for their part, naturally always 
want to increase their share, and struggle 
politically to achieve this. Over time, 
wherever l^ur is concentrated, workers 
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are abie to make their syndical weight felt, 
and tlm leads eventually to one of the profit 
squeezes which have periodically occcurred 
throughout the history of the capitalist world- 
economy. Capitalists can only fight workers 
up to a point, because after this point too 
much reduction of real wages threatens to 
cut into effective world demand for their 
products. The recurrent solution has been to 
allow the better-paid workers to supply the 
market and to draw into the world work 
force new strata of persons who are politically 
weak and are willing for many reasons to 
accept very low wages, thereby reducing 
overtdl productioncosts. Overfive centuries, 
they have consistently located such persons 
in rural zones and transformed them into 
urban proletarians who remain, however, 
low-cost workers only for a while, at which 
point others must be drawn into the labour 
supply. The deruralisation of the Wurld 
threatens this essential process and thereby 
threatens the ability of capitalists to maintain 
the level of their global profits. 

The second long-term trend is whai is 
called the ecological crisis. From the point 
of view of capitalists, this should be called 
the threat of ending the extemalisation of 
costs. Here again wc have a critical process. 
A crucial element in the level of profits has 
always been that capitalists do not pay the 
totality of costs of their products. Some costs 
arc ‘externalised’, that is, spread pro rata 
over the whole of larger populations, 
eventually over the whole of the world 
population. When a river is polluted by a 
chemical plant, the clean-up (if there is one) 
is normally assumed by taxpayers. What the 
ecologists have been noticing is the 
exhaustion of zones to pollute, of trees to 
be cut down, and so forth. The world faces 
the choice of ecological disaster or of forcing 
the internationalisation of co.sts. But forcing 
the internal i sation of costs threatens seriously 
tlie ability to accumulate capital. 

The third negative trend for capitalisl.s is 
the democrati sation of the world. Wc have 
mentioned previously the programme of 
concessions begun in the European /one in 
the 19th century which we have thc.se days 
labelled genetically the welfare state. These 
involve expenditures onasocial wage: money 
for children and the aged, education, health 
facilities. This could vvork for a long time 
for two reasons; the recipients had modest 
demands at first, and only the European 
workers were receiving this social wage. 
Today, workers everywhere expect it, and 
the level of their demands are significantly 
higher than they were even 50 years ago. 
iiltimately. these moneys can only come at 
the cost of accumulating capital. Demo- 
cratisation is not and has never been in the 
interest of capitalists. 

The fourth factor is the reversal of trends 
in state power. For400 years, the states have 


been increasing their power, both internally 
and externally, as the adjustment mechanisms 
of the world-system. This has been absolutely 
crucial for capital despite its anti-state 
rhetoric. States have guaranteed order but 
just as importantly they have guaranteed 
monopolies, which are the one and only path 
to serious accumulation of capital.' 

But the states can no longer perform their 
task as adjustment mechanisms. The 
democratisation of the world and the eco¬ 
logical crisis has placed an impossible level 
of demands on the state structures, who arc 
all suffering a ‘fiscal crisis’. But if they 
reduce expenditures in order to meet the 
fiscal crises, they also reduce their ability 
to adjust the system. It is a vicious circle, 
in which each failure of the state leads to 
ie.ss willingne.ss to entrust it with tasks, and 
therefore to a generic tax revolt. But as the 
state becomes less solvent, it can perform 
existing tasks even less well. We have entered 
into this vortex already. 

It is here that the failure of the movements 
enters in. It has been the movements, more 
than anyone else, which have in fact .sustained 
the states politically, especially once they 
came to power. They served as the moral 
guarantor of the slate structures. Insofar as 
the movements arc losing their claims to 
support, because they can no longer offer 
hope and certainty the mass of the population 
is becoming profoundly anti-state. But states 
are needed most of all not by reformers and 
not by movements but by capitalists. The 
capitalist world-systcmcannotfunction well 
without strong states (of course .some always 
stronger than others) within the framework 
of a strong interstate system. But capitalists 
have never been able to put forward this 
claim ideologically because their legitimacy 
derives from economic productivity and 
expansion of general welfare and not from 
either order or the guarantee of profits. In 
the last century, capitalists have relied 
increasingly on the movements to perform 
on their behalf the function of legitimating 
the state structures. 

Today the movements are no longer able 
to do this. And. were they to try, they could 
not pull their populations along with them. 
Thus, wc see springing fonh everywhere 
non-state ‘groups’ which arc assuming the 
role of protecting themselves and even of 
providing fur their welfare. This is the path 
of global disorder down which we have been 
heading. It is the sign of disintegration of 
the modern world-systeni, ol capitalism as 
a civilisation. 

You can rest assured that those who have 
privilege will not sit back and watch this 
privilege go under without trying to rescue 
il. But you can rest equally assured that they 
cannot rescue it merely by adjusting the 
system once again, for all the reasons I have 
adduced. The world is in transition. Out of 


chaos will come a new order, different from 
(he one we now know. Different, but not 
necessarily better. 

That is where the movements come to 
once again. Those who have privilege will 
try to cunslruci a new kind of historical 
system that will be unequal, hierarchical, 
and stable. They have the advantageof power, 
money, and the service of much intelligence. 
They will assuredly come up with something 
clever and workable. Can the movements, 
reinvigorated, match them? Wc arc amidst 
a bifurcation of our system The tluctualions 
are enormous, and little pushes will determine 
which way the priK'css moves. The task of 
the lihcration movements, no longer neces¬ 
sarily national liberation movements, is to 
take .senous stuck of the crisis of the system, 
the impasse of their past strategy, and the 
forccof the gemeof world |K>pular discontent 
which has been unleashed precisely by the 
collapseof thcold movcmcnl.s. It is a moment 
for utupistics, for intensive, rigoreus analysis 
of hisiuricai alternatives. It is a moment 
when .social scieniists have something 
important to contribute, as.suming they wish 
to do so. But il requires lor social scieniists 
as well an unthinking of their past concepts, 
derived from the same 19lh-ccntury situation 
that resulted in the strategies adopted by the 
antisysiemic movements 
Above all, itt's a task neither tor a day 
or a week nor on the other hand for centuries. 
It is a task precisely for the next 2.5- 50 years, 
one who.se outcome will be entirely the 
consequence of the kind of input wc are 
ready and able to put into it. 

N«(c.s 

[Tills ai licle was (lie keynote address al Ihe A niiiial 
Mceling of the South Afrteaii Sociological 
Association. Ouiban, South AInca, iuly 7-11, 
iq%.) 

1 For an claboraiion ol these ideas, sec 'The 
French Kevolulion a,s a World-Historical Event’ 
m IJnihinking Sucial St irm r. Polity Pfc,ss, 
Cambridge, I'WI. pp 7 2? 

7 The argume.il in the following paragruph.s 
summarises an extensive analysis in Tcience 
K Hopkins and Immanuel Wallcrsiein, o- 
ordinulors. The Age of Tr/wfili/m' Trajetuny 
iiflhe World .V,’v/eni, /VdS-202S.foilhctmiing. 
Zed PriMiS, 1*196 

2 See Fernand Braudel. and 

Civilnalion, /Hlh to IHih < 'entury, 3 Volumes, 
Harper and Row, New York, 1981-84, 
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Panchayats in Western Uttar Pradesh 

^Namesake’ Members 

G K Lieten 

Comprehensive rural development and panchayati raj have been associated with the rural economy and polity of 
Uttar Pradesh since the early 1950s. On the basis of a case study in a green revolution area in the north-western zone 
of the .state, the composition and the internal functioning of the panchayats are examined. The author concludes that 
personalised control over resources is the key word. 


PANCHAYATS for many decades in India 
have been considered as the key to rural 
devciopmcni and as the crux of grassroots 
democracy. The modem idea was introduced 
by the British colonial administration and 
got indigenised when tagged on to Gandhian 
ideas of village development. Typical, 
however, for the controversy which has 
always surrounded the notion of ‘local 
government’ are the words spoken by the 
architect of the Constitution of India, 
B R Ambedkar, during the parliamciuary 
debates, indicating why he was unwilling to 
insert a clause on village panchayats. While 
introducing the Draft Constitution on 
NovemlM:r4.1948. he remarked sarcastically 
that "the love of the intellectual Indians for 
the village community is of course infinite 
if not pathetic". He as.sociated their ideas 
with the "fulsome praise bestowed upon it 
by Metcalfe" who, in his address to the 
House of Commons in 1832, had argued 
that the village communities as little 
republics lasted where nothing else lasted: 

That they have survived through all the 
vicissitudes may he a fact. But mere survival 
has no value. The question is on what plane 
they have survived Suicly on a low. on a 
selfish level. I hold that these village 
republics have been the ruination of India. 
1 am therefore surprised that those who 
condemn piovincialism and communalism 
should come forward as champions of the 
village. What is the village but a sink of 
localism, a den of ignorance, narrow¬ 
mindedness and communalism? | Comtiiuciu 
Assembly. Volume VII: .19], 

Although many studies in the p.ast had 
warned against optimistic assumptions, 
confirming the warning voiced by 
Ambedkar, and various comminecs (c g, the 
Balwantrai Mehta Committee in 1957 and 
the Ashok Mehta Committee in 1978) have 
suggested ways of amending the idea to 
correct for malfunctioning, inactivity, 
corruption, factionalism, etc, Rajiv Gandhi 
in the late l9K()s reintroduced the idea of 
panchayat as the nodal point ol rural 
development. Lurking behind his initiative 
was the suspicion that Congress losses in the 


states motivated his government to “go direct 
to the village level to mobilise votes. 
Additionally, panchayati raj also began to 
be perceived as a handle to harass state 
government” [Maheshwari 1984:1641. Rajiv 
Gandhi held a number of well-publicised 
meetings with district collectors and 
panchayat leaders and then, in 1989, 
introduced the 64ih Constitutional 
Amendment Bill. The bill, later enacted as 
the 1994 Constitutional Amendment Act, 
was received as the harbinger of a definite 
breakthrough in the local government 
enigma. 

A closer study of one area in we.stem 
Uttar Pradesh will indicate to what extent 
the positive expectations arc likely to be 
fulfilled. The rc.sults may throw some light 
on the appropriatene.s.s of the devolution of 
power to panchayats as long us property 
relations, in particular the access to land, 
remain unaltered. In order to get an idea of 
the composition of the panchayats and the 
involvement of the members, a survey was 
undertaken among clo.se to 100 members in 
the seven panchayat bodies in the nyaya 
panchayat around Sisauli in Shahpur block 
in Muzaffarnagar. The surveys were 
conducted in 1992 and 1995, after the April 
1995 panchayat elections. In addition to an 
analysis of the quantitative composition in 
terms of a number of social variables (like 
age, education, gender, caste and class), 
some forays will be made into some 
discursive aspects. Thc.se forays may help 
us to judge the poieotial of panchayat 
members as social reformers and of the 
panchayat as a vehicle of rural development 
and enfranchisement. 

rfi-:w Members 

“Tlie panchayat system is in full force in 
the district, and the parties to a jury of this 
kind usually take an oath on a ‘Iota’ filled 
with salt to abide by any decision that may 
be arrived at". Procedures have changed 
.since Atkinson (1879:76) described the caste 


panchayats as a tribunal dispensing justice 
and as the upkeepers of the moral order, 
particularly of the ca.ste rules imposed by 
the brahmins [Blunt 1931:104-131].' The 
purpose has also been changed from a law¬ 
making and law-enforcing body^ to a 
development agency, and its legitimisation 
has been based in the democratic election 
process, open to all. 

Despite a whole range of mandatory and 
discretionary tasks and functions, the formal' 
panchayat structure in Uttar Pradesh appears 
to have remained a languid body. It appears 
not to have gmwn beyond its perceived 
primary task: the dispersion of the financial 
resources coming in from the higher 
echelons. In order to be allowed to do this, 
panchayats have to be con.stituted demo 
cratically througii an election process. Tlie 
general conclusion is that they have been: 
candidates have been nominated (2,5 million 
candidates for 0.8 million seats in the 1995 
panchayat elections), elections have been 
organised (though very irregularly in the 
past), people generally have been allowed 
to vote, and swearing in signatories have 
been obtained so that the panchayats could 
start functioning as the lowest elected organs 
of the state. 

The first issue to be taken up is the socio¬ 
economic composition of the councils. 
General statistics on one block in 
Muzaffarnagar indicate that the panchayat 
membership is a fai r reflection of the socio¬ 
economic composition of the population. 
In terms of educational standards, as many 
as 40 per cent were illiterate in the pre- 
1995 councils, but also as many members 
had studied at lca.st through class 10. In 
the new councils, less than one-third were 
illiterate, and only one-fourth of the 
members had studied at least up to class 
10. Whereas the spread of primary 
education may have caused the former 
decline, the entry of women (exactly one- 
third of the members, as stipulated by the 
1994 Constitutional Amendment Act), may 
have caused the latter decline. 
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An interesting development has taken 
place in the occupMional background of the 
members. In the earlier panchayats, middle 
pea-sants made up around 40 per cent ol the 
council; agricultural labourers and a do/.en 
small peasants together accounted also for 
around 40 per cent of the total. In the new 
councils, agricultural labourers have become 
the biggest group (44 per cent), and together 
with small peasants (I.5 per cent) they 
numerically dominate the panchayats. Rich 
peasants, although only one-fifth of the 
membership, provided and continue to 
provide five of the seven pradhans. In the 
previous councils, there was only one 
professional, a teacher, who acted as an 
'upapradhan', or 'chotapradhan’ (small 
pradhan). In the new councils, there is 
none. 

The differences between the old and the 
new councils are very much the result of an 
almost complete turnover in the membership: 
as many as 88 per cent of the inembeis 
were newcomers. The old guard has been 
replaced by a new pradhan who has taken 
along with him a panel of members, all ol 
whom were unopposed in the elections. 
One additional reason for the drastic 
turnover was the consiiiutional provision 
that one-third of the members hcncclonh 
should be women. 

In the previous council, more than 10 
per cent of the members were migrant 
workers. Their participation in the meetings 
was out of the question, and it may he 
assumed that they have not attended a 
single meeting. Their absent status did not 
disquality them as panchayat members; 
on the contraiy. the involvement ol the 
resident members also was practically non¬ 
existent. 

The situation in panchayat A. forcxample, 
was typical for the other panchayats as well, 
two members resided near Mu^.alfarnagar 
town as brick kiln workers, one member 
resided with his family in Shamli town, 
and one member wa.s absconding after 
having committed a murder. The other 
nine members did reside in the village, but 
since two of them ate women they had to 
be excluded from the participatory process 
as well. 

Indeed, in none of the cases hac women 
ever been involved in anything related to 
panchayat work or public work in general. 
Some of the women even did not kiiow 
that they were a member. Once oi twice 
the pradhan had dispatched a document for 
signing, but tjicy did not know what it was 
for. Without being derogatory towards 
women in general, the impression is that 
women stand a better chance of becoming 


a member of the panchayat if they are 
illiterate, frail of txrdy and of mind and 
rather old. The women who at least knew 
that they were panchayat members very 
rarely went to the meetings. If they did, then 
they only did so in order to put thcii thumb 
impression or to sign and the came back. 
The usual procedure, however, is for the 
pradhan to send the document to be signed 
to their hou.se. 

This procedure, as a matter of fact, applies 
not only to the women, but to most of the 
male members as well. In the panchayat 
which we have been de.scribing (panchayat 
A), after the necessary deductions we were 
left with .seven mate members residing in 
the village. They were potential candidates 
for participation in the functioning of the 
panchayat. Four of them declared never to 
have attended and never to have been invited 
for a meeting. Two other members have 
attended whenever the pradhan wanted, i c, 
one or two ti mes a year. Even the upopradhan 
c.mnol recall having attended more than one 
or two meetings. The pradhan himself on 
the other hand claims that meetings were 
held once a month, as per the guidelines, 
and that ‘everybody turns up, the women 
also’. 

A similar situation prevailed in panchayat 
B: the pradhan asserted that he meets every 
month, the upopradhan and one orphaned 
member who works for the pradhan contend 
that they meet every second month, one 
female member is occasionally called to 
the pradhan’s house to sign a document 
which she does not understand, two 
members reside outside the village, and 
seven members have never attended a 
meeting. 

Are the tiiher villages different? One 
village apparently is. In Panchayat C, 
procedures appear to he mure in conformity 
with the legal spcciHcations: not only did 
the pradhan assert that his council meets 
once a month, hut also the upopradhan and 
two other mcinbcrs could lecall that during 
one year or so. some five meetings had 
taken place. In addition, five members 
recall that they possibly had attended 
two mccling.s. Even in this panchayat, the 
meetings were spaced irregularly and lake 
place only ‘whenever the pradhan wants 
us’. 

According to the pradhan of panchayat C, 
the decision-making process is very 
elaborate; voting lakes place after all the 
arguments arc heard. He appears not to be 
standing alone in his position; three 
members asserted that some discussion 
lakes place on the piopusals and then a 
vole of approval is taken. But most of the 


members insist that they only go to the 
pradhan’s house in ord^ to sign the papers 
and then return home; 

The meeting is a formality. Often the work 
wc have to decide igion has already been 
executed. Whatever still has to be done has 
already been decided by the pradhan and we 
just put our signature. 

in panchayat B, and in the other panchayats 
in the bl(H;k, disagreements on proposals 
usually do not take place because of the 
simple rea.son that the pradhan calls only his 
own people. In two cases, even the 
upopradhan was not called for any meeting. 

N.\mf.s<vki-. Mhmbers 

Disagreement with the pradhan leads to 
oslracisation from the institution. Dis- 
cnfranchi.scment indeed np|)ears to be the 
logical reward for iasistcnce on democratic 
rights. 

It IS definitely the ca.se that members who 
have fought the elections on the panel of the 
defeated pradhan will not be invited by the 
victorious pradhan lo the meetings of the 
panchayat, assuming that such meetings 
occasionally do take place. Some of these 
members bitterly complain that even their 
signatures must have been forged since they 
have never sigiicd any document. They are 
probably correct, as the following story 
shows. 

Btsltanibhar Singh is in his early 40$ and 
claims some iHilitical commitment as a 
member ot Mulayam Singh's Samajwadi 
Party. He is a bachelor who looks after the 
land (two acres) and the family of his 
deceased brother. Since he was planning to 
get into politics and aspired to become the 
pradhan after the I99.S cicclinn. in 1988 
he decided to stand for nicinhership; 
“People voted for me but now 1 realise I 
am here for namesake only. "I’hc pradhan 
never asks for our views and when wc tell 
him our suggestions and our complaints 
about some developments, he just does r.ot 
listen to us. I take this as an insult. We arc 
members tor namesake only. People make 
a joke of us”. 

One of the pradhans was a relatively young 
man who in 1983, at the age of 35. became 
the pradhan as the heir to his father. He 
owns 25 acres ot good agricultural land and 
a brick kiln and has important political 
connections. Despite his enonnous wealth 
and his dynaslical ascent, he talked as a man 
imbued with democratic princtples. He 
preferred to solve problems in an amicable 
way, and he wanted the panchayat members 
at the monthly meetings to come forward 
with their own proposals and to pul them 
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on the agenaa or tne tneeiing. However, 
he does not like them to vote on the 
proposals: 

Voting will only create ‘tanatani’ (tension), 
and I faefer to shelve controversial proposals 
for the time being. In this way, I can maintain 
an amicable atmosphere. As a matter of fact, 
we are one big ‘viradari’. 

The excellent words did not fail to 
impress, but doubts about the veracity of 
the sermon started cropping up when he 
had some difftculty in telling the names of 
the panchayat members whom he was 
supposed to have met at least once every 
month over the preceding four years. 
Doubts spinned into incredulity when it 
then turned out that the pradhan had 
provided us with the names of members 
who actually were not members of the present 
panchayat, but of the old panchayat which 
had been superseded four years earlier. 

Whether the newly constituted panchayats 
will be any different is unsure; towards the 
end of 1995. half a year after their 
constitution, not a single meeting had taken 
place after the inaugural meeting. 

It is not surprising that many of the new 
members deplore their membership. Only 
for some of them the dissatisfaction is 
because they had expected to be in a position, 
as (hey claim, to do something for the 
development of the village. For most of the 
dissatisfied members, however, this factor 
did not carry any weight; they^were asked 
to stand for the elections, and in obeisance 
to the prospective pradhan they agreed to 
the proposal. Sontc of them even claimed 
that their nomination has been filed by the 
pradhan without their consent. Santosh 
Singh, an illiterate labourer, was exactly 30 
years old when the pradhan approached him 
for membership: 

I am a member for namesake only (‘nam ke 
liye') The pradhan wrote my name, filled 
my nomination form himself, and informed 
me that 1 am a member. I thought that he 
was cracking jokes, but when I pul my 
thumb impression, I was convinced that 1 
had become a member. But it is absolutely 
'bekar' (u.scless). A member is 'bakwaas' 
(stupid foul). 

'The pradhan forced it on me’, is a 
complaint often uttered by members. They 
consider themselves as ‘/abardasti (coerced) 
members. In a nuinlicr of cases, the coercion 
is a pure physical threat Forever wary of 
potential conflicts, they have learned not to 
talk openly about village affairs to strangers, 
and quite a few members were reluctant to 
respond to our queries. In a few ca.scs, they 
even insisted that the pradhan be present at 
the interview. 


rne jusuttcatton was ot two Kinos. iney 
either pleaded that as poor people they did 
not know anything (‘garib anparit admi': the 
poor-and-illiterate-people argument) or that 
the pradhan was the ‘malik’ (master) of the 
village and that he was the only person who 
would be able to say what was supposed to 
be done and what had been done. Many 
devious ways of making them speak up 
failed. 

The compliance with the wishes of the 
pradhan in a number of cases is related to 
economic reciprocity: as agricultural 
labourers on (he land of the pradhan, or as 
recipients of IRDP loans or of houses built 
under government programmes, they are 
obliged. Mahindar Singh is a brick kiln 
worker of the bhangi or valmiki (sweeper) 
ca.ste. Just before the pradhan proposed his 
name for membership, he was given a loan 
for house construction: 

1 myself was interested in membership, but 
it is really an insult. I have never been called 
for a meeting. I suppose (hat the pradhan 
wanted to buy me over. He filled my paper 
and informed me that I am a member, 1 think 
taecau.se I have some influence over my 
community people. 

Others, on the other hand, have complied 
with the offer of membership becau.se they 
probably genuinely expected to get involved 
in work for (he betterment of the village. 
This is an orientation quite common among 
the younger members. Some of the women 
also appeared to be genuinely interested in 
taking up some initiatives. 'Theirexpcctations 
have come to nought. 

Indira is still in her late 20.s and now 
wonders why the pradhan had asked her to 
become a member. She had to fight a battle 
with her relatives, but because of the support 
of her husband she could accept the offer: 
“At home I don't have much work and so 
I wanted to do some social work, but 
becoming a member was a great dis¬ 
appointment. Women should become self- 
sufficient and selt-reliant but although I am 
so-called member, even I am kept absolutely 
bekar”. 

Another example is that of the illiterate 
Muzaffar. a poor trader and casual worker. 
He was fancied by the pradhan because “he 
thinks that I am his man”. Behind the back 
of the pradhr 0 , the discourse changes from 
gracious compliance to a litany of accu¬ 
sations. They are accusations of what has 
happened, among others the proverbial 
corruption to which we shall return later, 
and of what has not happened. Muzaffar 
has a whole list of works which should be 
taken up by the panchayat but since “the 
pradhan is corrupt and careless about the 


poor people", not muen nas oeen none. He 
lists four of them as the most important: 
village roads, (better) educational facilities, 
drinking water supply and health facilities. 

Public Works and Private Corruition 

Village roads, education, drinking water 
and health are the priorities high on the 
agenda of most of the members who 
apparently had given a thought to what could 
be done. Illustrative of this non-involvement, 
however, is the fact that more than one- 
fourth of the members, excluding the absent 
members, could not come forward with 
suggestions for any improvement which they 
considered necessary. The reason why 
around onequarterof the panchayat members 
could not offer any suggestions should 
probably be imputed to fear psychosis rather 
than to a dull mental process.^ 

The works which arc listed by the members 
as requiring priority attention involve those 
basic and nidimentary provisions which one 
had expected to already have been put in 
place after many decades of rural 
development planning in one of the richest 
regions of India. It is not that the facilities 
are altogether absent. Primary schools (up 
to class V) have been constructed, but the 
maintenance leaves much to be desired and 
the teachers often do not turn up. Must 
villages have only a primary school, which 
makes it imperative for the young children 
to go to a supra-local junior high school for 
(he next forms. Especially for girls, this is 
experienced as a step too high to take. 
Government primary health centres are 
absent or have not been functioning since 
their inception. In panchayat D, for example, 
neither doctor nor nurses have ever turned 
up, and the building by now has become 
decrepit. The inter-village roads arc quite 
good but the intra-viliage lanes are in a 
decrepit .state. Public water pumps have been 
installed, but only (wo or three per village. 
Some houses for harijans have been 
constructed and some IRDP loans for the 
purchase of carts (‘buggy’) have been 
provided. 

As to the reasons why the public works 
have not been undertaken, the pradhans and 
the members differ fundamentally. The 
pradhans arc quite exquisite while 
enumerating all the good deeds they have 
done with the available resources; according 
to them, toads have been constructed and 
repaired, loans have been distributed to the 
poor people, houses have been built for them, 
handpumps have been installed, etc. One of 
them, generally regarded as the most corrupt 
pradhan in the neighbourhood, blames 
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insufficiency of funds and wrong allocation 
by the government as the reason for the 
slack performance: 

We want to work even harder for the 
improvement of the village, but the funds 
are insufficient. And al.so, the government 
has earmarked the money for certain 
purposes. So we are constrained by this 
wrong allocation The pradhan should have 
more power to use the money where it is 
needed. And then there are the 'dalal' 
(middlemen) and ‘goondas’. They are 
protected by the block officials and by the 
politicians. All this prevents the money from 
being u.sed for village development. 

The pradhans indeed are unanimous that 
they should have more discretionary powers 
in allocating the money which has been 
earmarked for village development. They 
prefer to go back to the days when decisions 
could be taken at the village level without 
the involvement of the block level and higher 
officials. It is alleged that they take their 
cuts before handing over the money. One 
pradhan knows for sure that people who 
want to get a loan will give money to the 
block officials, and that since the pradhan 
himself is excluded from the transactions 
and from the decision-making process, 
“unfortunately, harijans and poor peasants 
never get the loans”. The members most 
sympathetic to the pradhan also put the 
blame on the shoulders of the block officers. 
These officers are said to pocket all the 
money and the pradhan is only considered 
as a ‘kamr.or’, a weakling. 

The field reality is somewhat diflerent 
though: financial matters are the joint domain 
of the pradhan and the higher official.s. 
Shekar, a brahmin who had been a member 
of the panchayat since the mid-1970s until 
1995, agrees with the quotation (he himself 
got a loan lor a cart) hut disagrees with (he 
shifting of the responsibility: 

The pradhan himself is very shrewd He 
does everything on his own, and the block 
officials will deal with him only and with 
nobody else in the village. The pradhan and 
chotapradhan and (he block officers can tell 
you who is getting the loans and how much 
money is being spent on the works, Wc do noi 
know anything. 

All the members, whether they art 
brahmin, jat or harijan, literate or illiierate, 
all have one common handicap: except for 
the pradhan, and in most cases the 
upopradhan as well, nobody knows how 
much money is available to the panchayat. 
The key to the safe is with the pradhan, llie 
block officials and the bank managers. Mo.st 
of the members put all the blame for the 
nun-execution of works on the pradhan. 
Apart from considering him as lazy and as 


an incompetent ‘befkuf (stupid fellow), 
practically all the members rebuke his 
secretive manner such that they are left in 
the dark about ail the money which is 
supposed to come into the village. The 
following statements arc typically used by 
the members to describe the pradhan: 

The pradhan is a corrupt man par excellence. 
He has eaten up all the money. He i.s a 'chor’ 
(thief) and a 'sharabi' (drunkard). He is lazy 
and stupid. He should be kept behind bars 
He should be puiii.shed. He is friendly with 
the goondas and only helps his chamchas 
(sycophants). He has destroyed the village. 

The pradhans, with the exception of the 
pradhan in panchayat C, arc accused of not 
only pocketing the money provided by 
government programmes, but of collecting 
money from the villagers for 'shramdan' 
programmes which did not materialise. Of 
course, they say, they have also taken up 
some works, but each time they have seen 
to it that they were paid properly, either as 
a bribe or just by using false signatures. 

Panchayati raj could be made to function 
as a good sy.stein lor the village in the sense 
that it already has contributed a small 
measure to ftie development works in the 
village, and in the sense that it could dispense 
ju.sticc and maintain peace. But because of 
the way it is organised now. the members 
feel, it all falls flat on account of (he pradhan. 

‘Fai ai-at’ El cenoNS 

The solution proposed by some members 
who apparently have pinned their hopes on 
more power and resources coining their way, 
is that the pradhan should he more efficient 
and should be more of a ‘zimmedar’ (a 
trustworthy person). The members should 
get more power to intervene and to be 
involved. There should be honesty and 
efficiency. II only the sitting pradhan could 
be replaced by a good and efficient person, 
and if they themselves could do the job, “it 
would have changed llic face of the village", 
as one of them contended. Such expectations 
of an improvement in the system arc 
maintained hy a number of members, 
meetings should be convened, works should 
not be undertaken without consulting the 
members, the money subsidies for the poor 
should go to the poor. 

They are pious hopes which will lead to 
a false dawn, it seems, for the economic base 
supporting the political structure remains 
unaltered. Nay, argue many, panchayati raj 
cannot bring any solace As long as the 
money is coming to the village, the pradhan 
and hi.> intermediaries will get corrupted 
and it will help in spreading dishonesty. A 


few members therefore plead for more power 
to the administration (the block officials), 
but many more want to go much further and 
see in president's rule or in military nile the 
only .solution. Military order “as during the 
British days", in the context of absolute 
disorder and terror politics, has become an 
attractive proposition.^ 

After the dramatic events around 1990, 
faith in (he survival and the usefulness of 
the democratic structure apparently has 
relumed, but for many low-caste pctrpic the 
freedom of choice remains impaired by the 
jat musclemen. From among (hem we heard 
many stories confirming the general 
suspicion, elections arc dune the fatafnl way, 
i c. quickly by a number of men who stuff 
the boxes with ballot papers in support of 
(heir candidate. Dcfiending on what the 
dominant jat section had decided, votes 
would be cast in favour of that candidate. 
Tliis voting prix'cdure is quite simply relcrred 
to as fatafat. 

Sonu is a middle-aged valmiki menihcr. 
She has never attended a mecling of her 
panchayat and has hardly cvci voted for 
parliamentary, legislative or panchayat 
elections. She was one ol the many members 
who. when asked for their voting preference 
.answered, “if allojved to vote” and continued; 

Although I am illiierate. I know that voting 
is important hceaiisc by voting wc choose 
our leader, but these d,iys the vote docs not 
have a value It is all ‘goondagnrhi’. During 
election time, the gcMinJagarhi of the jals is 
most rampant Elections are a question of 
fatafnl. It went fatafat. 1'hey did not even 
allow us to coinc close to (he polling station. 

Politics is more and mote being conceived 
of in terms of gooiidagurhi and ‘bhrashtachar’ 
(criminalisation and corruption). The 
assertion that “the police, the politicians, the 
big people, they all have their goondas", is 
a common one. It belongs to the village 
discourse and docs suggest an adverse 
predisposition towards politics. This is not 
necessarily the case It is rather an expression 
of disempowermcni by the dominant faction. 

Sor-iAi. Voio 

.’'anchayat membership comes with age: 
more than tour-fifths ol all the members are 
in their 40s and 5().s. The pradhans actually 
used to he in their 50.s and 60.s, had a long 
career ol village politics behind them, and 
had been functioning as pradhan for at least 
two terms.' The only first term pradhan 
before (he 1995 elections was the relatively 
young F F Singh who has taken over the 
reigns from the deceased pradhan in his 
village. His young age was balanced by his 
superior wealth: his family cultivates 25 
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acres of land. In the new panchayats, tiie 
average age has come down slightly, but for 
younger people they obviocsly do not serve 
as a vehicle for starting a political career. 
Nor are they an arena in which young people 
can get involved and start social activities. 
Most of the members in the old council 
(around 8S per cent) and practically all the 
members in the new councils actually do not 
have any social involvement outside the 
panchayat membership. 

Membership of social organisations is 
limited. The explanation could very well be 
that except for the BKU, there is not much 
organisational activity in which one can gel 
involved.* Active involvement on issues or 
in movements around social issues is even 
more limited. It is actually non-existent. 
Most of the members have never been called 
upon to intervene even in small social 
matters. Only seven members were prepared 
to state that they were involved in social 
issues, which in each ettse meant that they 
commanded so much authority or respect 
that they would be called upon to solve 
smaller conflicts within their community. 
The panchayat members in this area, and 
therefore also the agenda of the panchayats, 
are devoid of social concerns; they operate 
in a social void. 

If panchayat bodies are to play a role not 
only in economic development but also in 
changing the mores and values of the 
people, panchayat members themselves 
should be expected to set an innovating 
trend, for example, in respect to the 
undermining of the caste system and the 
emancipation of women. 

Until 1995, there usually was only one 
female panchayat member. The nominated 
members themselves usually pretended not 
to know much about the panchayat system, 
but when It comes to their own position they 
usually are clear about their priorities. Sona, 
the middle-aged, poor {icasant valmiki, has 
been nominated by the pradhan to become 
a member. Although she has ideas about 
latrines, maternity centre, etc, she had never 
been asked to do anything or to attend a 
meeting, it is her ‘kismat’ (destiny), but she 
also considers herself lucky with a good 
husband; 

1 know many women who arc suffering at 
the hands of their husbands There .should 
be more independence for them. Some 
financial freedom is required .so that one can 
go and buy things in Sisauli without having 
to go and ask the husband. Education is 
imponant, but it also depends on how the 
husbands change and how society changes. 

Indira is 15 years younger and has received 
some education in the village school, but 


otherwise her situation is comparable to that 
of Sona. Hers also is a poor peasant family 
with a modem line-up - husband, wife and 
two children: 

I want equality among men and among 
women, and between men and women also. 
Women should become self-sufficient and 
self-reliant, and they should get educated; 
only then things can change. Jobs are 
necessary for women. I want to go and 
work, in the hospital, stitching work, or so, 
but the men in the in-law’s bou.se do not 
allow it. I wish I could do something through 
the panchayat, but that also is not allowed. 

Some of the better educated males of 
well-situated families have adjusted. 
Ravikant Pal insists that he treats the women 
in his joint family as human beings. His 
daughters have studied up to class 12 and 
one of them contracted a love marriage. A 
few other jats and harijans agree that the 
male should not continue to be the absolute 
’malik’, but argue that it is difficult to bring 
women into public life. This really .starts 
already when the girls have finished class 
five and have to go to the high school in ad¬ 
joining villages. This is considered difficult, 
for cve-teasing is going on, the atmosphere 
generally is not conducive to it, etc. 

Social conditions are used as an apology 
for inaction. Most male members, however, 
do not see this as a problem: girls should 
go to school, but only to learn to read and 
write, and there is no need for them to go 
for higher education, for in that case they 
might 'go and sit on the head' of the males. 
Their freedom should be limited, and they 
should not indulge loo much in public 
activities. They are regarded as not knowing 
anything, and of not being of much use in 
the panchayats; ‘She should take proper 
care of the house only’ is an often heard 
proposition. 

The composition of the panchayats fairly 
reflects the village population. Around half 
of the members are jats and onc-fifth are 
harijans. In the old councils, brahmins and 
kshatriyas accounted for only 9 per cent of 
the seats, slightly less than the backward 
castes. In the new councils, the OBC member¬ 
ship has increased to one-fifth and brahmins 
have all but disappeared from the councils. 

(^ite a number of jat members argue that 
the caste system is bad. that only humanity 
counts, and that therefore the politicians 
should stop this game of setting up one caste 
against another. An unambiguous defence 
of the caste system by the jats is hard to 
come by.^ With a handful of exceptions, 
however, they continue to locate themselves 
in caste terms, even if restricted to marriage 
only, in their discourse, jat members are on 
the defensive in the sense that rather than 


defending the caste syston, they argue that 
like any social arrangement, it has got some 
advantages, and that anyway, it cannot be 
abolished in one stroke. 

In the meantime, not only bhangis and 
chamars but brahmins as wdl compltdn that 
village life, and the panchayat structure, ate 
clearly dominated by jat families who sign 
for the seven pradhans. 

The dominance and muscle power of the 
jats is so imposing that at election time, the 
lower caste members are not even allowed 
to vote. SCs and OBCs, unlike the brahmins, 
feci the caste oppression in daily life also. 
Earlier, the jats would not come near the 
houses of the harijans, and the harijans would 
not be allowed to sit on their charpoy or take 
food except that served straight into the 
hand." The SC members, who feel that they 
are still considered as ‘acchut’ (untouchable), 
also agree that social behaviour is not as bad 
as what it used to be. Many of the restrictions 
have waned. But as long as the money and 
the jobs are with the upper castes, res(N!ct 
for the lower castes will remain minimal. 

That is one reason for some of them to 
have welcomed V P Singh, and why they 
have committed themselves to the SP. They 
hope that some change will be brought in 
from the outside; they themselves are 
unwilling to start any social movement which 
may break the rules .set by the jats. All the 
Muslim members, practically ail the SC 
members, and less than half the OBC 
members were supporters of the Samajwadi 
Party. The BSP did not have much appeal. 

Only around 5 per cent of the members 
in 1995 had remained with either the INC 
or Janata Party, which in the old cotmcil 
could still count on the support of more than 
one-third of the members. Most of the jats 
had transfened their support from the Janata 
and Congress to the BJP, which was the 
favourite party of more than half of all the 
members and which had the allegiance of 
the seven pradhans in the block. 

Concluding Remarks 

* 

The survey of close to 100 members of 
seven panchayats around Sisauli has 
uncovered an interesting and rather simplistic 
typology. By and large, panchayats exist in 
name only and most members appreciate 
their own membership as such: it is a 
formality only. A pattern of dominance by 
the pradhan has been allowed to grow to the 
extent that he is the only hinge on which 
depends the deployment of state resources 
and initiatives. The system is allowed to 
continue as long as it keeps joint business 
with officials from the higher echelons. Such 
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an important personalised position in none 
of the cases has been shown to lead to more 
than mere token interventions for the 
common good. It is the pradhan who decides 
the type and the modalities of the works to 
be undertaken with, in the best of cases, a 
passive involvement of some of the members. 

The inactivity of the panchayat members 
is a reflection of the general absence of social 
involvement. Since politics and activism arc 
tte domain of the dominant personalities in the 
jat 'thok’, no autonomously initiated 
movements can take place. Although on 
many social issues - the continuation of the 
caste system and the position of women for 
example - the ground is shifting, and a 
further shift is blocked by the position of 
the dominant thok leaders. They maintain 
the traditional social order to the extent that 
it further nuiintains caste/class and gender 
suppression. 

The pious hopes of some members, 
including female members, of furthering 
human, social and economic development 
through the panchayats have proven to be 
out of touch with reality. The dismal 
performance of panchayats in another state 
(Madhya Pradesh) notwithstanding, has led 
Mathew and Nayak (1996:1771) to the 
conclusion that they provide a “democratic 
forum to grapple with social and political 
issues in the open" and that “the churning 
process will continue”. For the time being, 
it is more an expression of hope and 
expectation. Its fruition may be conditioned 
by “people aligning on party lines”. In our 
case study, in the absence of party politics 
the pradhan has continued to operate the 
panchayats as his private domain. 

The closer study of one area in western 
Uttar Pradesh has indicated that the positive 
expectations surrounding the 1994 con¬ 
stitutional amendment are by and large 
unwarranted. The panchayats remain in¬ 
appropriate instruments for rural devel¬ 
opment and for denting the landed power 
formations. The predictions made by 
Ambcdkar half a century ago remain valid. 

Notes 

I They existed mainly among the 'advailn.i 
castes. Even among the jats, permanent 
panchayats existed only in a few arras as thok 
(lineage) panchayat (Pradhan 1966]. The 
offences triable by the caste panchayat varied, 
but usually included the following: (inter)casie 
adultery, breaches of commensal rules, drunk¬ 
enness, breaches of caste trade rules, insulting 
brahmins, cow-killing, etc. The sentences 
included pilgrimages, compulsory begging, 
public humiliation, and, as a rule, fines to be 
used to feed the brotherhood and an extra fine 
to feed the brahmins [Blum 1931:115-17) 


2 Hus function of the caste panchayats has not 
altogether vanished from the area. It is 
occasionally still made use of when the village 
patriarchs wish to impose their rule and 
lifestyles on deviant family members, caste 
members or villagers. A recent and gruesome 
example in the district lelates to the beheading 
by the panchayat of a young harijan couple 
who had eloped to Delhi and Haryana, and 
who after having been enticed back to their 
village with sweet promises, were confented 
the ultimate verdict, executed with on axe by 
one of the fathers (The Times of India, August 
10,1993; EtviniHnic Times, August 14.1993). 

3 A non-response is often wrongly translated by 
the interviewer as a lack of knowledge and 
perception. Respondents often indeed prefer 
to talk up to the interviewer, agreeing with tlie 
assumed world view of the interviewer, the 
superior outsider, or to keep silent and refer 
the interviewer to the people who should know, 
i e, the malik (the husband, the employer or 
the dominant village elite). Many of the 
interviewees actually, after having stated that 
they did not know what was needed in the 
village, told u.s to go and see the pradhan and 
to find out. If we insisted we could interview 
them, but only in the presence of the pradhan. 

4 In particular, the vaumatic events of the caily 
1990s have bewildered many villagers 
Political violence had never been absent from 
the area, but the llarmg of religious and social 
tension in the woke of the assassination of Indira 
Gandhi and Rajiv Gandhi, and in the wake of 
the Mandat Commis,sion and of the Ayodhya 
skirmishes, had instilled fear m many villagers 

5 The fortunes of the pradhan usually last longer 
than the parly's fortunes. For example, 
Sukhbeon Singh was already the pradhan of 
his village from I960 till 1973 At that lime, 
he was still with the CPI. He suffered from 
the general decline of the party, and his change¬ 
over to Congress did not help hint until I9KK 
when he was re-elected. 


6 Surprisingly, only 12 tiwmbers. usually Ac 
bigger landowners, were stated to be involved 
with the BKU, most of them rather passively. 
Only six members were associated with 
educational institutions in the area. Two of the 
members were also members of a religious 
organisation (the Arya Samaj). and two 
members are somewhat octively involved in 
party politics 

7 Ironically, only some of the OBC kahars arc 
prepared to publicly stand by the caste system: 
"If we are all allowed to become equal, thew 
will not he a difference between us and a 
cobbler or a sweeper. It will be the worst for 
all of us". Therefore, the caste system should 
continue to exist in order to demarcate the 
people, but “it should not be used by politicians 
to divide Ihe people”. 

8 In the inid-l9.5(Xs it was reported to Kolenda 
(1983:136) about the rajputs in the same area: 
‘The rajputs are ever ready to have contact 
with our women, but with us men, they dont' 
even let us touch their clothes". 
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DISCUSSION 


More on Land Riglits for Women 

Indu Agnihotri 


IN her long rejoinder to my review (EPW, 
March 8) of her book, Bina Agarwai has 
chosen to adopt an extremely vituperative 
tone bordering on a vicious personal attack 
{EPW. June 8). Notwithstanding her citation 
of long extracts from her book, the central 
questions raised in the review remain 
unanswered. To set the record straight, I 
shall reiterate some of these. 

Agarwai admits that only 1.04 million 
hectares of land is available for distribution 
and that this would constitute 
approximately 0.56 percent of the country’s 
arable land. The question that I had rai.scd 
was that if land reform, per .ve, has ceased 
to he on the agenda for most political 
parties, except those on the left, then where 
would the land that women should bn in 
control of be made available from? In the 
absence of an emphasis on land reform the 
demand for land rights for women can 
easily end up being reduced to a demand 
for land fur women from the already 
propertied classes. This would not be 
tepresentaiive of the range of positions 
taken up in the women’s movement; nor 
would it shift the focus to the dalil and 
landless sections of rural women, something 
that is urgently needed and being felt within 
the movement. This aspect gains renewed 
importance in the wake of prevailing 
landlessness and pauperisation (as obvious 
from figures cited in Agarwal’s book and 
from the more recent changes in economic 
policy). 

The question arose partly because in 
Agarwai’s book the discussion on land 
reforms is unfortunately largely on a negative 
note except in the early part where the farm 
sixe productivity debate is cited to counter 
the argument that recognition of women’s 
title to land would lead to further 
fragmentation and an increase in the number 
of economically non-viabic holdings. 

The discussion on group 'pallas' which 
Agarwai wants to focus on would have to 
be preceded by a renewed commitment to 
land tefurms which in a sense is totally 
missing at the present political juncture 
when reforms are aimed at handing over 
land to multi-nationals fur agro-industries. 

In the discussion on Operation Barga, 
contrary to the alleged ‘oversensitivity’ on 
my part, 1 had been very forthright. The 
question I had rai.sed was that the patriarchal 
bias in West Bengal’s land distribution 


programme needs to be probed and that there 
was a background of debate on this issue 
among activists on the left. 'The point made 
was that it is not enough to accuse the Left 
Front of not giving land to women. 'The 
patriarchal bias with regard to land rights 
is not a leftist prerogative. It goes back deep 
into history and as Agarwai herself shows 
is shared by other peasant-based 
communities/economies in south Asia. It 
was in this context (hat the question about 
the need to focus on aspects of production 
and women’s role in the production process 
was raised. Why is the act of ploughing 
made out to be the function most central for 
the definition of a ‘tiller’, I had queried. That 
this is a key issue would be home out by 
historians, anthropologists and policy¬ 
makers alike. Why should all other functions 
and agriculture-related work in which 
women, by all accounts play a major and 
even crucial role, be underplayed? This was 
one of the reasons given by me in asking 
Agarwai for more discussion on production. 
Added to this was the expectation that 
Agarwai, being a trained economist, could 
cull out evidence and focus on women’s role 
in production to a far greater extent than 
others. 

The actions of the colonial state which 
seemingly only recorded the rights in land 
as they existed m fact constituted an active 
intervention in denying rights to entire 
communities and peoples, including 
women, and creating new rights where 
none existed earlier. In their passionate 
search for loyalists, leaders of the 
community, yeoman, and the much flaunted 
superior agriculturists, the British created 
new stereotypes. The damage caused to 
women’s position in the wake of 
dysfunction of the economy under colonial 
rule was neither unintended nor negligible. 
The reference to archi va! records was made 
in this context, to argue that digging into 
the unpublished proceedings of the British 
government may help throw more light on 
the making .>f theindian peasant as a ’male’. 
Also, perusal of unpublished and non- 
official records, even with reference to the 
Gams would lay bare the nature and impact 
of British policy interventions in a region 
where women’ $ participation in agriculture 
remains central to the economy of the 
region. The intcrlinkages between changes 
in production patterns, women’s status and 


colonial policy have been brought out well 
in a recent study of Indian indentured labour 
on plantations in the Caribbean. 

Agarwai maintains that her arguments on 
women’s class position have been 
misrepresented. On the contrary what was 
stated in the review was that while the 
observation that changes in the women’s 
family and marital status directly impact 
their economic position was valid, for 
Agarwai to go on from that and attribute 
excessive ambiguity and fluidity was both 
problematic and naive. Class is an eminently 
powerful element of perceived identity and 
status, both in the way others see us and the 
way we see ourselves. In the rural Indian 
context class and caste distinctions can 
certainly not be wished away - not even 
through the setting up of multi-class 
organisations. In fact the strength of multi¬ 
class organisations, including those such 
as AIDWA, lies in the recognition of these 
very differences and it is success registered 
in comsciously tilting the balance in favour 
of women from the oppressed social 
groups which would turn the women’s 
movement into a multitudinous and potent 
agency for social change. In the absence 
of such a perspective the thrust for multi¬ 
class or even mixed-sex organisations 
could easily hijack the slogans of demo¬ 
cracy and equality into perverse rhetoric 
while women’s emancipation could become 
aplank forenhancingthe 'rights’ of women 
from the privileged sections. In other 
words, selective critiques of patriarchy, 
devoid of the context and content of 
democracy can become and, have in the 
past, led to appropriation of the slogans 
raised by the women’s movement for 
selective gains. 

Lastly, while I have chosen to ignore the 
petty insinuations contained in Agarwal’s 
rejoinder 1 do wish to put on record my sense 
of shock and anger at learning from friends 
that the authorhad actually made telephone 
calls to verify or establish the exact nature 
of my political affiliations. These in fact 
have never been a closely-guarded secret; 
nor have I chosen to flaunt them. In fact 
to the best of my ability, I have tried to 
use my political vision to expand my 
intellectual horizon. If Agarwai believes in 
serious intellectual debate on a free and 
frank basis then attempts to dismiss 
questions by resorting to political 
’labelling’ is hardly a step in the right 
direction. To set the record straight, 
Agarwai has written a good book but, I 
maintain, and 1 hope, her’s is not the last 
word on the subject. 
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Intellectuals, Nation and the People 

SShukla 


TWO basic issues arising from Andre 
Beteiile's very full obituary tribute to S C 
Dube(£PH',March30)shouidnotbeallowed 
to be obscured. 

Many intellectuals of Dube's generation 
felt committed to serve the Indian nation and 
its state, however much some of us may 
entertain reservations about its character. 
This position should be demarcated from the 
one, like the author’s, that involvement even 
as much as Dube’s could be legitimate but 
that the ideology and class orientation is 
illiberal and conservative, even reactionary 
from our point of view. Some of us therefore 
do not choose this involvement, in fact feel 
committed to and are active in opposing or 
critici.sing the state and working against it, 
in addition to the academic work we might 
do. Beteiile's position does not deny any 
public role for the intellectual, but it is much 
closer to his desk and classroom, or much 
more glued to them - and as a matter of 
honest conviction, if one may say so, less 
radical. But to the extent his comments 
appeared to imply isolation, maybe 
unintendedly, one has to differ and say 
Dube's was as much a possible role as any 
other that Beteille might prefer. Intellectuals’ 
deep and active involvement in the post- 
colonial states of the second half of this 
century should be positively responded to 
and encouraged - and not discouraged even 
by implication. 

1'he other issue relates to the construction 
of academic discourse in our country. As 
pointed out in the initial intervention, radical, 
non-metropolitan, non-English academic 
intervention tends to get marginalised 
through the mechanisms of publication, 
channels of communication, allocation of 
positions, including academic positions, 
which are prevalent. The very structuring of 
these processes and the formation of attitudes 
tend to highlight the English language and 
conservative thought. This is not just a matter 
of how important Dube or anyone else is or 
is not. The question of allocative justice in 
academia is an important matter by itself on 
more than one ground - fairplay, health of 
the academic system, etc, etc. But the issue 
raised here is, whai ideas are helped to 
dominate or govern academic discourse? 
Which direction is society propelled in 
through these academic processes? The 
very social construction of academic and, 
therefore, to some corresponding degree 
social reality is at issue. These are not 
matters to be obscured by an initial avoida¬ 
bly petulant reaction of - to use the expression 


already used earlier in this discussion - a 
‘provincial'-origin academic to, if one 
might use a corresponding adjective, a 
‘metropolitan’ academic’s comments. The 
privileging of conservative ideas through 
the metropolitan elite’s language, English, 
and the sidelining of those in Indian languages 
has already gone too far. Furthering it even 
more could lead to both more reactionary 
thought at either end of the social/linguistic 
scale and deeper social schisms obstructing 
the path of either .serious thought or 
purposeful social action. It would further 
advance the process of closer integration of 
conservative (as well as even radical or 
progressive) English-speaking/metropolitan 
intellectuals with the dominant First World. 
Reflection on what we do with the memory 
of people like S C Dube and A R Desai - 


PRODUCT reservation for small scale 
industry (SSI) is perhaps the most widely 
debated among the various policy measures 
adopted by the government for SSI since 
indcpendcpce. My paper [Bala Subrahmanya 
1995a) analysed its macro performance over 
a period of time and brought out that the 
policy has achieved nothing substantial fur 
SSI. My clarifications [Bala Subrahmanya 
1995b] on inferences and conclusions of my 
paper with reference to Nair’s comments 
[Nair 1995] have been misunderstood and 
misinterpreted by .Nair to a large extent (Nair 
1996]. 

First, about competition. The thrust of my 
argument is that it is wrung to assume that 
whatever is reserved for SSI (i) do have 
economies of scale for SSI and therefore 
competition among SSI will emerge; and 
(ii) do not have economies of scale for 
large-scale production. To substantiate this 
viewpoint. I quoted that out of the 1076 
reserved items, 233 items arc not at all 
produced by SSI and 692 items have 
negligible presence in reserved SSI output. 
This shows that these items have really not 
witnessed the entry of a large number of 
small producers to encourage competition. 

At the same time, it does not mean or 
imply that the remaining 151 items have 
economiesof scalconly forSSI and therefore, 
competition has emerged and do not have 
economies of scale for large-scale industry. 
It cannot be conclusively proved that the 151 


very different from each other exeqX in 
their marginalisation by the conservative 
English/metropolitan intellectual Establish¬ 
ment - has to raise basic issues of what is 
happening to ideas and people in our 
society. 1'he faults and deficiencies - and 
who is without any? - of Dube or the 
intemperate response of Krishna Kumar 
(perhaps worse than some similar faults of 
others, perhaps not) apart, one has to do 
something about this schism and produce - 
m not quite the Gramscian sense- an organic 
academic discourse and community which 
is also an adequate and wholesome social 
one. 

In postscript, one must point out, students 
of education (the author is also one and had 
some responsibility lor Krishna Kumar 
also being where in the academic world he 
is located) also study society with such 
competence and limitations as are theirs. 
Some sociologists also study education - a 
few with very high creativity and 
competence, others with less. 


items do not have economies of scale for 
large industry and therefore reservation is 
justified. Tlie clandestine entry of large units 
into the manufacturing of reserved S.SI items 
itself brings out that there are many items 
in the reserved list which arc attractive to 
large units as much as to small units, if not 
more, in tenns of economics of production. 

Actually, small-.scale enterprises emerge 
and grow due to three kinds of influences 
[Anderson 1982]: 

(I) Wherever there arc liKational advantages 
(i e, locational influences). (2) In industries 
which give scope for dispersed processes of 
production or sub-contracting (i e, process 
intluences). (3) In industries where products 
have small total nmikcts or economies of 
scale for small-scale production (i e, market 
intluences). 

These influences operate at every stage of 
industrial devcloptnent. That is why, small- 
scale enterprises account tor a significant 
share of units, employment and output in ail 
economies, irrespective of the level of 
industrialisation [Nanjundun 1994]. Given 
these inlluential factors, small-scale units 
will emerge, irrc.s|)ccti vc of whether an item 
IS rc.served or not. Coasidcring these, policies 
with promotional orientation could play a 
more eflcctivc role m .SSI growth than 
protective measures like reservation. 

Reserving an item, which doe.s not have 
locational benefits, process benefits nr market 
benefits for small manufacturers, will 
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defmitely lead to non-competitive conditions. 
The statistical evidence that 233 reserved 
items are not at all manufactured by SSI 
questions the underlying logic of product 
reservation policy; “...Reservation provides 
protection by preventing the creation of fresh 
capacities in large-.scale sector in product 
lines which arc techno-economically highly 
suitable for being taken up in the small-scale 
sector" (Development Commission 1992]. 
In fact. Nair aptly reminds us that it is “the 
profit-maximising calculus that induces a 
producer, large or smal I. to enter an industry. 
One has to carry out detailed cost-benefit 
calculations for each such item before 
drawing any such inference" [Nair 1996]. 
By inference, Nair says that the government 
advisory expert committee, which 
recommends an item for reservation or 
dereservation, has overlooked these i.ssues. 
According to Nair. the same holds good tor 
the 692 items which have a negligible 
presence, in terms of value of output, in 
reserved SSI. llius, Nair’s rational arguments 
only substantiate my inicrcnce and 
conclusion. 

Nair's assumption about my admission, 
that the statistics presented by me on the 
growth ol the reserved sector vis-a-vLi the 
unire.servcd sector can lead to conflicting 
inferences, is fal.se. In fact, .statistics clearly 
show that the unrescived sector is belter off 
than the reserved sector, though marginally. 
In this context, it would be worthwhile to 
quote the findings of Sandesara. Sandesara 
(1993), who analysed the aspects of growth 
and structural change of modem small 
industry, compared the growth and capacity 
utilisation of reserved SSI with that of 
unre.scrved SSI using the two SSI Census. 
He found that at the aggregate level and in 
a majority of industries, the performance in 
reserved items was poor relative to 
unreserved item.s. 

To quote Sandesara, “since reservation is 
an additional powerful incentive protecting 
small industrial units in re.servcd items from 
the more favourably placed large industrial 
units, catering to the same markets, one may 
expect their performance to be better than 
that of other small-scale units. However, our 
statistics suggest the opposite conclusion." 
He concludes "And thanks to reservation, 
producers in the reserved items may continue 
producing for long in the hope that their 
chances of survival and growth are better 
there than in unreserved items, so that the 
condition of poorer periormance in the former 
continues to obtain longer than in the latter 
item.s". 

To further prove my point. I compared the 
growth of items which have been under 
reservation since 1972-73 (Table 6) with the 
growth of items which were reserved in 


1972-73 but were dereserved subsequently 
(Table 7) [Bala Subrahmanya 1993]. It is 
clear that it is the dereserved SSI items 
which grew faster than the reserved SSI 
items. 

To counter my conclusions, Naircompared 
the growth of dereserved SSI (Table 7) with 
the growth of items which were unreserved 
in 1972-73 but were brought into the 
‘reservation list’ subsequently (Table 8) [Nair 
19951. I have brought out the fallacy of 
Nair's argument in my reply in para 12. But 
Nair is quite off the mark when he argues 
that the comparison of Tables 6 and 7 has 
as little significance as the comparison of 
Tables 7 ana 8(1). 

According to Nair, reservation policy is 
a non-issue. But every government policy 
has been formulated with a specific objective. 
Hierefore, it makes sense to as.se$s or evaluate 
the performance of the policy with reference 
to its objective. Given this, no government 
policy can be a non-issue. Particularly, 
product reservation for SSI deserves due 
attention since it treats SSI and large industry 
as watertight compartments, without any 
significant achievement to its credit. 

Nair further argued that Desai and Taneja 
(1990) among others, have produced 
evidence that reservation is not a significant 
issue. Perhaps Nair is not aware of their 
views on reservation brought out in the same 
paper. Desai and Taneja (1990; in their 
evaluation of SSI policy, structure and 
performance, said that “the list is an outcome 
of political pressures for reservations meeting 
the resistance of large firms and of 
bureaucrats afraid of obstructing the 
realisation of economies of scale." They 
concluded that “of the present incentives, 
only the interest concession on loans from 
official institutions seems worth retaining... 
The remaining incentives should be 
abandoned. In particular, market segment¬ 
ation arrangements, in the forms of 
rc.servation, price preference and preferential 
purcha.se, appear to have no desirable effect, 
and .some .strong undesirable ones." Further 
Desai and Taneja (1990) pointed out that 
dcrc.servation would enable the more efficient 
among the small firms already in the industry 
to grow. All this cannot be construed as an 
evidence to say that reservation is not a 
significant issue. 


Finally, lucofdingto Nair, my majorpoint 
in both the paper and the reply is that there 
is need to keep the re.servation list constantly 
updated on the basis of logic regarding 
economies of scale and keeping in mind the 
emergence of new commodities. But nowhere 
have I so argued, explicitly or implicitly. A 
government advisory committee on 
reservation as mentioned earlier, has been 
functioning for the revision of the list from 
time to lime. The conclusion of my article 
as also my reply is .simple and clear: product 
reservation policy for small industry 
manufacturing deserves to be scrapped 
altogether. Depicting the policy with 
nationalistic colour is the last resort which 
one can .seek to defend the policy. 
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Planning and Economic Liberalisation 

Tbe Eighth Plan initiated during the period of the structural adjustment 
programme has been claimed to be a different kind of plan by its authors. 
To what extent and in what forms precisely has the drive for liberalisation 
of the economy affected the system of development planning? 2740 

Urban Development in a Colonial Setting 

Normal capitalist development in the periphery is neither the intended 
objective nor the end result of colonial intervention. Hegemony for tribute 
realisation is the major aim. This hegemony and the plunder that it permits 
make it difTicult for capitalist development in a colony to be along the same 
lines as in the metropolis. Towards the end of the 18th century, Bombay, 
having been drawn into the vortex of capitalist relations, was assigned its 
role in the world capitalist system. Through colonial manipulation, 
Bombay was made the main spatial regulator, in western and central 
India, for the transfer of tribute to the metropolis. 2746 


Demographic Paradox 

The male-female ratio in the total 
population has long been low in 
India and has been declining. 

But the low sex ratio docs not hold 
for all age-group.s. The sex ratio has 
been high among marriageable-age 
adults and a compari.sun of 
population data for India, France 
and Switzerland points to a 
demographic p.iradox. 2730 


Financial Devolution 

The current balance of political 
forces, with a coalition of 13 parties 
forming the union government, 
affords an opportunity to coircct 
the imbalance in union-state relations 
and address the question of the 
devolution of power downwards 
by the statc.s. 2719 


Child Marriages 

Child marriages had nourished till 
quite recenfly in the backward district 
of Rajgarh in western Madhya 
Pradesh. But a concerted campaign 
by the district administration over 
the past three years has succeeded 
in preventing a majority of 
engagements from culminating 
in marriage.^. _ 2721 

Painful Transition 

The significance of the events of 
July 27 in Medan in North 
Sumatra in Indonesia is not that 
they mark the beginning of the 
end of Suharto's so-called ‘new 
order’, but that they signal the 
devastating ways in which political 
transition in Ae country is likely 
to come about. 2726 


Manipulating the UN 

While the recent missile attacks on 
Iraq by the US have been generally 
acknowledged as a flagrant violation 
both of international law and Iraqi 
.sovereignty, it is not often recognised 
that practically all UN actions in 
northern Iraq since 1991 have been in 
contravcntityii of international norms. 
The US and its allies have deiilierately 
misinterpreted UN rcsolution.s to suit 
their purposes, manipulated UN 
processes to attain their ob|ective.s, taken 
action in the name of the UN without 
authorisation and in some instances 
managed to obtain subsequent 
legitimisation by the UN. 2760 


Into IMF*s Arms 

The government’s reluctance to take 
unpleasant measures .such as sinct 
enfoi cement of tax laws and reduction 
of defence expenditure has compelled 
Pakistan to rush to the IMF fot 
financial succour 2728 


Lost Cause 

Although there is increasing evidence 
that a more equitable distribution of 
farmland actually leads to higher 
productivity, land reform has all but 
vanished from the political-economic 
agendas of third world countries, 
including India. 2725 


Tribals and Development 

Tribals in the Nagarholc and 
H D Kote regions of Karnataka have 
been protesting against development 
projects sponsored by the World Bank 
which will result in their large-scale 
displacement and the destruction 
of their way of life. 2723 












LETTERS TO EDITOR 


Different Strokes 

ACHIN VANAIK’s article on the CTBT 
debate (August 24-31) was an informative 
and comprehensive review of the Indian 
stand on the issue and on the contrast bet ween 
the Indian and the Japanese stands on nuclear 
disarmament. There is no doubt that Japan 
is the worst sufferer from nuclear weapons 
and Its role in the nuclear debate has been 
exemparty. It is also true that public opinion 
in Japan has strongly criticised the continuing 
development and improvement of nuclear 
armamcnls. Vanaik is right in .stating that Japan 
like India has its own border issues and despite 
those it has been advocating nucleardisarma- 
ment and CTBT whereas India has refused 
to sign the CTBT due to ‘security reasons’. 

Beyond this, however, I have .several 
differences with Vanaik's point of view. 
First, to refute Vanaik's charge of “false 
anti-Amcncan credentials by Indian elite”, 
India’s objection to CTBT has nothing to 
do with anti-American propaganda. India 
has its own rea.sons for refusing to sign the 
draft, After alI. Vanaik has himsel f mentioned 
that there .are close trade links between the 
US and India. If India can co-operate with 
the US in economic matters why would it 
try to use the CTBT debate as a forum for 
anti-American piopaganda and what is there 
to gain fiiim such an action? 

Secondly, Vanaik consi.stently tries to 
project that the Indian print media arc biased 
and do not provide equal opportunities to 
anti-CTBT wnters like himself. But by his 
own admission only two of his articles have 
been rejected since he became a freelancer, 
one of which wa.sudebate with an individual. 
Furthciniore, he admits that there are many 
writers favouring the government line (i c, 
ot not signing the CTBT) Why doesn’t 
Vanaik view it as a popular opinion of the 
iTiajorityVCioveriiinent iiselfis representative 
of the population and the media too arc part 
ol the piopulation. Then it is right to say that 
both express public opinion here in the same 
way as (hey do in Japan. 

Besides. Vanaik's article is an account ot 
his personal caieer as a writer and anti¬ 
nuclear campaigner in India. He may have 
had to face various challenges in hiscumpaign 
(rumours about his accepting money from 
the US, etc). But this cannot in any way 
juMily his stand that the nuclear debate in 
India has been onc-siiled and ill-infornied. 
It is true that in a democracy every person 
has the right to speak and express his opinion 
but it is also true (hat democracy is a way 
ol governincni by the majority and it is 
impeiative that the point of view of the 
majority prevail in the end. (As, foi instance, 
t lie presence of pro-nuclear armament groups 
in Japan can’t affect the government stand.) 


Furthermore, it is not correct to place 
India’s and Japan's security concerns on the 
same level. India cannot trust the world body 
in case of aggression from Pakistan or China 
when the US is providing military assistance 
to Pakistan despite repeated protests from 
India and “a section of its own population” 
and China, despite signing the CTBT, 
continued to test Us arms till the last day and 
even forced changes in the CTBT draft. 
Japan, on the other hand, has no such security 
concerns. Its dispute with Russia over the 
Kun’Ie Island has not been veiy active or public 
in the recent past. Secondly, depite the anti- 
Aincncan stand by the Japanese public it is 
true that tlie US armed forces are at all times 
leady to protect Japan. Lastly, with the tall 
of communism in the USSR and a healthy 
friendship between Yeltsin and C?lintnn no 
one can foresee any security threats to Japan 
from Russia. On the other hand is the US 
stand on China where America was not able 
to stop it from conducting frequent tests and 
had to give MFN status to China dc.spite its 
economic pact violations. .So how cun one 
expect the US to come to the aid of India 
in the case of a Chinc.se aggression? 

Vanaik instead of giving an account of his 
personal struggle .should ha ve gi ven concrete 
reasons for India signing the CTBT so that 
(he ’ill-intormcd’ and 'biiuscd' public opinion 
of our country could have bcnctiled 

Anaih Misra 

Lucknow 

Dubious Stand 

THROWING the nation's security interests 
to the wind, the Indian government on 
September 3 ratified a UN convention 
which piohibits development, stockpiling 
and use of chemical weapons and calls ior 
(heir destruction - before a .single one of the 
nuclear wca[xm states has done so - and is 
preparing lo let the Comprehensive Test Ran 
Treaty (CTBT) be adopted by t he U N General 
Assembly. In doing this, Indian officials are 
doing what comes naturally to them - acting 
as Lackeys of the imperialist powers. India’s 
patnotic forces must defeat thi s move towai ds 
slavery. 

Rather than renounce its home-made 
chemical weapons before the nuclear five 
have done so, India can vastly increase its 
security, prosperity and self-reliance by 
immcdi'itcly and strictly renouncing all 
furtherimport of military hardware, including 
new fighter and trainer jets and insisting that 
the services get only equipment developed 
and produced within the country with at least 
95 per cent indigenous content or do without 
them, no matter how dire the consequences. 
Only then is there a chance of India giving 
up its parasitism and putting in the requisite 


effort. Think how many days of how manj 
child labourers weaving carpets go into tht 
purcha.se of a .single jet fighter or trainer foi 
a hundred crore in foreign exchange. Indu 
loses two such jets each month in peace-time 
in war with any but the ‘coloured’ nation- 
they are likely to be as useless as Syria’s, 
which lost about HO of its jets, technically 
a match for Israel’s, for a single one of the 
latter during the l.xbanon war. If you are noi 
resourceful enough, industrious enough 
nimble enough to dc.sign and build such 
equipment, you do not have the qualities thai 
make up the ‘knowledge in depth’ to use them 
Satish C’iiandh,' 

Delhi 

Custodial Deaths 

AS is well known, the police and othei 
armed rorce.v of the .slate as a matter ol 
routine i esort to thu d degree methods againsi 
those arrested by them in Andhra Pradest 
during the last five years alone 107 custodia 
death.s have occurred. 'Diis is not courttiiq 
the many (icople (f>72 in the same period 
killed in false ‘encounters’ with the police 
The jiolice c.siahlisliiiicnt in Aiidhid Pradesl 
h.as got away with this illegal and amora 
violence. Not a single police oftici il has 
been punished iill dale. Il is in this contex 
that the -use ot the custodial death o 
Ramakrishnu Reddy at Madanpulle assume.' 
imixiriancc This is tme case in winch tht 
evidence is .siiong and the witnesses an 
firm. Then evidence has .ilreadv bee 
recorded before the magistrate in the pi ivait 
complaint ft led by the Andhi aPradesh Givi 
Liberties f'ornmiUtxr (APULD Moreover 
theposl-tnortcm report is also likely to prow 
the police guilty. 

It is the hope of the APCLfJ that if tiu 
guilty iHilieeinen arc brought lo hook in the 
case It will ael as a deterrent to erring police 
men whoreson to third degree methods eve 
so frequently in police stations ihroughou 
the country. The state government and Ihi 
police cslabiishmeni should complete ther 
internal enquiry quickly and iiring the guilij 
to hook. Tills would set an example to thi 
rest. Instead, wc tind local police official: 
conniving wiili ihc accu.sed .Sis to thwart thi 
case using all sons of methods, (he latcs 
being the filing of a senes of false ca.se; 
against the workers and Ihc trade untot 
leaders involved in (he case and li.sting then 
as rowdy-shccters. We therefore apiieal tt 
the readers of your journal lo intervene it 
the matter and sec that the police dcsisi fron 
such actions and that the guilty officials an 
brought to justice. 

G Narenora.mati 

Vice-President. APCXC, 

Chitioor. 
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Manipulated Market 


F or anyone fainiltar with the volatile behaviour of the 
Indian capital market, its current depressed state should 
not have come as a surprise It reflects essentially the impact 
of ceitain iundamcntal fa^tois, some internal to the worktng 
of the capital market and olheis relating to the economy in 
genetal The toiemosl amongst these is, of course the 
''peculation driven nature of the market which has made it 
hyper sensitive, in the piesent instance to signs of political 
instability The growth ol the capital mai ket and of the numbci 
and saiiety of players in it in icccnt years has lar outstripped 
the growth ol the i cal ec onomy It all began with the authorities 
attempt around the mid 1980s, to intcgiate the money cind 
i apual mai keis whii hcncouiaged the fiec flow of bank funds 
diieitls and indiiectly into the share market Fhe financial 
system began to be dominated by a few players with political 
clout who show cd scant rcgaid for th*. rules of the game btoni 
tin other side the so called equity cult was drummed up by 
soiiK ol the largci companies, such as Reliance Industries to 
avoid supc I vision and contiol by banks and financial 
institutions These developments culminated in the Haishad 
Mehta booiii Shatc prices tumbled when the bubble burst in 
due course but speculation was again stimulated by the 
cnieiginic on Ihi scene ol loieign institutional invcstcis 
(} lb) Withitiapcriodolaboullwovears byeaily 1994,shaic 
pints h.id pierced the Haishad Mthla peak Since then the 
Mis then attitude towaids the emerging markets and ihcir 
asscssmt ntof linancial and political risks have dominated the 
Indian stock m.ukcts 

f he r Us initial influx boosted in irkcl operations to di//v 
lieignts liltUSbSensc\touchcdapcakol4,588withapiice 
caining ratio ol ovci 49 it the end of August 1994 having 
overtaken the Hat shatl Mehta record of 4,50ft achieved at the 
bcginnint; ol April 1992 Primaij issues of share cipital by 
private sectni companies, which had been of fhe order ol 
Rs 5 757 ciore in 1991-9'’ shot up to Rs 19,825 irorc in 
1992 91, Rs 21 275 loi. in 1993 94 and Rs 27,261 crorc m 
1994 95 Ihc pt'riod s«« a senes .if measures to boost the 
capital market a‘ pait ol the libeial'sation ol the economy - 
establishment of the National Stock Exchange (NSE), 
enlistment ol a large number of brokeis (over 1,000 were 
registered with the various stock cxc hanges) and the emergence 
of an army (some 2 lakh) of sub-brokers, registration of nearly 
400 Fils, 17 foreign brokers and more than 510 merchant 
bankers by the SEBl and, above all, the listing of shares of 
public sector banks and other PSU undertakings All these 
developments contributed to expansion of activity in the 


capital market way beyond what was warranted by the growth 
of the real economy 

Significantly the mind boggling giowth of the capital 
market has taken place tiui ing a period when there was hardly 
any rise in the rate ol domestic gioss investment, which 
fluctuated between 21 and 24 pei cent Fven household saving 
m the form of financial assets has generally stagnated mound 
10 per cent ol GDP Pi is ate corporate seitor investment 
showed only a small incieasc from 5 9 pei cent of GDP in 
1991 92 to 6 6 pet cent in 1994 95 Against this hackdiop, the 
level of operations in the capital maikct, even under the 
pi csent supposedly depressed conditions cannot be considered 
low From less than Rs i0(X)0croreintheeaily 1990s, thesi7c 
of the primary maikct conipiising share issues and bond 
flotations bv companies and funds raised through PSU bond > 
exi eeds Rs 40,(XH)i lore a year now In the secondary market, 
the market capitalisation ol seven PSU shares (SBl, IDBI, 
ICICI,MFNl ,SAIL,HK LandBHFL) which were not avail¬ 
able to invcstois a few years ago, amounts to about Rs 60,(X)0 
croic Ol nearly 40 per cent of the capitalisation of the BSF 
Sensex scrips Despite the cuircnt fall in prices of major scrips, 
overall market 1 apitalisation of BSF listed companies, which 
had stood at Rs 189 405 crorc in March 1993, Rs 344,462 
crore in March 1994 and Rs 44ft 884 crorc in August 1994, 
touched Rs 585,919 cioic m Apiil this year and was still 
Rs 497,1 llciorcin August Ihisistheicsultof the inclusion 
of PSU and other new scrips Between August 1994 and 
August 1996, the B.Sl Sensex fell by 23 percent but m irket 
capitalisation ol BSF listed shares rftse by 11 pei cent To 
take a different period between March 1993 and August 
1996, the BSF sensex rose by 47 pci cent but market 
capitalisation of BSF listed sh ires went up by 162 pei cc nt 

Therefore the despondency over the state of the capital 
mai ket needs to make allowance for the fact that the &i/c and 
I ange of investment options available to plhycrs in the market, 
including the debt mm ket have expanded beyond recognition 
As a result, some decline in the prices of traditional set ips was 
only to be expected 1 he ordinaiy investoi’s disenchantment 
with the market is attributable to two lactoi s the questionable 
practices continued to be indulged m by the major players and 
the marked element of unpiedictability and volatility inticxiuccd 
by the o|)craliuns of the Fils ITic quantitative growth of the 
market has not been a>-conipanied by a corresponding 
improvement in the quality of operations The promised 
control over speculation and greatei transparency of operations 
have not materialised On the contrary, all the major stock 
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exchanges have suffered drastic reductions 
in delivery-hacked trading. The NSE has 
certainty not been an exception to this. In the 
case of the Bombay Stock Exchange, only 
21.9 per cent of trades contracted resulted 
in deliveries in 1995-96, compared with 39.4 
per cent in 1994-95. What is particularly 
disheartening is the fall in the ratio from 
52 per cent in 1994-95 to a mere 17.9 per 
cent in 1995-96 in the case of the NSE, that 
is. below even that for the BSE. The 
comparable decline in the case of the Delhi 
Stock Exchange was from 35.8 per cent to 
12.7 percent and of Calcutta from 10.6 per 
cent to 4 per cent. 

The number and variety of questionable 
practices on the stock exchanges, even tho.se 
which have come to light, are mind- 
boggling, ranging from irregular price 
fixing of initial issues to trade in duplicate 
shares and outright pi ice-rigging. The SEHI 
has blamed merchant hankers for the flood 
of public issues by shady promoters, but 
under the spell of liberalisation the SF.BI 
had itself allowed the registration of a large 
number of merchant bankers without proper 
scrutiny. Now the SF.BI has been compelled 
to launch an investigation into the where¬ 
abouts of some 382 companies that had 
come out with premium issues in 1994-95. 
Around 1,000 companies arc reported to 
have disappeared after issuing capital in 
the past two years. The BSE has ideniiticd 
as many as 1,234 cases of price-ngging 
since just January this year and SEBl has 
apparently found NSF. brokers indulging in 
the same inrgulantics as BSEbrokers; failure 
to issue contract notes tor all transactions or, 
while issuing contract notes, not obtaining 
clients’ con.scm, dealing with unregistered 
sub-brokers and not segregating brokers' 
accounts from clients' accounts. SEBl has 
had to suspend the entire Pune Stuck 
Exchange (PSE) board for allowing illegal 
badla transactions and evasion of margins by 
member-brokers, including PSE board 
members Most recently we have the example 
of the Fils manipulating the price of State 
Bank of India shares poor to the latter's GDK 
issue with the ub|cctivc of picking up the 
CJDKs at lower puces. Ttie circulation ol 
duplicate share.s has been the most blatant of 
iiTcgularitics, likewise, the involvement of 
the im, Lie and GIC in the private placement 
of Reliance shares. It has t.iken the SEBl 
almost three years to castigtitc the in vestment 
institutions for their role in the Rs 1.000 
crore pri vate placement ot shares of Reliance 
Industries. Despite all the evidence of wrong¬ 
doing, Reliance Industries was permitted to 
shift Its registration tioin the BSE to the NSE 
when the foi incr sought to take action against 
the company in the duplicate shares case. 
The recent speculative fervour in the stwk 
exchanges has been stoked by the ebb and 


flow of investment by the PIIs. Based on 
the yield levels prevailing in the 
industrialised countries, the Fils moved to 
the emerging markets in a big way in 1993 
and 1994. The Mexican fiasco made them 
withdraw from these markets for a while 
and Indian share prices collapsed for the 
most part of 1995 because of the FI Is’ 
lukewarm interest. During the first half of 
1996, the RIs increased their net investment 
by more than a billion dollars and share 
prices ro.se by about 30 per cent during 
January to June. Thereafter the FIIs reduced 
their net investment from $ 356 mn in June 
1996 to $81 mn in August and $ 123 mn in 
September, which has been not a little 
responsible for the depression in share prices 
during this period. 

The manipulation by bears and bulls in the 
stock exchanges is thus to a great extent 
reinforced by the bearish or bullish view 
taken of the Indian markets by the FIIs. 
Between the end of June and early Octobci, 
the BSE sensex fell by 16 per cent and the 
NSE-50 by 18 per cent. Indian companies’ 
GDR prices have already touched rock- 
bottom levels. Shares of as many as 1,500 
companj^ are quoted below Rs 5, of them 
about 500 below Rs 2. Out of 6,802 listed 
scrips only 1,531 (22.5 per cent) were traded 
on almost all trading days of September, 
whereas 2,124 were not traded at all. The 
acute concentration of trading is evident 
from the fact that just 8.2 per cent of the 
scrips listed at the BSE accounted for 87.3 
per cent of the total value of trading m 
September. In fact the top five scrips 
accounted for 80 per cent of the trade on the 
BSE in .Sepiembct. 

The decline in share price indices during 
the past few months I'eflecls to an extent the 
disenchantment of the common investor 
with company shares as an avenue for 
investment. What is required, however, is 
not more fiscal and financial incentives, 
but improvement of the functioning of share 
markets and genuine transparency in their 
operations. Despite some of the actions 
taken by the SEBl, the credibility in regard 
to the operations of brokers on the slock 
exchanges has hardly been significantly 
enhanced. Finance minister Chidambaram, 
in a recent meeting in New York, .sought to 
appeal to the Fils “to work closely with the 
Indian stock broking community and woo 
the small investor back into the market". He 
funhcrsi..d that “it is really up to the players 
in the market - the merchant bankers, FIIs. 
brokers and regulators - to do something 
and welcome the small investor back’’. 
While the infirmities of the market are 
indeed responsible for the slump in share 
prices, Chidambaram’s lament that he 
“cannot see any fundamental weakness in 
the economy, yet the market keeps going 


down" flies in the face of facts. For whatever 
be the reasons for the behaviour of share 
prices, there is no gainsaying that there is 
much cause for anxiety on the macro- 
economic front. The share markets may not 
generally behave in a rational manner, but 
some of the basic cau.ses of anxiety on the 
macro-economic front arc playing a role in 
depressing share prices as well. The 
deceleration in the growth of industrial 
output, large stock-piling of finished 
products, reduced investment as a result ot 
usurious real rates of interest and un¬ 
appetising corporate results partly reflecting 
heavy intere.st costs arc all serving to depress 
the share market. There is also the 
destabilising influence on the stock markets 
of the overall economic and financial policies 
of the government. In the fust place, as 
already mentioned, the presence of the FIIs 
with their fast moving funds has been a 
major source of volatility. .Secondly, the 
monetary and institutional measures, which 
promote the free flow of funds between the 
money market and the capital market, 
contribute to speculation and instability in 
share prices. These two factors are responsible 
for generating exaggerated expectations 
among invc.stors ot windfall gains from 
investment in the cajutai market. It is in the 
larger interest ol share market stabililv and 
enduring investor interest that such exiiect- 
ations arc not further stimulated. Finally, the 
government's piesent monetary policy in 
general and interest rale pi-ilicy in panicular 
cannot hut cuib corporate investment and 
pull downcompanies' linancial [lerformanc'* 
and thus lend to dampen share pticcs F'roni 
the point ot view oi better coiporatu 
governance of manulacturing firms and 
more disciplined use of in vestibie resouices, 
it is essential that in the fnianciiig of the 
corporate sector the emphasis remains 
firmly on a system of provision of iiivcstihle 
rc.sourccs by commercial hanks and term- 
financing institutions rather that on share 
market-based provision of equity and even 
debt funds. 

PHARMACEUTICAL INDUSTRY 

Playing with Lives 

THE series of events following upon the 
discovery that a brand of antibiotic tablets 
(Comsat Forte) manufactured by Boehiinger 
Mannheim India, the multinational pharma¬ 
ceutical company, were contaminated and 
rcpoitcdly cau.scd the death of at least two 
people and seriously affected several others 
has exposed not only the degree of negli¬ 
gence in the manufacturing norms of 
pharmaceutical companies, but also the 
pathetic lack of control of the FDA over the 
drug companies. 
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The tablets, an extensively used wide- 
spectrum antibiotic combination of 
sulfamethaxozole and trimethoprim, had 
been distributed to patients who had 
undergone cataract surgery at an eye-camp 
at Ahmednagar on August 16. Following 
complaints of adverse drug reaction more 
than 62 people had to he hospitalised three 
day.s after. The FDA, which seized the 
remainder of the drugs, took almost IS days 
to analy.se the material. It found that the 
tablets had been contaminated with an anti- 
diabetic drug, glibenclamidc, which 
drastically reduces blood sugar levels and is 
administered to diabetics. Only then did it 
issue a nutilication to Boehringer Mannheim 
India to recall the drug within 72 hours. 
According to the FDA commissioner, to the 
extent that glibenclamidc can cause 
hypoglycemia and is potentially life- 
threatening, it was poisonous. There were at 
that time over four lakh tablets of Comsat 
Forte in the market in India. Oiven the fact 
that it was a widely used drug and that in 
India adverse drug reaction machinery does 
not exist, an immediate alert should have 
been sent out with notices in the media 
warning people about the drug. Nothing of 
that .sort was done: instead the company (and 
it would apjreai the f-DA) did its best to keep 
ihe issue iindci wraps. 

.'\lthough the company agreed to withdraw 
the drug, it did nothing about letting the 
public know the facts. It contended instead 
that Its own tests of control samples did not 
reveal anything incrimtnating. The company 
also requested the FDA to extend the time¬ 
limit by when the drug had to be withdrawn 
I roin the market. The FDA docs not appear to 
have had any qualms about agreeing to 
extension of the deadline, to September S, 
foi a potentially lifc-thrcatcning drug to be 
withdrawn Irom the market. This is surely 
an action that needs .serious investigation, 
but even by September 5 the tecall process 
had not been completed and some 20 per 
cent of the tablets were leportcdly still in 
circulation. 

Meanwhile, in Kolar at yet another surgical 
camp for cataract treatment, two persons 
died and 11 others became seriously ill after 
consuming these tablets. There is no 
explanation to dale of how these tablets, 
which must have been purchased/procured 
in bulk, came to be distribi ted at the camp 
despite the reported recall notice sent out by 
the company. It took another nine days for 
the FDA to issue a show cause notice to the 
company seeking an explanation about the 
contaminated tablets. Two days later, on 
September 21, the company halted production 
of its entire Thane unit near Mumbai, one of 
the plants manufacturing Comsat Forte. 

This is the first part of the story which 
raises several issues: Why did the FDA not 


insist on Ihe company issuing a notification 
about the product immediately in the media? 
Surely, protecting consumers of Comsat 
Forte from taking a product suspected of 
being contaminated should have been the 
first and foremost task of the FDA? Second, 
it is obvious that the company did not act in 
the interest of the consumers of its products. 
Even if the tests that it had conducted 
contradicted the FDA's findings, as a 
measure of safety it should have, if public 
safety was a concern, made the facts widely 
known at whatever cost. Would the 
company have been allowed to get away so 
lightly in its home country where both 
public reaction and the state machinery 
would have ensured otherwise? Third, had 
the FDA and its inspectors been doing their 
job, would such a situation have arisen at 
all? And was Boehringer Mannheim 
following the good manufacturing practices 
which the drug controller, the industry and 
especially the OPPI and the MNCs have 
been so voctfcrously advtn-atingVThis last is 
significant, especially in the context of the 
recent demand by MNCs, supposedly in the 
interc.st of public safety, for protection again.st 
Ihe “reckless pirating of their products” by 
small Indian companies. The MNCs* old 
argument has been that no Indian company, 
certainly not the small ones, can match their 
quality control. Not surprisingly, the OPPI 
has not issued a single statement about Ihe 
Boehringer incident. 

The second part of this story has to do 
with the actions and the inactions of the 
FDA and the company. The workers of the 
T'hane unit, now shut down, have alleged 
that the company is resorting to this measure 
as a first step in closing down the plant. 
They point out that such moves have been 
in the air. In any ca.se, why should only one 
unit be closed when the drug was being 
manufactured in other units as well? There 
IS some validity in their argument that 
the quality assurance manager and the 
procurement personnel should have been 
apprehended and investigated immediately. 
The manager of the unit had contended 
that the company was waiting for an 
investigating team to come from Germany. 
The FDA is yet to lodge criminal complaints 
against either the MD or other heads of 
division, nor has it as yet cancelled the 
production licences of the company fui the 
drug. 

Undoubtedly, there is an ongoing proce.ss 
of ‘rationalisation’ in the MNC drug sector 
following the liberalisation of the industry. 
And drug companies would not be averse to 
using any opportunity to close down low- 
profit lines and units. On the other hand, by 
and large, pharmaceutical workers have kept 
away from the drug consumer movement 
and have chosen not to involve themselves in 


issues of public safety vis-a-vit dnigs. l^vatt 
in this particular case, it is curious that the 
union appears to be largely silent on the 
issue of poor quality control norms which 
allow such contamination to occur or on the 
company's negligence in not withdrawing 
the drug immediately after the first incidents 
occurred. In such circumstances, the 
workers may find it difficult to gel support 
from those sections which have a stake in 
ensuring that MNCs do not re.sort to winding 
up production of low profit but essential 
drugs, replacing them with higher priced 
newer drugs, as is likely to be the trend in 
the context of the new patents regime. In 
faei, even if the FDA cancels the production 
licence for Comsat Forte, there should be 
adequate safeguards to ensure that the 
company does not replace it with newer 
high priced similar compounds. But that is 
unlikely to happen. 

POLITICS 

Murky Goings-On 

WHILE prime minister Deve Gowda may 
have his own personal problems that prompt 
him every now and then to snuggle up to his 
prcxleccssor Narasimha Rao, he stretches it 
too far when he interferes with the legal 
process to protect Rao Irom prosecution. 

Recent developments pose serious 
questions about the way the prim** ministcris 
operating in the several cases relating to 
Rao's alleged crimes To start with, there 
was this my.stcrious meeting between Deve 
Gowda and the Supreme Court chief ju.stice 
A M Ahmadi, in the midst of speculations 
about Rao' $ possible arrest on September 30 
in the Lakhubhai Patel cheating case. Stum 
after the meeting, the Delhi police made an 
appeal to the Supreme Court to shift the 
venue of Rao’s trial from the Ti.s Harari 
courts (where the heanngs were being held) 
to some other place so that better security 
could be provided to Rao if he was to 
personally appear betore the special judge 
who was trying him. The Supreme Court 
promptly passed an order relieving Rao from 
the requirement of personal appearance 
before the judge. 

Not totally .satisfied with this assurance 
from the apex court, the union law minister 
Ramakant Khalap (under Deve Gowda’s 
direction) asked the CBI director Joginder 
Singh not to oppose the bail plea, if Rao's 
counsel chose to make it, before the special 
judge. When this was conveyed to senior 
counsel Gopal Subramaniam, who was 
representing the CBI against Rao, he resigned 
in protest. 

The Supreme Court’s decision to relieve 
Rao from personal appearance, coming as it 
did soon after (he Deve Gowda-Ahmadi 
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meeting, has quite understandably cast 
doubts on the independence of the judiciary 
and the reputation for ‘judicial activism’ 
recently acquired by the judiciary is likely 
to be tarnished. It is not surprising therefore 
that the agitated members of the Supreme 
Court Bar Association have come out with 
a resolution stating that “in all fairness, the 
chief justice of India should have avoided 
the meeting keeping in view the highest 
tradition of the august institution”. 
Referring to the meeting - “particularly 
when so many sensational matters" 
involving “high functionaries” were 
pending before the Supreme Court - it said 
that it had put “a question mark on the 
independence of judiciary”. Meanwhile, 
the Delhi High Court Bar Assqciation has. 
in a rc.solution adopted unanimously, 
condemned the law minister for issuing the 
directive to the CBl not to oppose Rao’s 
bail plea. 

Tlic prime minister is fond of repeating the 
cliche “the law should be allowed to take its 
own course". Now that the law, in taking its 
own course, is closing in upon Rao, why is 
Devc Gowda panicking? He is bending over 
backwards to protect Rao and prevent any 
harm that may happen to him through the 
legal process. Is it the fear that the Congress 
might pull the carpet of support from under 
his chair if Rao is prosecuted? But such fear, 
in spite of the bragging of Sitaram Kesri, the 
new Congress president, is unfounded, .since 
the Congress is today a divided and sinking 
ship. No Congress MP is willing to bring 
down this government and face another 
election immediately for the sake of 
defending Rao. 

Besides, even if his government falls 
because of Congress withdrawal of support 
due to the prosecution of Rao, it might 
improve Devc Gowda's image - which is 
fast declining due 10 his political indiscretions 
(such as meeting Bal I'hackcray. liavclling 
in an aircraft owned by Reliance and in the 
company of liquor baron Vijay Mailya, giving 
the status of a cabinet minister to Narasimhu 
Rao. etc). He can project himself as a victim, 
who lost his prime ministership for allowing 
the courts to punish a corrupt politician, 
instead of stickingto power by protecting the 
latter. 

AFGHANISTAN 

Invitation for Interference 

THREE months ago, when Gulbuddin 
Hekmatyar, leader of the Hirb-e-lslami which 
had been ranged against the Burhannudin 
Rabbani government, decided tothrow in his 
lot with the latter, commentators were 
inclined to believe that there was some chance 
of stability in Afghanistan, even if it was for 


only a short time. But in retiospect that 
probably was the point when Rabbant’s 
efforts at keeping the fundamentalist forces 
at bay had reached their nadir. Rabbkni's 
attempt to neutralise the other fundamentalist 
groups by inducting Hekmatyar into the 
government and. equally important, by 
encouraging some degree of Islamisation 
did not. it is now clear, succeed. 

The manner in which the Taliban forces 
have overrun large parts of the country and 
captured Kabul indicates that nut only are 
the forces well-equipped, but that there was 
a degree of support from among those in 
government. That they were well-equipped 
and po.ssibly trained by Pakistan’s ISi has 
been widely reported. Pakistan itself has 
made no bones about extending immediate 
recognition to the Taliban government, 
which again is not surprising given that the 
Rabbani government had not been wholly 
inclined lowaids Pakistan and had instead 
sought to establish friendly contacts with 
India and Iran as well. What is also not 
surpnsing is that the US which less than a 
year ago had sought to support Rabbani 
in his efforts to quell the Taliban forces 
should have immediately recognised the 
Taliban government. And it is this rc- 
estuhlishment of a Pakistan-Afghanistan- 
US axis that has pul the Indian government 
in a quandary. 

So much so that the government has not 
even reacted to the brutal manner in which 
the Taliban government has dealt with 
Najibullah. Apart from this the dilemma is 
real enough. That dissemination of arms 
has taken place from across the border via 
Afghanistan has been wcll-documenlcd even 


by the Sipri. Now with Pakistan’s close 
links with the regime in Kabul, it will be 
even more difficult to monitor the arms 
inflow. Pakistan has taken it upon itself to 
smoothen things for the new government. 
It has sent a special envoy to Tajikistan, 
Uzbekistan and Furkmenistan to discuss 
developments in Afghanistan, even while 
reiterating that it has not been “behind the 
Taliban or assisted the Taliban”. Russia has 
been equally disturbed by the developments, 
and has called a special meeting of the 
Commonwealth of Independent States in 
Kazakhastan, specifically with the objective 
of preventing any spill-over of Islamic 
radicalism. Significantly, Turkmenistan, 
where American-aided projects are under 
way to supply natural gas to Pakistan, did 
not attend the meeting. The Russian prime 
minister has categorically stated that his 
government would not extend recognition 
to the Taliban regime in Afghanistan. The 
Kazakhastan meeting has warned the 
Taliban that the CIS would not hesitate to 
use force if the Taliban crossed into the 
former Soviet territories and has said that 
in that event the CIS would provide support 
to Taliban's main opponents. Meanwhile 
the Taliban militia has dismissed the 
Russian warning and has continued to push 
further north. 

It is unlikely of couise thul the raliban 
forces will venture beyond Afghanistan, 
unless there is adequate support either tiom 
neighbouring sl.iies or Irom powerful cxicrnul 
forces. Ncverihele.ss.ihc Indian governinenrs 
fear that the new developments might sec a 
revival of external interference in the region 
may not be quite fanciful. 
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CURRENT SnC4TISTICS _ Resnrdi Foundation 


The government v monetised deficit in paniculv its reioucsc to ad hots has shown a dranutic fait bui it has been replated by insesimrni in governmtni paper by 
tummertial banka Banks are flush with deposits but thtir advances continue to show sn absolute tall Share pnce indites have dethned by about 12 pei crm over 
the pasi one year itfleciing the peisislence of depressed conditions in the capital market The growth of industrial pioduciion during April June has slowed down 
to 8 5 per cent from 14 6 per tent in the ton^arible period of 1095 96 The diceltraiion has been partii ularly sharp in the infrastructure industries I xpori import 
growth hos come down likewise generally refletiing sluggish economic aciiviiy 
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Money Market Rates of Interest 
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17.00- 


16.40- 


17 31 

16.61- 

11.8.5- 

16 98- 



18.69 


17.15 


17.92 



18 33 

18 3 

18 33 

12.50 

12..50 

12.50 

12.50- 

I3.(X) 

I3(X) 

13.00 

13.(X) 

13.00 

13 (K) 

13 (X)- 

14 (X)- 




13.00 







I4(K) 

15 IX) 

13.00- 

13,00- 

Boo¬ 

13 (X)- 

13.00- 

13.(X)- 

13.00- 

13.00- 

12 (X) 

13 (X) 

1 3..50- 

14.50- 

15.50 

15 .50 

ts,50 

I5..50 

15.50 

15.50 

15.50 

15..50 

13 50 

15 50 

1.5 50 

15..50 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14.00 

14 00- 

15(X)- 











1.5 tX> 

I6(X) 


14.00 

11.00 



... 




13 .50 



10 .00- 

10 .00- 

lO.(X)- 

8.50- 

8.50- 

10 .00- 

10 .00- 

10 .00- 

10 00- 

10 00- 

13 00 

12 50- 

13.00 

13 00 

13.00 

11 75 

11.75 

13.00 

13.00 

13.00 

13 (X) 

11 (X) 

1500 

17 00 

12.50 

12.50 

12.50 

12.50- 

13,00 

13.00 

13.00 

13 00 

13.00 

1300 

13 IK)- 

14.00- 




13.(K) 







14 00 

15.00 

17 00- 

17.00- 

17 00- 

I4.(X)- 

17.00- 

17 (X) 

17.00- 

17.{X)- 

17.0t)- 

16 (X)- 

17(X)- 

17 00- 

19.00 

19 (X) 

19.00 

I8.(X) 

20.00 

20 00 

20 00 

20 .(K) 

20.00 

19.00-! 

20 00 

20 .00! 

(22.00- 

(22.00- 

(22.00- 

(22 00- 

(22.00- 

(22.00- 

(22.00- 

(22.00- 

(22 (x; 

(22.00- 

(22.00- 

(22.(XJ- 

27 00) 

27.00) 

27.00) 

27.00) 

27.(X)) 

27.00) 

27.00) 

27.00) 26.00)-!-f 26 00)-t-i- 

26.00)++ 2C.00)++ 

13.80 

13.80 

13.80 

13.60 

13.60 

13 60 

13.60 

13.85 

13 60 

13 60 

13.'):) 

13 50 

24.00- 

24 00- 

24.00- 

24.00- 

24.00- 

24.00- 

24 00- 

24.00- 

24.(K)- 

24.(K) 

24.00- 

24.00- 

30.00 

.30.(X) 

30.00 

30 00 

30.(X) 

30.00 

30.00 

30.00 

30.00 

30.00 

30.00 

3I'.00 


8.64 

8 11 

5 43 

3 90 

6.01 

13 92 

12.47 

-019 

2.40 

7.51 

0.96 

-0.97 

2.28 

7.74 

8,46 

8 45 

f 40 

8.41 

9.69 

7.25 

4,25 

6.44 

6.74 

1.93 

2 00 

4.79 

8.40 

9 58 

9.86 

8.91 

10.03 

10.40 

8.80 

7.32 

8.60 

8.51 

5 73 

5.62 

7.15 

9.49 

10.47 

10.72 

10.32 

11.05 

11.02 

9 99 

9.16 

9.83 

9 63 

8.46 

8..56 

9,40 

35.76 

35 72 

35.77 

.3.5.81 

35.68 

35 69 

35.68 

35.76 

35 60 

.35.80 

35.70 

35.53 

35.13 

.39.00 

39.00 

39.00 

.39.00 

38.80 

38,60 

39.00 

38.80 

39.00 

39.00 

39 00 

38 90 

39.00 


..no trading * no auction na not available (~) no floatation YTM = yield to maturity -i-For the top rated companies 
-M- Other than top rated companies 

RF means Reporting Friday for fortnightly reporting of conditions of banking business and the fortnight serves os the reserve maintenance period for 
scheduled commea'ial bar^ ® Based on daily quotations supplied by Mecklai Financial and Conunercial Services Ltd, Bombay. 
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COMPANIES 


EPW Research Foundation 


TELCX) 

Fruits of Investment 

THE largest manufacturer of commercial 
vehicles in the country, TELCO, has really 
bounced back after its dismal performance 
in 1992-93. While its net sales have mote 
than doubled since then to Rs 6,71 K crore, 
net profit has jumped from around Rs 30 
crore in 1992-93 to Rs 506 crore in 1995- 
96. The company has managed to keep its 
cost of finance under control during a period 
when there was a dearth of liquidity and has 
actually managed to reduce interest charges 
by 1.2 per cent over the previous year. 

Encouraged by its excellent performance, 
the company issued bonus shares in the ratio 
of three shares for every five shares held 
during the year under review. In addition, 
it has also maintained the dividend at the 
previous year's level of 60 per cent on the 
increased equity entailing a dividend outgo 
of Rs 143 crore (1994-95; Rs 80.7 crore). 

The company has not only benefited from 
the increase in demand for its products hut 
has also earned the rewards of correct pol icies 
during the lean years. It had constantly 
stressed fixed assets formation and doubled 
its fixed assets base between 1992-93 and 
1995-96. Riscin gross fixed assets formation 
during the year was 35.5 per cent. The 28.7 
per cent rise in inventory is more due to a 
sharp rise in production than due to a lack 
of demand - inventory accounted for 14.7 
per cent of net sales against 16 per cent last 
year. Sales volumes in the year under review 
increased by 31 per cent to 1,81,200 vehicles 
over the previous year while domestic sales 
of medium/heavy commercial vehicles (M/ 
HCV) and light commercial vehicles (IXIV) 
increased by 27.7 per cent and 15.1 per cent, 
respectively. The company increa.sed its 
market share in the M/HCV segment from 

71.8 per cent to 72.7 per cent and in the LCV 
segment from 58.8 per cent to 62.4 per cent. 
The Tata Sumo, introduced during the year, 
has received an overwhelming response and 
the company diverted the capacities 
earmarked for the Sierra and Estate models 
to cater to the increased demand. 

The company has invested Rs 220 crore 
in the equity of group companies. Significant 
among such investments wereTisco (Rs 121 
crore), Tata Sons (Rs 68 crore) and Tata Cum¬ 
mins (Rs 31 crore). Its stake in Mercedes Benz 
India cost the company another Rs 84 crore. 

Though the company continues to remain 
a net foreign exchange earner and exports 
have risen by 9.7 per cent during the year, 
a sharp rise of 82.7 per cent in imports could 
be a cause for concern. Net forex earnings 
have fallen and foreign exchange outgo ac¬ 
counted forupto 8.3 percent of net sales while 
foreign earnings accounted for 9.4 per cent. 


Meanwhile the company's small car 
project, which is expected to produce the 
country's first indigenously developed car, 
has reportedly made substantial progress. 

The joint venture with Daimler Benz 
christened Mercedes Benzlndia,has received 
encouraging response. With a sale of 387 cars 
till March 1996, it has reportedly managed 
to notch up sales of up to 1,500 cars to date. 

TELCO has drawn up ambitious capital 
expenditure plans over the next five years 
amounting to Rs4,0(X) crore. Aimed at further 
incre&singilscapacity from 2.00,0(X) vehicles 
per annum to over 4,00,0(X) vehicles per 
annum and the creation of production 
facilities for 1,75,000 small and medium 
sized cars per annum, the expenditure will 
be partly financed through the company's 
recent $ 200 mn GDR issue. The issue, 
oversubscribed 1.5 times, was priced at 
$ 14.25 per GDR which is equivalent to 
Rs 508.16 per underlying ordinary share. 

Meanwhile, continuing its outstanding 
performance, the company has achieved a 
sale of46,254 vehicles representing sales of 
Rs 2,091 crore in the first quarter of 1996- 
97. The company enjoys an excel lent rapport 
with the stock market as can be .seen from 
the high price to earnings multiple of 21.4 
(1995-96 earnings per share). 

ASHOK LEYLAND 

Ambitious Plans 

The flagship of the Hinduja group, Ashok 
Leyland, saw a 34.5 per cent increase in net 
sales in 1995-96, reflecting the buoyancy in 
the automobiles industry. The credit squeeze 
in the economy seems to have had a marginal 
impact on the commercial vehicle segment 
of the industry mainly due to the increa.se 
in freight rates, making this business more 
viable. Operating profit increased by 59.5 
per cent over the previous year and net profit 
by 60 per cent in spite of higher interest 
charges (up 31.8 per cent), depreciation 
provision (up 39.4 per cent) and a tax 
provision of Rs 20.5 crore (1994-95 nil). 
Gross value added was also higher by 28 
per cent in 1995-96 and the percentage of 
operating profit to gross value added rose 
from 70.6 per cent in the previous year to 

87.9 per cent in 1995-96. Return on invest¬ 
ment increased from 5.7 per cent to 7.7 per 
cent during the year and the company 
continued its policy of ploughing back a 
major part of its net earnings (up to 58 per 
cent). However, with the company 
increasingly resorting to loans (up 50 per 
cent over the previous year), total debt as 
a percentage of equity has increased from 

48.9 per cent 63.6 per cent. Though 
inventories have increased by 42.2 per cent 
over the previous year, they have risen in 


proportion to net sales. 

The Madras-based company has six 
manufacturing units located m Ennore, 
Hosur, Uppal (Hyderabad). Madras. 
Bhandara and Alwar. These units produced 
a total of 37,901 vehicles and 6,557 engines, 
during the year under review as compared 
to 30,412 vehicles and 5,275 engines in the 
previous year, representing an increase of 
24.6 per cent and 24.3 per cent, respectively. 
The company saw a 29 per cent rise in sale 
volumes at 37,399 vehicles and a 24 per cent 
increa.se in sale of OE-auto/indu.strial and 
marine engines at 6,537 units over the same 
period. The new Cargo range of vehicles, 
models 709 and 909, have reportedly been 
well received in the market and it even 
managed to export 553 of the 3,000-odd 
vehicles of these models manufacturedduring 
the year under review. The Leyland range, 
according to the company, will eventually 
be replaced with the Cargo range. Total' 
exports of the company, which account for 
up to 10 per cent of net sales, touched 2,588 
vehicles and export earnings increased by 
36.4 per cent over the previous year. On the 
other hand, imports (accounting for 7.7 
per cent of net sales) fell by 12.9 per cent 
over the same periixl from Rs 161 crore in 
1994-95 to Rs 140.2 crore in 1995-96. 

Meanwhile the truck major, second only 
to Telco in market share, has drawn up 
ambitious plans fur the next six years. As 
per the plan, tlie cuiiipany intends to convert 
its Alwar plant fur building bu.ses and talks 
have already been initiated with iis 
collaborators Ivcco for this purpose. 

During the current year, 1996-97, the com¬ 
pany plans to introduce up to 1.00014-tonnc 
category vehicles and up to 500 16-tonne 
category vehicles in the Cargo range. 
Another I,5(X) vehicles will he targeted for 
exports. 

The company has set a target of producing 
50,000 vehicles in the cur.-cnl year. It also 
plans to enhance its Cargo range 
manufacturing capacity to 10,(XX) vehicles 
this year and later to 25,(XX) vehicles per 
annum and po.ssibly to 31 ,(XX) units by the 
end 1997-98. The company has a strong 
presence in Sri l-anka and intends to enter 
new markets such as South Africa, Egypt 
and Kenya in the current year. 

Meanwhile, the company's sttKk quoting 
at Rs 102 on the Bombay Stock Exchange, 
discounts the 1995-96 earnings per share of 
Rs 9.5 by 10.7 times. 

BSES 

Exciting Prospects 

The Bombay Suburban Electric Supply 
Company (BSES), the only distributor of 
electricity to northern Mumbai, has shown 
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Th« Week’s Compank-s 

(RsUikh) 


Financial Indicators 

TELCO 

Asfaok Lcyland 

BSira 

March 

March 

March 

Mardi 

March 

March 


1996 

199S 

1996 

199S 

1996 

1995 

InconM/apprapriations 







1 Net soles 

681749 

4872.56 

182674 

13.5842 

150310 

116223 

2 Value of production 

690948 

4811.53 

188763 

136630 

150310 

116223 

3 Other income 

27321 

17l6fr 

14028 

71.53 

8320 

5861 

4 Tol<tl income 

5 Raw moieiials/stores and 

718269 

498319 

200789 

143783 

158630 

121574 

spaie.s consumed 

463704 

314002 

128522 

93222 

97399 

90713 

6 Other nuinufacturing expenses 

59502 

47929 

109.39 

8760 

11396 

0 

7 Remuneration to employees 

57483 

42477 

1S628 

11.324 

3193 

2419 

8 Other expenses 

25570 

18336 

17434 

12751 

15836 

10367 

9 Operating profit 

112010 

75.575 

28266 

17726 

30806 

10075 

10 Interest 

17941 

10166 

9602 

7284 

6204 

1088 

11 Crons profit 

91038 

57108 

18819 

10977 

24582 

14992 

12 Depiecitttion 

16444 

11967 

S4HI 

3918 

7234 

2327 

13 Profit before tax 

74557 

45120 

1.3358 

7059 

17347 

12664 

14 Tax provision 

23975 

13223 

2050 

0 

0 

0 

15 Profit after tax 

50582 

31895 

11308 

7059 

17.347 

12664 

16 Dividends 

14300 

8068 

4757 

2951 

3407 

1619 

17 Retained profit 

UaMlitles/asscis 

36282 

23827 

6551 

4108 

1.3940 

11045 

18 Paid-up capital 

24182 

13694 

11893 

11893 

175.50 

10840 

19 Reserves and surplus 

217400 

128338 

92022 

85.504 

129.350 

75098 

20 Long-term loans 

58664 

74274 

66115 

48579 

103854 

89787 

21 Short-term loans 

69433 

41295 

22542 

10532 

3421 

118 

22 Of which bank borrowings 

68314 

36500 

17884 

1.391 

3421 

118 

23 Cross fixed assets 

294239 

217084 

103044 

85.360 

205021 

174952 

24 Accumulated depreciation 

96980 

81595 

31624 

28321 

17292 

1(K)29 

25 Inventories 

100153 

77828 

43240 

30419 

4507 

4495 

26 Total a.s.<iels/liabililies 
Mbcclianeou.s items 

610991 

426267 

245459 

194418 

298561 

216.307 

27 Excise duty 

28 Gross value added 

81897 

63890 

21992 

17913 

0 

0 

I586I9 

116675 

32150 

25100 

33478 

16279 

29 Total foreign exchange income 

64293 

58298 

187.38 

13941 

209 

3 

30 Total foreign exchange outgo 

56688 

33530 

18.548 

19846 

3993 

66 

Key financial and performance ratios 






31 Turnover ratio 







(sales to total assets) (%) 

III 58 

114.31 

74.42 

69.87 

50.34 

53 73 

32 .Sales lo total net assets (%) 

33 Gross value added to 

184.42 

189.15 

94.86 

86.80 

59 14 

66.10 

gross fixed assets (%) 

34 Return on investment 

.53.91 

,53.75 

31 20 

29.40 

16.33 

9.30 

(gross profit to Iota! assets) (%) 

35 Gross profit to .sales 

14 90 

13.40 

7.67 

5 65 

8 23 

6.93 

(gross margin) (%) 

13..35 

II 72 

10.30 

8.08 

16 35 

12.90 

.36 Operating profit 10 sales (%) 

16,43 

15.51 

IS..57 

13 05 

20.49 

1.5.55 

37 Pmfil before lax to sales (%) 

38 Tax provision to 

10 94 

9 26 

7.31 

5.20 

II..54 

10.90 

profit before lax (%) 

39 Profit alter lax to net worth 

32.10 

29 31 

15,35 

0.00 

0.00 

0.00 

(return on equity) (%) 

20 94 

22 46 

10.88 

7.25 

11.81 

14.74 

40 Dividend (%) 

60.00 

60.(X) 

40 00 

35.00 

28.00 

26.00 

41 Earning per share (Rs) 

20.92 

23.29 

9.51 

5.94 

12 54 

11.68 

42 Book value per share (Rs) 

43 P/E ratio (based on latest and 

99 90 

103.72 

84.7.3 

79 20 

104.76 

79.28 

corresponding last year’s price) 

44 Debt-equity ratio 

21.42 

27.26 

10.73 

24.26 

13.08 

12.84 

(adjusted for revaluation) (%) 

45 Shon-icnn bank borrowings 

24.28 

52.29 

65.61 

51.58 

70 70 

104.48 

to inventories (%) 

68.21 

46.90 

1 ..36 

4.57 

75.90 

2.63 

46 Sundry creditors to 
sundry debtors i%) 

47 Total remuneration In employees 

64.59 

66.17 

48.13 

53.14 

58.0.3 

10.3.99 

to gross value added (%) 

48 Total remuneration lo employees 

36.24 

36.41 

48.61 

45.12 

9.54 

14.86 

10 value of production (%) 

49 Gross fixed assets 

8.32 

8.83 

8.37 

8.29 

2.12 

2.08 

formation (%) 

35..54 

22 08 

21 70 

18.47 

17.19 

41..53 

50 Growth m inventories (%) 

28.69 

5.29 

42.15 

19.71 

0.27 

78.37 


encouraging peiformancefor i99S-96. While 
sales revenue went up by 29.3 per cent over 
the previous year, operating profit increased 
by 70.4 per cent. With raw material costs 
as a percentage to sales falling from 78 per 
cent to 64.8 per cent, Uie operating margin 
has received a boost from 15.6 per cent last 
year to 20.5 per cent in the year under 
review. Net profit loo increased by 37 per 
cent over the previous year. The lower 
increase in the bottomline was due to the 
huge increase in interest charges (up 470.2 
per cent) and depreciation provision (up 
210.9 per cent). Following the com¬ 
missioning of the company’s new units at 
Dahanu, these expenses could no longer be 
capitalised and had to be charged to the 
revenue account. 

Sales of electricity to its licensed area 
increased by 11.8 per cent, crossing the four- 
billion unit mark while distribution losses 
were cut down significantly from 13.9 per 
cent last year to 12.5 per cent. Though the 
two new 250 MW units at Dahanu managed 
to contribute up to one-billion units to total 
electricity generation, only about 50 per cent 
of this could be transmitted to Mumbai due 
to the lack of receiving facilities in the city. 
Thus up to 50 per cent of electricity generate 
at Dahanu had to be supplied to the Western 
Regional Grid (WRG) which meant lower 
realisations. 

To cater to the growing demand for 
electricity within the country, BSES plans 
to .set up more units in different parts of the 
country. To this end it plans to set up two 
fast-track projects of 40 MW each near 
Trivandrum and Cochin and has submitted 
bids forawiu-d of other medium-sized projects 
in Andhra Pradesh, it was also selected (on 
a competitive basis) to manage the 
distribution ofeicctricitytoazone comprising 
Bhubaneshwar. Cuttack and Dhenkanal in 
Orissa. 

During the year under review, the 
company’s S 125 mn GDR issue (including 
a $ 25 mn green-shoe option), received 
excellent response with the company 
garnering up to $ 8^>0million in applications. 
The company plans to utilise the funds 
from the issue for strengthening its 
distribution system and for financing the 
Dahanu projects and corporate restruc¬ 
turing. 

With the setting up of two state-of-the- 
art 220 KV receiving stations at 
Ghodbunder and Versova, the new units will 
now be able to supply 100 per cent of their 
output to the company’s licensed area. Also, 
a third receiving station is fast nearing 
completion. 

The outlook for the company is promis¬ 
ing with a huge demand-supply gap in the 
power sector. Reflecting the long-term 
prospects of the company, its share currently 
quotes at Rs 164 - 13 times its 1995-96 
earnings per share. 
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COMMENTAlOr 


Finance Commission in a Federal Set-Up 

Vinod Vyasulu 

The current balance of political forces, with a coalition of 13 parties 
forming the union government, affords an opportunity to correct the 
imbalance in union-state relations and address the question of the 
devohUion of power downwards by the states. 


IN the last few years, India has become a 
highly centralist economy. Although the 
country is a union of states, with clearly 
defined roles for each constituent unit of the 
union, in effect, the governmental system 
has taken on the characteristics of a unitary 
n^on. This is a result of the political events 
that have shaped the nation and the way in 
which political parties have reacted to them. 
It has also set in motion opposing forces. 

Consider the use of Article 356 of the 
Constitution. Under this article, the president 
on the advice of the union government, may 
dismiss state governments. This provision 
has been frequently abused. The Supreme 
Court has found that this article has 61*60 
misused; the most famous case relates to the 
dismissal ot the Bommai government in 
Karnataka. The present union government, 
in which Bommai is the minister for human 
resource development, has promised to 
change this situation, with a constitutional 
amendment if need be. It needs to be debated 
whether it is an amendment, or political 
restraint that is needed in these cases. 

Apart from this, there has been the routine 
supersession of local bodies like panchayats 
and municipalities. The failure to hold 
elections to co-operatives that have been 
taken over has resulted in the federal nature 
of the polity being .seriously compromised. 
The powers of the registrar of co-operatives, 
given to that office in colonial days, have 
been used to create this unhealthy situation 
well after independence. This is in the states 
which too have tended to centralise powers 
in their own ways. In fact, it is a travesty of 
the co-operative spirit that a department of 
co-operation and thus a minister of co-opera¬ 
tion even exist. The infusion of government 
funds has made the situation worse. 

The complex procedures that have been 
set up for the sanctioning of various 
development projects have resulted in 
decisions being referred routinely to Delhi 
in all kiiAis of things. Over more than 10 
years there have been discussions about the 
need to reform union-state relations. The 
Justice Sarkaria Commission made many 
considered recommendations after careful 
study. These recommendations, which were 
very conservative in nature, have remained 
all these years as just recommendations. 

This has resulted in union-state tensions 
increasing, and pressures of different kinds 


building up. Tlic point has also been made 
that devolution of powers in this context 
often refers only from the union government 
to the states. But it i.s essential that the states 
in turn devolve power downwards too. This 
has nut been often done. Parliament has taken 
up this issue by amending the Constitution 
(73rd and 74th amendments) so that local 
bodies - panchayats in the rural areas and 
nagarpaiikas in the urban ones - get their 
constitutional place undet the sun. But this 
in Itself IS not enough, as the convoluted 
experience of panchayati raj in Karnataka 
in the last decade cleaily shows In this 
context, however, some of the parties now 
wielding power in Delhi have a, if not posi¬ 
tive. then at least a non-negative, record. An 
opportunity to build on this base now exists. 

In the current context, with a coalition ot 
13 parties forming the union government, 
an opportunity has arisen to correct this 
imbalance in union-.state relations. These 
parties have so many contradictions among 
themselves that the only way forward is for 
them to agree on general principles on the 
basisof which decisions can betaken. A start 
has been made with the formulation - yes. 
hurriedly: yes. after the elections: but yes 
- of a common niimnium programme on the 
basis ol which ihc United Front government 
will rule the country 

The point again is not that the country 
needs a con.stiiutionul amendment, but that 
the country has to give the Constitution a 
chance by acting with restraint in the political 
arena. The current balance of pol itical forces 
is in favour oi such an end result, although 
that may not be the intention of the actors 
themselves. For example, it is today next to 
impossible to amend the Constitution, as the 
requited majority is unlikely to matcnalise 
unless a consensus across parties exists. 

One opportunity foi this is in the sphere 
of financial relations between the union and 
the states. At present, thcse.arc governed by 

(1) the awaids of the Finance Commissions 
set up every five years, and (2) by the Plan 
transfers under the aegis of the Planning 
Commission. While the .system has worked 
over the years, there have been stresses and 
strains in the federal system. 

The Finance Commissions are governed 
by Articles 280 and 281 of the Con.stitution. 
TTiesc read as follows; 

280 FinanceCommission-( I) Thepresident 


shall, withiiffwo years of the commencement 
of this Constitution and thereafter at the 
expiration of every fifth year or at such 
earlier time ns the president considers 
nece.ssnry, by order constitute a Finance 
Commission which shall consist of a 
chairman and four other members to be 
appointed by the president 

(2) Parliament may by law determine the 
qualifications which shall be requisite for 
appomtmcni as members of the commission 
and the manner in which they shall be 
selected. 

(3) It shall be Ihc duty of the commission 
to make recommendations to the president 
as to - (a) the distribution between the union 
and the states ot the net proceeds of taxes 
which are to be, or may be, divided between 
them under this chapter and the allocation 
between the states ot the rc.spcctivc shares 
ol such pnicccds; (b) Ihc principles which 
should guvein the grants-m-aid of the 
I evcniies of the states out of the Consolidated 
Fund of India: ((bb) the measures needed 
to augment the con.solidatcd fund of a state- 
k> supplement Ihc resources ot the panchayafs 
in the state on the basis of Ihe 
rccommendaiions made by the Finance 
Commission oi tne stalc.l [(c) the measures 
needed to augment the consolidated fund of 
a state to .suppicmeni the rc.soiircci oi the 
municipalities in the slate on the bu.sis of 
the recommendations made by ihc Finance 
CommissKvi ol the stalc.l (d) any oilier 
matter rcfcricd to Ihe commission by the 
president in the interests oi sound finance 

(4) The commission shall determine tlicir 
procedure and shall have such powers in the 
pcrfornianre of then iunctions as parliament 
may b> law confer on them. 

281 Recominendalions of the Finance 
Commission - The president shall cause 
every recommendation made by the Finance 
Commission under the provisions of this 
Constitution together with an explanatory 
memorandum as ui the action taken thereon 
to be laid before each house ot parliament. 
Parliament did enact a law in 1051 
(Act 33). called the Finance Commission 
(Miscellaneous) Act, IdS' Clause three oi 
this Act reads as follows 
Qiialiiications icr appointment as, and the 
manner ot selection ol, members ot the 
commission -Thechairounof the commis¬ 
sion shall be selected from among persons 
who have had experience in public affairs, 
and the fouroiher members shall he selected 
from among persons who - (a) arc. or have 
been, 01 lue qualified to be ofqiointed os judges 
of a high court; or (b) have special knowledge 
of the finances and accounts of the 
government; or (c) have had wide expcnence 
in financial matters and in administration; 
or (d)havc special knowledgeot economics. 
The Act, while refernng to the manner of 
selection of the members, does not specify 
any procedure whatsoever by which they 
may be selected. In fact it is interesting that 
iheclause simply says they “shall be selected 
from among persons’’ who have specific types 
of experience. It does nut say any more about 
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that selection process. It does not elaborate 
whether some one, or some agency, will 
•select’ on bchalfof the president or whether 
he will do it by himself, as he deems fit. 

Since Article 280 empowers the president 
to appoint the commission by order, and 
since the Finance Commission (Misc) Act 
of I9S1, passed by parliament under this 
article, does not elaborate on the manner of 
selection of the members of the commission, 
it would appear that the president has 
complete discretion in this matter. 

‘Complete’ is an all encompassing word 
that requires, if not qualiricatiun, at least 
.some explanation. The president cannot be 
seen to act in an arbitrary iriiumcr. This is 
especially so in view of the fact that the 
Constitution felt the need to empower 
parliament to pass an act in this matter rather 
than leave the matter solely in the president’s 
hands. To data parliament has not felt the 
need to act further in this matter, but that 
could well change. The new Janata Dal led 
coalition union government has promised a 
great deal in its common minimum 
programme, on decentralisation and the 
proper definition of the rights of the states. 
A debate on tliesc issues i s therefore essential. 

In the constitution of the Finance Com¬ 
mission, it would appear that the president 
has been acting hitherto on the advice of the 
union council of ministers headed by the 
prime minister. Under the amendment to 
Article 74, he is bound to act by such advice, 
subject to some limited freedom. 

So far, 10 Finance Commissions have 
been set up. They have done remarkable 
work and made major contributions to the 
theory and piactice of public finance in this 
country. Tins is .something wc must be ptoud 
ol and must clearly recognise and 
acknowledge. In raising some fundnmciual 
questions luday. the intention is not to 
denigrate, or to deny these important 
contributions, but to ask if. in the context 
of ihc changing times, the open matter of 
the procedure for the scleciion of membc.'-s 
ol the commission docs not merit a .second 
look 'Phis becomes even more importani if 
wc recall that tljere was litigation around ihe 
fact that ihc Tenth Finance Commission did 
not have a full complement ol four members 
for some tunc. A i nember had to be upfioi nted 
at a late stage so that there would he enough 
signatures on the report before it was 
submiiicd to the presideni 

After all, wc arc ,ibout lo compleie .50 
years of independence, and with the passing 
of generations, .such a rc-cxaniinatinn is 
often necessary of even things that wc 
consider lamiliar. It is in that spirit that this 
matter is being raised for debate. 

On a matterthai affects the statc.s so vitally 
as the awards of the Finance Commissions, 
should not the stales have a say in the selection 
of the members of the Finance Commission’? 
There arc different ways in which this can 
be done. Each of these ways will add to 
the federal nature of our polity in an essential 


way. A few ‘models' can be suggested.* 

* The president, in addition to the prime 
minister and the finance minister, could also 
consult the governors of the states in this 
matter. Based on the input received, he could 
then take an appropriate decision within the 
ambit of the i9Sl Act, and order the 
constitution of the Finance Commission. 

* If an Inter-State Council under Article 263 
has been constituted, the president could 
seek Its advice in this matter. Such a council 
would reflect the needs and requirements of 
both the union and the state.s, and it would 
also reflect the relative balance prevailing 
at any given time. It would reflect a view 
on emerging priorities that should be useful. 
If (he council has been fairly constituted, and 
if it has its own institutional experties, such 
advice should prove to be valuable to the 
president in the discharge of his duties. 

* The president may choose to request the 
concerned professional bodies to present 
him with a panel of names of people who 
meet at least the minimum criteria mentioned 
in the Ad (and perhaps more (hat the president 
may choose to add) from which he could 
chouse the members. The chief justice of 
India could suggest a suitable judge, the 
Indian economic a.ssociation may suggest a 
suitable economist. And so on. 

There could be other ways of consultation 
by the piesident. No fetters need tie placed 
on the discieiion of the president in the way 
he chooses to consult the various parties 
involved. 

The point is that the president need not 
be bound in this matter by the advice of the 
union council of ministers, who represent 
only the union government’s point of view. 
As head of state, the president represents the 
entire country, not just the union of India. 
He has to take the concerns of the states into 
account form.illy. Article 74 places 
constraints on him in union matters. Under 
Article 280, he need not he so trammelled. 
It can be argued that in this matter, the 
president must not act under Article 74, but 
under Article 280. One article is not 
subordinate to another. 

An Inter-State Council was set up by the 
then president on the advice of the V P Singh 
government. Instead, it could have been 
constituted by the president excrci.sing his 
inherent powers under Article 263, and not 
under advice from the council of ministers 
under Article 74. Each article of the Consti¬ 
tution has etjual weight. Yes, they must be 
read as a whole Article 74 only refers to 
the items under the direct res|)onsibtlity of 
the union government under List 1 of (he 
Seventh Schedule. On thc.se matters, the 
union cabinet has a clear role in advising 
the prc.sidcnt. Hut the president is head of 
state. He is (he first citizen of India as a union 
of states, not head of the union government, 
which IS the prime minister. The president 
is free to consult anyone, including the 
cabinet, but in exercising these powers, he 
is u free agent under the Constitution. 


^Foq)erti(iglbisjnipoitimpoiml»s.)M^ 1 
of dw unfortunate enors of the past several: 
years. In fact, the amendments to Article 74 , 
in the 42nd Amendirant to the Constitution, 
were not undone by the 44th. amendment. 
There may be political explanations for this. 
But it does not mean the president is bound 
by advice on matters outside the ambit of 
Article 74. That was never the case. By the * 
same token, the prime minister too does mx 
have unlimited jurisdiction. His concern is 
the union government. This matter needs to 
be openly, and seriously, debated. Consider 
Article S3, cited below in part; 

Executive Power of the Union - (I) The 
executive power of the union shall be vested 
in the president and shall be exercised by 
him cither directly or through officers 
subordinate to him in accordance with (his 
Constitution. 

Article S3 clearly envisages a situation in 
which the president acts directly. Then he 
is not bound in all matters by Article 74. 
Further, let us consider Article 78, reproduced 
below: 

Duties of prime minister as respects the 
furnishing of information to the president, 
etc, - it shall be the duty of the prime 
minister-(a) tucommunicate to the president 
all decisions of (he council of ministers 
relating to the admini.straiion of the affairs 
of the union and projKisals for legislation; 
(b) to furnish such information relating to 
the administration of the affairs of the union 
and proposals for legislation as the president 
may call for; and (c) if the president so 
requires, to .submit for the consideration of 
the council of ministers any matter on which 
a decision has been taken by a minister but 
which has not been consider^ in thccouncil. 
Very clearly, this limits the pnme minister 
to the affairs of the union. And the affairs 
of the union arc defined in Article 246, and 
the lists in the Seventh Schedule. For 
parliament these are List I and List 111, on 
union and concurrent matters. There are 97 
items in List I, but this does not include the 
Finance Commission. Of the 47 entries in 
List 111, item 20 on economic and Social 
planning may be considered womewhat 
relevant to the question of Finance Commis¬ 
sion. This would then require consultation 
with the slates. 

It can be argued that a matter not speci¬ 
fically mentioned comes under Ihe union. 
That is true. But the Finance Commission 
is covered by an Article of the Constitution. 
It can hardly be considered an item not 
mentioned. Tbus, the case for a procedure 
of setting up (he commission involving 
consultation with the states would appear to 
be, at least, desirable, if not necessary. 

Is this really very radical? 

Parliament recently passed the 73rd and 
74th Amendments which require that the 
states also appoint Finance Commissions to 
deal with the question of devolution of 
finances to local governments. Such an issue 
cannot be left solely in the hands of a state 
government. There is no reason to believe 
that Ihe state governments will on their own 
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wtUinijty devtrive finances and powers to 
lower tiers of local government. This is 
because the state government is an interested 
party. Under Article 243-1, the governor of 
each ^te has to constitute State Finance 
Commissions. This, together with Article 
243-Y, deals with these matters at the local 
' government level. How has this been 
practised in the various states? Do the 
arguments above apply in principle also to 


the stales? If yes, how should zilla panchayats 
and nagarpalikas beconsulted? Should intei - 
district councils be set up? Each state will 
have to ponder on such issues at its own level 
and come up with institutional innovations, 
■nicre may be many ways of dealing with 
these questions. We cannot expect unique 
answers. These constitutional amendments 
have forced such rethinking upon us. The 
challenge is tremendous. 


is never in the picture - she accepts the deal 
as pan of her womanhood! 

Closely connected to the i.ssuc of .sale and 
resale of women is the century-old custom 
of chi Id marriage. Rajgarh occupies a unique 
po.sition in the map of MP because of its proxi¬ 
mity to the bordering .state of Raja-sthan. In 
fact all the three N’s mentioned above arc 
nut originated in Rajgarh itself. The influence 
of the bordering state is conspicuously visible 
for there is a constant migration of population 
fioni and to Rajgarh from across the border. 
Indctxl the habits and (misldecds of the 
border stale have a telling effect on the 
district. Child niamage is no exception. 

The custom ot early marriugew is deeply 
entrenched in the society, it is an age old 
custom which has been carried forward to 


Childhood in Rajgarh 

Tbo Young for Wedlock, Too Old for the Cradle 

Chandrasekar 


Till recently child marriages flourished in the backward district of 
Rajgarh in western Madhya Pradesh, But a concerted campaign against 
child marriages by the dbtrict administration for past three years has 
resulted in averting 90 per cent of engagements from culminating into 
child marriages. 


RAJGARH district in western Madhya 
Pradesh is a typically backward district with 
poor resources and people. The district 
comprises of six blocks with a total popu¬ 
lation of 9,92,764 as in 1991. The district 
is situated just ISO kms from Bhopal, the 
capital of MP and 2S0 kms from Indore, the 
district with the highc.st human development 
index (HDI) in MP. It lies on the Bombay- 
Agra national highway and is well connect^ 
to the main islands of development. In spite 
of having locational advantages, Rajgarh is 
on the hinterland of development. Much re¬ 
mains to he done in terms of its human develop¬ 
ment. According to the MP human develop¬ 
ment report 1995, the district ranks 43rd 
among 45 in the state. Even among the seven 
districts of the Bhopal division, Rajgarh 
ranks last. This is an obvious inference to its 
relaii vely poor levels of human development. 

Rajgarh is commonly known for its 3 N’s, 
ic, ‘naru’, 'nukta' and ‘naira'. While the first 
is a typically health problem, the latter two 
are entirely .social issues. Naru isguineawonn 
m the local parlance; the district used to be 
endemic to guineaworm incidence. Today, 
due to efforts of the district administration, 
the problem has been eradicated completely. 
However, the other two problems continue 
and are deeply embedded in the society. 

Among many other reasons for Rajgarh’s 
low human investment is its caste-ndden 
society with distinct vertical and horizontal 
hierarchies. These boundaries aBiect the entire 
social fabric of the district. One of the basic 
tenets of this casteism is the system of early 
marriages. For times immemorial, young 
children were bonded to each other ’ s fami I ies 
in marriage alliances. Another disquieting 
feature is the practice of the sale of the 
women to other men in return for a handsome 
price. The natra, as it is locally called, is 
closely linked to the child marriage issue. 


For unless a boy is committed to early 
marriage, he cannot indulge in natra. Thus, 
child marriages is a passport to natra. Natra 
is a status symbol; a macho symbol. 

Nukta is connected with rituals after the 
death of a person while natra is the ritual 
done to a woman during lior lifetime itself! 
Women are accorded .secondary .status in 
society; there is nothing peculiar to Rajgarh 
alone. But what makes the difference is the 
ritual of selling the woman many times over 
to the highest bidder m order to prove 
machismo. 1'he largest beneficiary is the 
father of the girl who uses her to gain a neat 
.sum. Men are prepared to pawn their goats, 
cows and buffaloes and in well-to-do 
households, even gold and silver to get a 
woman. In all the.se transactions the woman 

TaBI.E I. INCIIIENCT OF ENGACiEMCNTS BY 
Maiuk CaS'IF.S 


Name of 


Castes ' 


Block 

Chaiiiar Dangi 

Sundh- 

wadi 

Dhakkud 

Biora 

.15 

80 

43 

5 

Sorangpur 

68 

3 

17 

73 

Rajgarh 

24 

29 

69 

11 

Jeerapur 

1 

3 

5 


Khilchipur 

10 

13 

13 

* 

Naisingpur 

District 

45 

2.5 

5 

39 

Total 

183 

1.53 

1.52 

128 


generations from times immemorial. These 
marriages are not round the year. There is 
an auspicious time in the almanac when it 
is considered good to perform the marnages. 
This date is locally known as 'aksliaya 
triliya’. IroniiMlIy it coincides with the 
agricultural season of harvesting when the 
major crop is cut on us maturity. The 
children loo arc consideicd mature enough 
to enter wedlock on this holy day! 
According to the local custom, every 
moment in the day is considered auspicious 
enough to get married. 

PosniVI iN'n-.RVKNIlON.S 

The last threo years have witne$.scd an 
annual campaign by the district administ¬ 
ration around the time ol the akshaya tritiya. 
The last year’s campaign was with a 
difference. Caste based sammclans were 
organised along with the women’s groups 
who had recently been freed I itim the bondage 
of illiteracy. Thc.se samaj sammelans and the 
mahila sammclans added a lot of difference 
to the routine campaign. Their appeal made 
better impact on the masses in terms of 
delaying the marriages. 

Mow old arc the children? Arc they from 
all castes and clas.ses'.’ Arc they everywhere 
in the district and in the panchayats’.' What 
has been the impact of the campaign against 
child marriage? These were the questions 
that come to everybody's mind. An 
evaluation of the campaign of such a sensii i ve 
issue IS indeed difficult. Nobody likes to 
hear advice on stopping ot delaying 
marriages. More so when it conics to actual 
collection ot data. But it was becoming 
incrcasingly Imperati ve to as.sess the progress 
and the qualitative impact on the families, 
it any. 


Table 2: Obnufb Gap in Enoagcmhnt 


Mean Age of 


Mean Age at E nBaecinent (Girls)* 


Engagement (Buys) 

Khilchipur 

Rajgarh 

Hiaora 

Jeerapur 

NarsmgiHir 

Total 

l£s's than five years 

1.27 

2 26 

4.44 

1,27 

2.14 

To 

5.01-10.00 

5.94 

5.84 

7,00 

4.84 

5 89 

5 90 

10.01-15.00 

10 13 

9.98 

9.32 

9.64 

10 08 

9.83 

15+ 

14.37 

13.77 

13 04 

1.3 67 

13 40 

13.6.5 


* Data for Sorangpur not available. 
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It was theretcHc decidoi to aeveiop a data 
base on the child marriage scenario in a time 
frame and social background. A set of 
questionnaires was printed and information 
sought from all the households in all villages 
of the district on the age and sex distribution 
of children to tmter to wedlock. This data 
base sets the benchmark for all future 
comparisons and analysis. (It must be 
remembered that .since this was the first time 
that a format was prepared, there were certain 
limitations on the data. These will be taken 
into account in the next year's survey.) 

The average age of engagement of girls 
in the district is seven years and for boys 
nine years. Between the blocks, Khilchipur 
and Jeerapur record the lowest average fur 
boys (8.1) and girls (6.4) years respectively. 
Narsingpur with an average of 10 and 8 
years for boys and girls respectively is the 
maximum age limit for engagement. 

While the age of engagement is low, what 
makes it worse is that they were conducted 
two-three years ago. It is surprising that even 
toddlers (of one-two years) have tied the 
marital knot. These t^ildren remain in the 
parental home till they come of age and tlien 
join the marital home. 

Are these marriages predominant in all 
castes? Is it an annual practice? No. For data 
reveals that there are certain castes in the 
districts where majority of child marriages 
take place. These are chamar, dangi, sondh- 
wadi, dhakkad and loda. An analysis of last 
year's child marriuge/engagements shows 
that chamar topped the list (183) with dangi 
(150). Among the four major castes where 
theseoccurrences take place, this pattern was 
visible in all blocks. In Sarangpur, inali 
castes ranked first with 93 engagements 
while Biora and Khilchipur were ranked 
first for dangri samaj. The chamars in Nar¬ 
singpur and the sondhwadis in Jeerapur and 
Rajgarh blocks were the foremost in the list. 

The child marriages arc an annual feature 
- however, there has been a sharp decline 
in the last year in terms of number of castes 
involved in child engagements and its 
quantum In Narsingpur, most of the castes 
(98.5 per cent) who had been m practice 
since long continued it in 1995. It was only 
in Khilchipur that the incidence was lowest 
(22.2 per cent) us compared to last five years. 
This in itself is an improvement as it indicates 
a movement towards iesscr number of castes 
and lower incidence thereby. 

One would naturally expect that with this 
number of child engagements, marriages 
would also be conducted in equal numbers. 
In Rajgarh. thanks to the mounting of the 
literacy campaign with anti-child marriage, 
engagements were not fructified into 
marriages. Less than lOpcrcemofpanchayats 
witnessed child marriages. In 90 per cent of 
them, child marriages were avert^ because 
of social pressures. However, in Sarangpur 
block, the proportion of marriages averted 
IS comparatively lower than in the rest of 
the district. 


A tteaa analysis over nve yean nuticMe 
that while the peak was attained in 1990s 
and a plateau had been maintained till 1994, 
there has been a sudden decline in 1995 
indicating the impact of the campaign. To 
elaborate, in Dangi caste, while 297 
engagements were held five years ago, the 
number steadily declined to 168 in 1992 and 
finally dropped to 80 in 1995. This was true 
in all blocks of the district. 

In about IS per cent of castes, the average 
age of engagement of girls is within six years 
of age. The proportion more than doubles 
(44.2 per cent) for the next age group, i e, 
six-nine years. About 60 per cent of girls 
are engaged by age of nine years. No girl 
remains to be engaged after 15 years of age. 

The picture is dramatically reversed in the 
case of boys. Less than 30 per cent of boys 
below nine years are engaged while their 
proportion is more (63 per cent) among 
those aged 9-15 years. Thus, early 
engagement syndrome affects a girl more 
than a boy. The matnx for boys' versus girls' 
age at engagement shows that there is not 
much gender gap (Table 2). 


However, a me pfeMsmege boy» and 
gills is compared with thirir mean age at 
engagement, it is fnmd while 48 per cent 
of girls under 10 were already engaged, the 
proportiiMi is tower (43 per cent) in case of 
boys for the same age group. Similarly, 
widleover41 per cent of girls above 11 years 
ate engaged, nearly 58 per cent of boys are 
in this age group. Thus, childgrooms do 
exist but they are relatively older. The bridm 
are numerically stronger in the younger age 
groups. 

The above analysis shows the condition 
of the children in Rajgarh district. These 
children, especially the girls, are robbed of 
theirchildhood at an earlyage. Hie humdrum 
of preparing for their new life takes over and 
they mu into the same trap as did thtir 
forefathers. The boys play around and joke 
about their fiance while the girls hold their 
husbands in awe - for very soon their routine 
will begin of a new home, albeit temporarily 
and new relationships. Every akshaya tritiya 
will go down in the annals of history of 
Rajgarh as aday for the children to remember 
and rejoice. But at what cost this rejoicing? 


KARNATAKA 

Hribals on Warpath: Confronting 
Eco-Terrorism 


Muzaffar Assadi 


Trihals in the Nagarhole and H D Kate regions of Karnataka have been 
protesting against the eco-development programmes sponsored by the 
World Bank. These programmes will result in the large-scale 
displacement of tribal population and a complete destruction of their 
way of life. 


WHEN the ‘son of the soil' Deve Gowda, 
the prime minister was addressing the nation 
from the rampart of Red Fort, the “real sons 
of the soil” (tribals) in his home state had 
very little time to celebrate his success and 
listen to his speech. They had other immediate 
issues to attend to. On the day of national 
celebration they were demanding, in the 
Nagarhole National Park Area in Coorg 
district their 'freedom' and ‘liberty’ - 
freedom from exploitation, freedom from 
evictions, freedom from rehabilitation, 
freedom from eco-tourism perpetrated by 
the Indian state and western capitaiism/World 
Bank. This w.'s particularly aimed at retaining 
their cultural identity and communitarian 
life on the one hand and confronting cco- 
terrorism on the other. However, the state 
did not treat the slogan shouting tribals in 
Nagarhole as anti-nationals, neither did the 
state arrest them for taking out a procession 
denouncing the celebration of 50th year of 
independence. The rcason.s are obvious: the 
Indian state has become weak in the context 


of po.st-libcralisation phase and arresting the 
tribals would legitimi.<ic their claims. 

Thetribalsparticularly Jenu Kurubas.Betta 
Kurubas, Soligas, Yeravas in the Nagarhole 
region of Coorg and H D Kote (in Mysore) 
in recent days have become the victims of 
eco-development programme sponsored by 
the World Bank. This has externalised the 
contradiction and that the contradiction has 
taken a class form. The tribals are becoming 
a ‘displaced’ category both from their land 
and from their culture. In addition they are 
now getting linked to western capitalism 
although their interaction with the larger 
market system is still minimal. They are not 
hound to anybody except in some coffee 
estates where they still work as bonded 
labourers. However, their struggle and the 
position is distinctively different from other 
exploited categoric.s like daiits. The latter 
are the victims of caste oppression, mainly 
in the context of post-colonial present they 
have become the primary contradictions of 
the dominant castes. This has become a 
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poMUiHy because cf migCBtkm of upper 
ealN fi^ ^ nutf weas toutban areas and 
the subsequent elimination of absentee 
landlord class belonging to the same upper 
caste has left the dalits under the hegemonic 
control of dominant castes. Finally the 
presence of dalits in every village as 
agricultural labourers also has sharpened 
caste conflicts in the mral areas. 

On the other hand adivasis or tribal 
population in Karnataka is very small 4.5 
percent to the total population (1^1). Nearly 
12 per cent of population is located in 
Nagarhole area which is constituted of four 
ranges in Coorg and three ranges in Mysore 
district (in the latter district it is called 
Kakanakote). Since the tribals are located 
in these areas the nature of exploitation and 
subsequently the contradiction that they face 
is different. Historically their imm^iate 
contradiction has been the state - colonial, 
princely state and the post-colonial Indian 
state (through the forest officials). In recent 
days the entry of World Bank under the garb 
of eco-development project has added one 
more dimension to the contradiction. This 
has come at a time when Indian state was 
giving up the model of 'common economy’ 
succumbing to western capitalism. It is in 
this context that the adivasis of Karnataka 
in particular, India in general are faced with 
the task of confronting two/dual 
contradictions simultaneously. Here the 
problem that the tribals are confronting is 
that of according primacy to contradictions 
- either the Indian state or the western 
capitalism/World Bank. Since the Indian 
state has .succumbed to western capitalism 
via the World Bank and that since there are 
no differences in the approaches of both the 
Indian state and western capitalism vis-a-vu 
the tribals, both constitute primary 
contradictions. Therefore the ongoing 
struggles of tribals has become a part of the 
larger struggle both against the Indian state 
and western capitalism. 

Tribals in the Nagarhole areas have been 
the victims of appropriation all these years. 
During the colonial period the princely State 
of Mysore and the colonial powers exploited 
the forest for the purpose of constructing/ 
building ships and laying railway tracks. 
They were exploited for forest knowledge, 
forest products and flora and fauna. This 
tendency continued even during the post¬ 
colonial period except that after the enactment 
of Wild Life Protection Act of 1972 the 
tendency of treating tribals changed, which 
however, had larger consequences on tribals. 
After 1972 the forest was exploited fofthe 
purpose of distant markets and for the urban 
oriented consumers, mainly supporting the 
cause of paper and pulp industries. Even 
. forest area was systematically destroyed to 
make way for ttos, which also had the 
consequences of displacing the tribals 
without providing any alternatives to them. 
For example, when a dam across Kabini 
river was constructed not only did 17 tribal 


'hadies^fvillages) submerged in it but also 
till due. they have not been properly 
rehabilitated. All these years nearly 200 
tribal families have been forcibly driven out 
of forest. As an alternative for leaving their 
houses the hadies tribals are given eitter the 
barren or unfertile land. This kind of lands 
have no meanings for the tribals. Even the 
forest officials, representing the Indian state, 
would not allow the tribals to grow any 
crops. Most of the time their lands were 
forcibly converted into monoculture farms 
- basically teak wood fsHms. To force the 
tribals to leave the forests, forest officials 
would resort to different kinds of tactics: 
they would let looseelephants fur destroying 
the property of the tribals, digging huge 
trenches on the roads thereby preventing 
movement of tribals: levelling false charges 
of killing animals (likedeers, peacocks, etc); 
abusing sexually the tribal women; denying 
permission to repair their dwellings, 
obstructing the implementation of 
governmeni sponsored programmes, 
charging the tribals whenever they were 
found collecting firewood, honey, grass, 
bamboos for their domestic needs. 

All these years tribals adopted different 
forms of protest against appropriation and 
exploitation; dharnas, protest marches, 
defying the law, submitting memoranda and 
someti mes face to face confrontation (except 
for Dhoondiya Wagh’s revolt of 1857 
Karnataka docs not have a history of tribal 
revolts). Their struggle now has shaped into 
a movement. Even NGOs arc extending their 
support to their cause except that when they 
descended down to Mysore on August 23, 

1996 to 'speak to urbanites’ there was hardly 
any response from the urbanites. Meanwhile 
tribals have formed many organisations; 
Rajya Moolani va.si Budakattu J anara Vedike 
in Hunsur, Girijanara Jilla Samiti in H D 
Kotc, Nagarhole Budakattu Janara Hakku 
Sthapana Samiti in Coorg. Budakkattu 
Krashikara Sangha in Nagarhole, and 
Karnataka Rajya Muolanivasi Budakattu 
Janara Vedike. 

Nevertheless the tribal protest in Nagarhole 
region is not that unusual. Tribals protested 
when the forest officials blamed them for 
the death of a radio-collored cheetah 
('kallala') and also when theirstanding crops 
were destroyed (in Nanachi). Tribals also 
opposed digging the trenches thereby 
preventing them from entering their paddy 
fields and hadies (in Shrcnihadiu, Karekundi, 
Madenoor, etc). They also opposed “when 
an ill motivated ranger put unfounded blames 
on tribal people, beat them, lodged 
complaints on them for thieving of 
sandalwood trees in the forest by outsiders" 
(in ’niithiroathi) and also opposed their 
harassment when they go into the forest for 
collecting firewood and other minor forest 
produce (in Madenoor). In some places tribals 
opposed the molestation of their women folk 
(in Chikkareshme, Antharasanthe) and 
protested “when forest department staff 


started todear-cutwood and maitechBrcoiir* 
(Chodepare). Two important stnif^es in 
recent days have received attention. The ftm 
instance related to the “enter the forest** 
struggle in 1995 during which tribais not 
only entered the forest but also established 
their ‘rule’. In the second instance, in June 
1996, tribals opposed the destruction of 
standing ragi and cotton crops in 11 acres 
in Dadudhalii in H D Kotc. Earlier Dadadhalli 
made news for the starvation death of 10 
tribal children. 

The most important issue which tribals of 
Nagarhole area arc concerned about is the 
conversion of Nagarhole forest area into 
National Park and the subsequent World 
Bank plan. The logic behind introducing 
eco-development in this particular forest is 
quite perplexing; 

India’s bio-diversity is rich, often unique 
and increasingly endangered. India is of the 
12 megadiversiiy countries in the world, 
that collectively account for 60-70 per cent 
of world’sbiodiversity. Its ten biogeographic 
zones represent a broad range of ei'osystem. 
India’s biological rc.sources are economically 
important both globally and nationally. Many 
species of crop plants found worldwide and 
their wild relatives originate on the 
subcontinent ...The biodiversity in India’s 
forests, grasslands, wetland and marine 
ecosystems faces many pressures. These 
include grazing cattle, cutting of trees for 
fuel, timber, and non-timber fore,st products, 
hunting, unr'ontrolicd fires and conversion 
and spillover from agricultural, 
infra.structurc, industrial and commercial 
development. India’s high levels of human 
papulation density and growth, high 
incidence of poverty and large numbers of 
livestock speed the degradation. Local 
people, when traditional rights and access 
arc I imited by the establishment of Protected 
Areas, often have little incentive to use 
natural resources in a sustainable way. (India, 
Eco-developmeni Project: Project informa¬ 
tion Document, March 22, 1996, pp 1-2.) 
This is a70 million dollar project covering 
seven protected arca.s (PA), in seven states 
of India-Bihar, Gujarat, Karnataka, Madhya 
Pradesh, Raja.sthan and West Bengal - and 
covers five tiger icserves (Buxa Tiger 
Reserve in West Bengal, Palamau Tiger 
Reserve in Bihar, Pcnch Tiger Reserve in 
Madhya Pradesh, Periyar Tiger Reserve in 
Kerala, Ranthamborc Tiger Reserve in 
Raja.sthan), one Asiatic lion reserve (Gir 
National Park in Gujarat) and one elephant 
reserve (Nagarhole National Park in 
Karnataka). In total the project would cover 
6,714 sq km of protected areas with a tribal 
population of48,800. Interestingly the World 
Bank report has not shown any tribal 
population living in the core areas of 
Nagarhole National Park. This naturally 
raises the question as to why the World Bank 
report is insisting on the rehabilitation of 
tribais from the ‘core areas’. This is one of 
the paradoxes of (he project. 

The Eco-Devciopment Project has been 
designed to target the “tribal people, and 


Bcononiic and Pcriitical Weekly October 5. 1996 


2723 



(oresi mnge villagers oeiongio tne pooiesc 
sectionsofsoci^’’. In this pattictilar project, 
“the tribal development concerns are 
addressed in an integral fashion under the 
lubric of social impact participation and 
equity, rather than as a subsidiary tribal 
development plan or component”. Project 
also “incorporates specific measures to 
safeguard the interests of the landless and 
women, through participation in village 
committees, employment preference and 
ongoing social as.scs.sment review and other 
monitoring". Nevertheless it has identified 
five core areas as its main objectives: to 
improve the capacity of PA management to 
conserve biodiversity and to increase 
opportunities for local participation in PA 
management activities and decisions: reduce 
negative impact of PAs on local people and 
increase collaboration of local people in 
conservation efforts; more effective and 
extensive support for PA eco-develupment 
to ensure effective management and finally 
prepare biodiversity to ensure effective 
management and finally prepare biodiversity 
project. However, the dangerous aspect in 
the eco-developmcnt project isthc'pragmatic 
approach', which ultimately seeks to develop 
“voluntary reallocation opportunities for 
people" especially on the basis of “wishes 
of local people”. Since the concept 'local 
people’ is used ambiguously anybody can 
misappropriate it and make the life of tribals 
a miserable one. Although it is said in the 
report that “reallocation would be to lands 
on the periphery of PAs, rather than distant, 
non-forest lands”, there is no guarantee that 
this particular aspect would be followed or 
observed. Even displacement wilt have 
multiple consequences; creates conditions 
for cultural crises, cultural oppression, and 
crisis of autonomy. 

The second important danger is that the 
project can be located in the reciprocal 
commitment. This involves, “mutual quid 
pm quo of inve.stmcnts that fostcraltcmati ve 
livelihoods and resource uses and specific 
measurable actions by local people to 
improve conservation." In the former case 
it has identified bioinas.s substitution”, 
bium.iss generation and forestry, eco- 
tourism, agriculture including watershed 
management, small irrigation and livestock, 
agro-processing and artisanry. There is 
danger that investment on biomass generation 
might imbalance the ecology of forest 
especially when new varieties ot plant.s/trecs 
arc planted in the place of traditional one. 
This is the one way to bring back 'social 
forestry’ to the centre stage, which has earlier 
caused irreparable damages to the rural 
economy of Karnataka. Nagarhole region is 
also becoming a prey to 'social forestry’. 
These days teak plantations are coming up 
in the midst of National Park area, which, 
ho we ver, ha ve no meanings for tribals except 
that they link the forest with the larger market. 

Nevertheless the stress on “managing 
enterprise and visitor enclaves” has opened 
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up a new emsipnse tyaiero caiieo 
tourism’ in the forest area. TIds has provided 
scope for the big industrialists to operate 
(heirstarhotelsin the midstoffmests thereby 
cuising much damages to tribal culture and 
society. In fact, when the government leased 
out the Moorkal Jungle Resort located inside 
the National Park in Nagarhole to Taj group 
for Rs 1.2S lakh per annum recently, the 
tribals resisted. (Presently they are adopting 
new method of planting traditional saplings 
and writing graffiti on the walls). This will 
ultimately converge into eco-terrorism as its 
consequences are multiple: increases the 
alienation between tribals and the forest, 
superimposing non-tribai culture on tribals, 
linking tribal society with consumerist/ 
western society, destruction of the ecology 
of forest, unemployment increase and finally 
this will provide spaces for western 
capitalism/capitalist to appropriate our forests 
both for genetic resources and for 
entertainment. 

Finally the project paper says that the 
project (See, The World Bank in Nagarhole: 
A Story of Human Rights Violation Lies and 
Deceit) would be “owned by Indians”. 
However, question can be rais^ as to who 
would “really own” it - the government, the 
tribals or the masse.s? Since the World Bank 
report has overlooked the existence of tribals 
in the core area, one can nileout the possibility 
of project being handed over to tribals. This 
is the reason why the World Bank and the 
government of India have neither invited nor 
involved the tribals of Nagarhole during the 
negotiations of the project. Every deal is 
being kept under cover. Nor have the texts 
been translated into local languages. 

The tribals are also demanding the 
implementationofBhuriaCommittee report, 
which would consequently help them retain 
and reclaim their communitarian life and 
autonomy. Other demands include uniform 
law for the protection of forest areas, 
declaring natural re.source$ the common 
property of tnbals, providing facilities like 
walkic talkies, telephones, transport, 
changing the nomenclature of forest 
department, bringingto a halt theconstruction 
of dams and roads in.side the forest areas, 
total rights over forest produce, providing 
basic facilities like hospitals, dispensary, 
water and schools. 

The task that the Bhuria Committee 
confronted was reconciling the traditional 
social structures with (hat of the modem 
political in.slitution$ like panchayati raj. And 
thereby avoiding any conflict between 
’tradition’ and ‘modernity’. This is because 
of the fact tt at for tribals community is the 
basic unit and life is an organic whole and 
that, superimposing any new institutions 
would become detrimental to theirexistence. 
To retain the autonomy and the identity of 
the tribals on the one hand, and to draw the 
tribals to the different institutions of 
democracy the BhuriaCommittee made series 
of suggestions. 


:|iM BiHtm UHmRitiet^ 

its report on Januaiy 17. i^Srecommendml 
a four-tier system, although there are spaces 
for the three-tio' system to operate. At the 
grass root level committee accepted 
“community rather than the administrative 
unit like village as the basic unit of (he self- 
governance in trib^ area”. The community 
here is identified with body of all those who 
are on the voters list. This obviously raises 
the doubts about its application to the core 
area. However, grass-root body is designated 
as gram sabha, whose task will be managing 
the affairs in accordance with well establi.shed 
customs and traditions. Nonetheless the 
committee has recognised 29 functions which 
include safeguarding and managing therights 
of tribals. These are suggested keeping in 
mind the tribals who are living in the 
periphery or outskirts of forests rather than 
the c(ve area. Next in line are gram panchay ats 
constituted by many hamlets or villages. 
Since it is based on an elective system, it 
reflects the modern panchayats both in terms 
of power and responsibilities. However, what 
distinguishes its powers from other ordinary 
panchayats is the power to rehabilitate the 
displaced and preparing a development plan 
for five years. In fact we have a huge backlog 
of 1,15.()0,00() persons (in 1989) who are 
yet to be rehabilitated. 

The third tier in the tribal area is the 
intermediate panchayats, variously called 
panchayati sabha, janapadha sabha, taiuk 
panchayats, and its functions/duties are 
coterminous with development block. 
However, the laiit and the final tier, district 
council will not be suitable to Nagarhole in 
particular, Karnataka in general as there is 
no such schedu led area.s i n Karnataka. U nless 
scheduled areas are declared and brought 
under fifth schedule the di.strict council that 
the committee has recommended will have 
marginal meanings. In addition there is a 
practical problem. Carving out a district 
exclusively for the tribals might invite 
troubles from other comers, especially it 
will clash with the demand for a separate 
statehood made by the organisation called 
Liberation Warriors of Koorg (LIWAKS) in 
Coorg. The latter’s demand emanated from 
the fact that Coorg is one of the richest 
districts (mainly coffee growing district) in 
terms of its contribution to GDP of the state 
on the one hand, and the least developed 
districts on the other (there are least number 
of schools/colleges, hospitals, industrial units 
and roads). In addition the intrusion of 
Malayalees, as emerpreneurial class has not 
only deprived the local population of their 
employment but also their hold over 
economy. This has given place for the rightist 
elements to grow in this district which 
sometimes translated into communal conflict 
also. Therefore the task of implementing the 
Bhuria Committee report in Nagarhole region 
will face rough weather. Will the Indian state 
allow the tribals to retain their identity? Will 
the ’real son(s) of the soil’ stand up? 
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Lbid RdiwiiK to Hunger 

Bharat Dogra 


Although there is increasing evidence that a more equitable tUstribution 
of farmland actually leads to better productivity, third world countries, 
including India, have been reluctant to implement rigorous land 
r^orms. 


IT is widely agreed that increasing land 
availability to the poorest peasants and redu¬ 
cing inequalities in the distribution of agri- 
culhirai land are highly desirable for reducing 
hunger and malnutritionin the world. Despite 
this, inequalities in the distribution of 
agricultural land remain at high levels in 
many countries probably teaching the peak 
in some Latin American countries. 

Inequality is often expressed by a statistical 
measure called the gini coefTicient, which 
varies from zero (equal assets foreverybody) 
to one (one person owns everything). In 
most Latin American countries, the gini 
coefficient for land distribution is around 
0.8, in Panama it is 0.84, in Brazil 0.86 and 
in Paraguay 0.94. The inequalities in the 
distribution of agricultural land may be mo.st 
acute in Latin America, but it also exists to 
a significant extent in many other countries 
of the world. In Egypt the richest 20 per cent 
of landowners control 70 per cent of the agri¬ 
cultural land. In Bangladesh farmers owning 
less then 2.5 acres constitute 70 per cent of 
all farmers of this country, but they together 
have only 20 per cent of the land area. 

The situation is .somewhat .similar in India. 
The Seventh Plan document (1985) of India 
says, “Small and marginal farmers \sith 
holdings of land up to two hectares represent 
about 73 per cent of the land holdings but 
are cultivating only about 23 per cent of the 
cropped area". The land ownership scene in 
various parts of the world has been 
summarised by the FAO in its widely quoted 
publication titled Agriculture toward 2000. 

The proportion of landless in the agricultural 
working population is highest, and increas¬ 
ing, in Latin Anwica and Asia. Latin America 
exhibits the greatest inequality in land distri¬ 
bution. whereas in the Far East and the Near 
East this inequality is somewhat less marked, 
although still Bubstantiol.ln most partsof Africa, 
where customary tenure is still predominant, 
arable or pasture lands belong to the com¬ 
munity. while the crops or livestock reared 
on them are ixivately owned. However, where 
the current trend is toward more land coming 
under private ownership or control, inequality 
and landlessness are generally increasing. 

PAO has also stressed that more equal 
land distribution is likely to increase 
productivity of land. 

It is important to stress here that yields per 
hectare are as high on small as on large farms 


or, under traditional agriculture, even higher. 
With a few notable exceptions, total output 
per hectare is higher on small farms, chiefly 
because their intensity of land use is higher. 
A more equal distribution of production 
inputs, including services, can only help to 
strengthen the role of the small farm in 
expanding production. The fact that some 
attempts at radical redistribution of land 
have led initially to lower production docs 
not invalidate the conclusion that after some 
years a more even distribution of farming 
resources and inputs should help rather than 
hinder growth of output. 

This view of FAO is supported by a six- 
country study by the International Labour 
Organisation (ILO) which estimated that 
If land were equally distributed among all 
agricultural familicsfinchiding the landless), 
and the new equal holdings achieved yields 
equal to present holdings of the same size 
and used a similai level of inputs, food 
output could potentially rise by anything 
from 10 per cent (Pakistan) and 28 per cent 
(Colombo and a rice-growing Malaysian 
region) to 80 per cent in northeastern Brazil. 
Such a radical redistribution is, of course, 
rarely attempted - but the figures indicate 
the theoretical potential. 

While calculating this potential of incrcasing 
productivity FAO notes that the meaning of 
small and large land holdings isquitedifferent 
in different parts of the world. 

In Latin America, a “small holding” is taken 
to be less than 10 hectares, in the Near East 
less than five hectares and in Africa and the 
Far Ea,st. no more than two hectares. Similarly, 
the indicative ceilings beyond which a farm 
may be considered to be a "large holding" 
vary from 100 hectares in Latin America 
through 20 hectares in the Near East to 10 
hectares in Africa and the Far East 

The potential of land redistribution in 
each region is shown by the FAO in Table. 
Summarising this table, FAO says. 

According to the information (in the table], 
and assuming that the indicative ceilings as 
defined above were enforced, redistributing 


the area potentially available, even in Ifib 
densely populated Far East, could improve 
the lot of small holders and landless very 
significantly. In the majority of countries, 
at least 10 per cent of farm area would be 
redistributed (in some countries the share 
would be significantly larger) and the bene¬ 
fits of doing so as a primary approach to 
improved distribution in agriculture would 
be considerable. However, since national 
Situations vary considerably, land redistrib¬ 
ution cannot be taken as a panacea applicable 
everywhere. Redistribution of only 5 per cent 
of farmland in India, coupled with improved 
access to water, could reduce rural poverty 
levels by .^0 per cent under what they would 
otherwise he. so that in Indian conditions 
land and water reform would be a key 
approach. The impact of land redistfibution 
would, on the other hand, be limited in over¬ 
crowded areas such as Bangladesh, because 
the area of land available for redistribution 
is very small and popiil.'ition growth high. 

The view of the FAO that greater equality 
in farmland distribution will increase 
productivity is also supported by a World 
Rank publication The Assault on World 
Poverty - Probletns of Rural Development. 
Education and Health. This study notes that: 

- In Thailand plots of two to four acres 
pnxiuce almost 60 per cent more rice per 
acre than farms of 140 acres or more. 

~ An analysis of the differences in the 
value of output on large and small forms in 
Argentina, Brazil, Chile, Colombia, Ecuador 
and Guatemala revealed that small farms 
were three to 14 times more prixluctive per 
acre than the large farms. 

Frances Lappe and Joseph Collins 
examined the data of net income per acre 
by farm size in the US from I960 to 1973. 
In 12 out of 14 years the net income per acre 
was greater on the (smaller) tamily farms. 
Therefore the evidence in favour of small 
farms and for having a more equal distribution 
of agricultural land is quite strong. It is 
another matter that as vested interests 
opposing redistribution are quite strong, the 
land reform effort can face .several obstacles 
due to which therecan he temporary setbacks. 
But if a broad support base for land 
redistribution is used carefully and with a 
lot ol planning and foresight, it should be 
possible to overcome these obstacles and 
carry out by and large peaceful programmes 
of redistribution of agricultural land which 
increase the productivity significantly while 
also improving the livelihood of the poorest 
peasants. 


Tabce- PoTEN-riAL Arsa of Farmi-ano RFOisrRiBi'TioN (Around 1970) 



Latin 

Ainenca 

Africa 

Near 

East 

Far 

Percentage of area currently farmed by small holders 
Excess area of large holdings above indicative ceilings 

.3.7 

22.4 

11.2 

21.7 

os percentage of total area 

65 

22 

34 

12 


Souite.PM. 1981. 
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From New to Human Order in 
bidonesia? 

OUe Tornquist 

The significance of the July 27 events is not that they mark the beginning 
of the end of Suharto’s New Order, but that they signal the devastating 
ways in which poUtical transition in the country may come about. 


ON June 20 a government-sponsored faction 
of the officially recognised Indonesian 
Democratic Party (PDI) met in Medan, North 
Sumatra, to do away with its legally elected 
leader Megawati Sukarnoputri. Around the 
country, however, Megawati and her 
increasingly many supporters refused to give 
up. In Jakarta they held on to the party 
headquarters on Jalan Diponogoro. llte situa¬ 
tion became increasingly tense. At about 
6 o'clock in the morning on July 27, 
policemen and soldiers stood by in the streets 
nearby the PDI office as several yellow 
paint^ army-like troop transport trucks drew 
up m front of the building and unloaded 
hordes of young, muscular men with short- 
cropped hair wearing caps and red T-shirts 
saying they were supporters of the 
government-sponsored faction. 'The red- 
shirts attacked with rocks, tear gas, and acid. 
There was panic inside the house and some 
tried to get out but many stood up and 
responded by throwing rocks. The police did 
nothing to put an end to the attack but instead 
harshly prevented upset people who gathered 
in the streets from doing so. Negotiations 
followed but broke down as the police ftnally 
even helped the thugs to advance. Hence the 
red-shirts could charge the office and chase 
the PDI members inside, after which the 
police entered and took away the Megawati 
supportcis, including many seriously injured 
and several possibly dead. However, more 
and more concerned people came to the 
area. Megawati’s representatives tried new 
negotiations. These failed and the police 
violently attacked the masses, arre-sting and 
injuring bystanders as well. People had to 
flee in various directions, primarily towards 
Jl Matraman and Salemba Raya, where 
devastating riots followed. New demon¬ 
strations on Sunday were confronted with 
brutal police and military force. 

Only on Monday was there some (dis¬ 
torted) news in the papers. Thereafter, 
however, the military stated they would shoot 
troublemakers ‘on the spot'. And Suharto, 
soon accompanied by his loyalists, invented 
a scapegoat to prevent the pro-democracy 
forces from uniting and capitalising on the 
crackdown. All the trouble, it was slated, 
had been uistigatcd by the young pro¬ 
democracy activists of the new small Peoples 
De|;nniocr.itic Party (PRD) who were labelled 
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communists. And what was more, these 
‘subversive elements’ in turn had been 
‘masterminded’ by all the other pro¬ 
democrats. Thus, the witch-hunt was on, no 
matter if even the US government, for the 
first time that I am aware of, expressed 
serious concern over the treatment of so- 
called communists. 

And the hunt goes on. If somebody 
manages to hide, the authorities pick at the 
parents or wife/husband and even children 
instead. Hundreds are arrested, including 
independent trade union leader Muchtar 
Pakpahan. Many more are intimidated. For 
instance, even the official human rights 
commission has been told to keep ‘national 
interests’ in mind when reporting on its 
findings; independent human rights 
monitors, like Bambang Widjajanto, head 
of the Legal Aid Institute, have been 
summoned for questioning by the police; 
and as I am writing this on September 1, an 
incoming e-mail says that the authorities 
have aLso summoned Gunawan Mohamad, 
editor of Tempo (the country’s most reputed 
liberal weekly that was closed down in 1994) 
and currently chairman of the independent 
electoral monitoring committee (KIPP). 

To my understanding the significance of 
the July 27 affair is not that it docs mark 
the beginning of the end of Suharto's New 
Order, but that it .signals the devastating 
ways in which succc.s.sion may come about. 

Before leaving for Indonesia in early July, 
I had concluded a tentative version of a long 
essay on problems of democratisation in the 
country, primarily based on interviews in 
late 1994. By now, however, I realise that 
while my conclusions on the outright pro¬ 
democracy movement fared well, the more 
basic ones on what kind of transition is 
plausible were too optimistic. 

My valid argument was that while the 
pro-democracy movement is potentially 
significant, the character and dynamics of 
the differs .-It groups point in the direction 
of divisive politicisation - which in itself 
does ncH generate an opening, in spite of 
devoted work and good intentions. Hence, 
I predicted, it is more likely that ‘external’ 
rallying points will give rise to a more general 
movement for transition from authoritarian 
rule. And within this broader movement 
many of the outright democrats will relate 


otihers 'liold on to iGrignieiited abtiviam Md 
development work, or inaston ratherisalated 
top-down party building. Once the 
government tried to get fid of Megawati 
this, thus, proved true (aside ftom the fact 
that PRD actually acted in a less sectarian 
way than expected and also threw its lot 
behind Megawati). More and more people 
came out in support of Megawati, including 
the many workers who went on strike for 
better conditions. Even well placed govern¬ 
ment loyalists complained about their wives 
supporting the courageous woman who stood 
up against the old ruler. And taxi drivers 
taking me via JI Diponogoro carefully slowed 
down outside the peaceful free speech forum 
at the PDI office compound offering them¬ 
selves to carry along posters or flyers. 

My second argument, however, must be 
revised. It is still true that a growing inability 
to regulate conflicts both within the elite and 
in its relation to new social forces (primarily 
the middle and working classes) makes 
transition from the old authoritarian rule 
inevitable - and that much of the additional 
factors which elsewhere nourished demo¬ 
cratisation (including in the Philippines) are 
missing. But it is no longer possible to argue 
that the most likely scenario is orderly 
transition to a slightly more open and well 
regulated society through horse-trading 
among post-Suhartoelites-an orderly transi¬ 
tion which the outright democrats could take 
for granted and try to improve upon. 

Actually this perspective began to fade 
away already as the government decided to 
block the attempts by the pro-Megawati 
people to mobilise people in the context of 
the 1997 elections, set up an electoral watch 
movement, and thus find a way of promoting 
democratisation by relating to the existing 
political system. It is true that the renewed 
populist blend of Sukamoism and Muslim 
pluralism still calls for negotiated pacts with 
disenchanted factions amongthose in power. 
But those proved wrong who said that the 
government and the army were divided 
enough not only to allow Megawati to 
become leader of the PDI but also to tolerate 
that most outright pro-democrats would 
come along. It is also true that less pluralistic 
but reformist Muslims have reali.s^ that the 
clientelist government Golkar Party is ashell 
that is likely to vanish with its super patron 
Suharto and, therefore, still try to turn instead 
the pro-government Association of Muslim 
Intellectuals (ICMl) into a more genuine 
forum to modernise clintelism into 
Malyasian-like state-corporatism. But at no 
point from mid-June till July 27 am I aware 
of any sign Uiat enlightened reformists, or 
slightly dissident officers, seriously tried 
and could have been able to acconimodate 
the pro-democrats and to ‘handle’ them 
within a more open political framework. By 
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now «leaitiRg tC^ rdbnnitt ny$ instead 
diat ‘ibis is a teniUe setback for us as well 
...thelB aie dynamics within the amiy which 
we cannot do much about..[and] the old 
man doesn’t listen and is getting paranoid”. 
And when I ask how ICMI - which is not 
in fovnurof a transition based on multi-patty 
negotiations and elections - shall accom¬ 
modate other views and forces, such as those 
who rally behind Megawati and Gus Dur, 
Muslim pluralist Abdurrahman Wahid who 
is the le^r of the world’s largest Muslim 
organisation Nahdlatul Ulama, there is no 
other answer but "well, that’s a good 
question”. 

So what happened on July 27 was 'only' 
that the regime displayed its total incapacity 
to reform itself, having instead to crack 
down on demonstrators and the pro¬ 
democracy movement in general with brutal 
force. 

It is true that increasingly many reformists 
as well as business men now realise that this 
cannot go on, that clashes cost too much, 
that there must be more openness, a better 
regulated economy, and new institutions 
and organisations that allow for efticieni 
and reliable negotiations among the elite as 
well as with the people at large. (It is better, 
for instance, to have a moderate union to 
deal with than to have 10,000 angry workers 
in the street who constantly have to be 
reprcs.sed by the army.) But what is the use 
of those insights if the reformists cannot 
start building the institutions and allowing 
the organisations until Suharto is gone? What 
can ICMI do, if its chairman technology 
minister Habibie always has to be on 
speaking terms with Suharto? Or what can 
enlightened military olficers do, if the only 
way to sustain their positions is to be loyal 
to Suharto? Mean while the fundamental 
social and economic conflicts are getting 
worse. 

Some mi^t add thed sensible compromises 
and gradual democratisation are anyway 
inevitable because capitalism is flourishing 
and some kind of civil society has emerged. 
But a few individual liberties are not enough. 
It is fine if people like to have democracy, 
do not trust what is in the papers, and criticise 
the government in coffee-^op discussions. 
But to make a difference they must also be 
able to organise on the basis of common 
ideas and interests. And this they cannot. 
Indonesia today is way behind the 
Philippines 10 years ago. not to talk of 
South Africa five years ago. There is no 
mass organisation from below. The only 
option is incorporation of people into politics 
based on populism and what remains of the 
old pillars - Sukarnoism and Islam. And 
now July 27 displayed the risks in terms of 
poorly organised and angry masses that run 
wild and invite more repression. Moreover, 
the regime is rather successful in dividing 


the Muslims. Independent and pluralist Gus 
Dur is probably next on the list, if necessary. 

However, July 27 also testifies to the fact 
that even the more genuine pro-democracy 
movements that aim at integrating rather 
than incorporating people into politics cannot 
make much difference. Their honest attempt 
to relate to the recognised politick system 
by motnlising as many as possible in the 
context of the 1997 elections behind 
Megawati failed primarily because of the 
lack of space for more openness and gradual 
change. And then one must add that the basic 
weakness of the pro-democracy movement 
itself also proved to be a serious drawback 
- Its fundamenul separation between top- 
down activists who tend to run offside and 
grass roots activists who have not yet been 
able to generate interest-based mass 
organisations from below. 

Hence I am afraid that the July 27 affair 
points in the direction of more unrest, more 
failures, and more crackdowns. Only when 
Suharto falls or steps down will the many 
actors who have remained loyal in order to 
survive try to handle transition. By then, 
therefore, the army remains the only solid 
organisation. But the generals can no longer 
tun the country on their own. They must 


look for suppoit among businessmen anti 
politicians - who are likely to compete with 
each other in offering different generals 
finance and mass support. And since most 
of the competing actors have not been 
able to prepare an institutional framework 
tor a negotiated transition, they may not be 
able to settle their disputes in a smooth 
way either. 

What can be done to alter this sceniuio? 
II the main points in this analysis are 
accepted, the only clear-cut path, even for 
businessmen with a strategic perspective, is 
the narrow one - that is to strengthen the 
position of the pro-democracy forces that do 
not depend on remaining loyal to the regime 
till the bitter end. And the only way of 
improving the independent posilton of these 
pro-democracy forces is to promote their 
attempts at bndging the gap between top- 
down activists and those working at the 
grass loots level. If various governments, 
agencies, and NGOs, especially those in the 
third world, develop at least a similarly 
enlightened understanding of thc.se problems 
as have sections of the US udminislration. 
It should be possible to develop an urgent 
international movement in support of basic 
democratisation in Indonesia. 
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CENTRE FOR SOCIAL STUDIES 
Surat 

TRAINING COURSE ON 

COMPUTER APPLICATIONS IN SOCIAL SCIENCES 

The Centre for Social Studies. Surat is organising an ICSSR sponsored course 
on COMPUTER APPLICATIONS IN SOCIAL SCIENCES from December 2 
to December 11, 1996. The Course is meant for social science researchers 
who are engaged in survey research and need to deal with analysis and data 
processing. Knowledge to basic statistical method is essential. This course 
is designed to orient the participants to fundamentals of computer, computer 
processing, foundation of data processing, quantification methods, statistical 
techniques and use of SPSS. 

Travel (to and fro second class), lodging and boarding will be provided free 
to the selected participants. Those selected will have to deposit Rs. 300/- as 
earnest money which is refundable only after full attendance in the course. 

Individuals should apply by furnishing the following Information: 

1. Name; la. Sex; 2. Address for communication with phone, fax etc; 3. Age: 
4. Language (speak, read, write); 5. Affiliation to Institution/University; 6. Present 
position/designation; 7. QualifKiations; 8. Discipline in which holding an M.Phil/ 
Ph.O. degree with topic; 9. Sunrey research capability in terms of whether you 
have studied; (i) Sunrey research methods; (ii) Statistics; (in) Data processing 
techniques; (iv) Computer packages/programmes (specify); 10. Computer language 
known (specify); 11. Accessibility to computer facility (detail); 12. List of your 
current research projects; 13. Whether travel expenses can be borne by your 
institute; 14. Have you applied to such courses conducted by us earlier?/ When? 
and 15. Recommendation of the supervisor or department head. 

Completed applications to the Course Director, Centre for Social Studies, 
University Campus, Udhna-Magdalla Road, SURAT - 395 007 latest by 
30th October, 1996. 

Our Fax no. (0261) 667173/e-mall:sscss.ren.nic.in. 
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This IMF Budness 

Who Is Really Responsible? 

S Akbar Zaidi 

Reluctance to take unpleasant measures like strict tax collection, cut in 
defence expenditure, propels Pakistan to rush to the IMF to seek 
financial assistance. 


THERE .seems to be a great deal of euphoria 
across the country, and especially so amongst 
ofTicial and governmental circles, that the 
IMF has once again agreed to extend another 
standby loan worth US $ 600 million to 
Pakistan. This latest agreement between the 
government of Pakistan and the IMP comes 
about after the cessation of the 1993-96 
Extended Structural Adjustment Facility 
(ESAF) worth in excess of $ 1 billion, 
hatted around the time of the last budget 
in June 1995. 

The Moeen Quraishi caretaker government 
in September 1993 signed a standby 
agreement with the IMF which became a 
precursor to the very laige agreement signed 
by the Benazir Bhutto government. Things 
went rather well for the first two years of 
the programme where, while targets went 
unmet, the general direction and pace of the 
so-called ‘reforms' seemed acceptable to the 
IMF. The fiscal deficit was brought down 
substantially, as were tariffs, but again, not 
as much as the IMF had wanted. The 
deregulation, liberalisation and privatisation 
agendas set by the IMF were also closely 
followed, and Bequcntly re-negotiated when 
any hitch scemd to occur. Paki.stan was cited 
as a good example of a country successfully 
following the IMF-devised structural 
adjustment programmes. 

When the budget for the current fiscal year 
1995-96 was announced in June of last year, 
it came as quite a pleasant surpri.se to all. 
Analysts, economists and business men were 
equally surprised by the fact that the 
government had. unexpectedly, offered a 
mild budget far removed from the strict 
budget that was widely anticipated. The 
tariff rate, for example, was cut, but by only 
5 per cent, and not 20, as was expected, 
reducing the maximum tariff rate to 65 per 
cent. New taxes worth only Rs 16.3 million 
were announced, and the target for the budget 
deficit was .set at 5 per cent of GDP, and 
not at 4,5 per ccr' as the IMF had insisted. 
All in all, the 1995-96 budget was perceived 
to be pro-industry and growth enhancing, 
with the belief that for a change, many of 
the targets would be met. Most of all, many 
analysts perceived the budget to represent 
the interests of Pakistan, rather than the 
demands set by the IMF. 


The IMF was not at all pleased with this 
attempt by the government to show its 
independence, and the Fund froze the 
remaining tranche of the ESAF in its last 
year of operation. It took less than four 
months for the government to do U-tuin, by 
impo$ingmoretaxes,devaluing the currency 
and promi.sing the IMF that it would agree 
to its earlier conditions and begged the Fund 
to resume the aborted ESAF. Between 
October and December 1995, top officials 
of the government of Pakistan made 
numerous trips to Washington trying to 
appease the IMF and to convince them of 
the sincerity of their intentions in carrying 
out the rest of the programme. IMF officials 
also made visits to Islamabad and finally, 
towards the end of the last year, yet another 
agreement was signed. 

The government immediately claimed 
victory and informed the public that the IMF 
by agreeing to the new loan, had endorsed 
the policies of the Benazir Bhutto government 
and had confirmed that the economy was 
doing well enough to warrant a loan from 
the Fund. 

Over the last two or so years a great deal 
of analysis and research has been published 
in the press which has argued that the 


omdUlomdities itiqwsed on faUatan by the 
IMF are harsh, and that inqidenieiiting the 
programme will have serious negative 
consequences. Concern and opinirms have 
been expressed amongst a largecross-section 
of analysts that by following IMF diktat in 
the form of the structural adjustment 
programmes, Pakistan’s economy will get 
worse, not better. There are fears of infhaion, 
caused by the government removing 
subsidies onanumberofinputsand consumer 
items, and by the increase in administered 
prices for utilities, which are supposed to 
be brought in line with world prices. Many 
writers think that by reducing tarink an 
increasing number of Bnns will be put out 
of business. The insistence that the fiscal 
deficit must be cut at all costs, is considered 
by many to result in lower expenditure on 
health and education, and more taxes on the 
already over-taxed urban consumers. While 
most of these themes have been elaborated 
upon in the press in this country, an important 
aspect to the discussion, why Pakistani 
governments run to the IMF in the first 
place, has not been adequately expressed or 
debated. 

It is quite unfair to blame the IMF for any 
of the ills which plague Pakistan’s economy. 
The IMF is justified in imposing any or ^1 
conditionalities when making a loan. It must 
ensure that the money is returned, and for 
that purpose, it must also ensure that the 
money that is lent is used for a purpose that 
the Fund believes will improve the economy 
so that the country is in a position to return 
the loans. Hence, to castigate the IMF for 
imposing 'harsh' conditionalities is futile, 
for the problem lies elsewhere. 

It is oUr governments - past and present 
- which are responsible for the state of our 
economy. It is they who have signed 


APPOINTMENTS 


CENTRE FOR SOCIAL STUDIES 

Surat 

The Centre, social sciences research institute, invites 
applications from individuals holding a Doctorate degree in 
Sociology, Anthropology or interactive sciences and knowing 
Gujarati/HIndi and English to work as RESEARCH ASSOCIATES 
[Scale: Rs. 2200-4000] on a project entitled, “Ethnographic Study 
on Malaria Control”. Application with latest C.V. giving details of 
research interests and experiences should reach the Director, 
Centre for Social Studies, S. G. University Campus, 
Surat-395 007 within 10 days. 
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a g^ ge men H with die IMF accepting the 
laiW’s conditionality and promising to take 
many measures which are not always 
beneficial or popular. If a government is 
forced to go to the IMF, the Lender of Last 
Resorts, it is only because it has not been 
able.orhas been unwilling,Uitakeimmediate 
and important steps itself. The way Pakistani 
governments have avoided taking such steps 
serves as a case in point. 

Two critical concerns with our economy 
have centred around the fact thatourresource 
mobilisation has been very low, and our 
expenditure has been excessively high. It is 
not the IMF which is responsible for either 
of these structural issues in our economy, 
but the inability of various governments to 
tackle these concerns. The taxation structure 
is wrought with numerous loopholes, 
exemptions, and rampant corruption, to 
ensure that a large part of the taxable income 
goes untaxed. Various vested interests act 
to preserve their interests by demanding - 
and usually acquiring - exemptions in 
taxation. There is as yet no agricultural 
income tax in this country while 25 per cent 
of the GDP is contributed by the agricultural 
sector. Most influentials - agriculturalists 
and others - do not pay any tax at all. Only 
1 .5 million individuals out of a population 
of 130 million pay any income tax. Surely. 


many more than this I per cent of the 
population earn the minimum taxable Rs 
4,000 per month. According to one estimate, 
more than three-quarters of potential tax 
payers do not pay taxes in Pakistan. Thus, 
the inability or unwillingness of the 
government to ensure an equitable, just, and 
extensive taxation structure ensures low 
resource mobilisation resulting in a high 
fiscal deficit with its numerous repercussions. 

Another area where governments have 
chosen not to express concern is defence 
expenditure. With close to 6 per cent of our 
GDP being spent on defence, little remains 
for development. In fact, Pakistan must be 
one of the very few countries in the world 
where defence expenditure exceeds 
development expenditure each year. The 
political economy of our siatedoesnot permit 
the government to tackle the issue of military 
spending, but isn’t it time it did? 

Just these two examples from the economy 
highlight the fact that whatever mess 
Pakistan’scconomy finds itself in. is due nut 
to the meddling and interference of the IMF 

- although that does exacerbate the problem 

- but is largely of our own doing. In order 
to ensure their extended survival, 
governments do not touch conuoversial areas 
and issues. Agricultural income tax and 
military spending are two such areas. Hence, 


the reason why our governments rush to tbd 
IMF for financial assistance is that they 
continue to delay the day of reckoning. They 
acquire loans to meet tteir revenue gap so 
that they do not have to take unpleasant 
measures. Inall this, if the people of Pakistan 
have a voice, it must be directed at criticising 
the wrong doings of our elected 
representatives, not the officials Of an 
international bureaucracy. By blaming the 
IMF we are letting our governments off the 
hook. 

It is our government which is responsible 
for the state of our economy and to us. It 
should be accountable to the people of this 
country. Popular pressure should be directed 
towards demanding reforms which would 
improve the structure of the economy so that 
there is no need to borrow under harsh 
conditionality. Whether it be agricultural 
income tax or land reforms, mil itary spending 
or development expenditure, political parties 
and groups, intellectuals. NGOs and other 
pressure groups should force this government, 
to undertake extensive reforms which are 
long over due. The responsibility about the 
state of the economy lies with our 
government, but equally with us, for it is 
we, the people of this country, who are 
responsible for our own destiny, and not the 
IMF. 


Susan Wadley first visited Karimpur— STRUGGLING WITH DESTINY 
the village Ijehindmud walls'made famous liy kariiipiir 

by William and Charlotte Wiser—as a iVAUiimrun 

graduate student in 1967, Since then, she 1 92S-1984 

has returned many times, adding her SUSAN S WADLEY 

observations and experiences to the field 

notes compiled by the Wisers in the 1920s and 30s. In this long-awaited book, 
Wadley gives us a work of unprecedented scope: a portrait of an Indian village 
as it has evolved over a sixty-year period. Struggling with Destiny charts 
changes in agriculture, labour relations, politics, education, and the family. 
1996 ■ 382 pages ■ Rs 395 (doth) 


DONT MARRY ME TO A PLOWMAN! 

Women’s Everyday Lives in Rural North India 
PATRICIA JEFFERY and ROGER JEFFERY 

the mtmdane rather than the exotic, they 
explore the complex interplay between the Lhm 
power of social structures to constrain 
individuals and the ways women negotiate I MB 
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PERSPECTIVES 


Two-Way Movement of Sex Ratio 

Swapan Seth 


The female-male ratio in the total population has long been low in India 
since the beginning of this century and it is declining steadily. It could 
suggest, apparently, to hold the idea that the tow sex ratio may be 
prevalent in all the age groups also. But it is revealed that among the 
marriageable adults sex ratio has been high. A comparison among 
population data of India, France and Switzerland visualises a 
demographic paradox. 


IN considering the issues of demographic 
transition of any particular age group or of 
the whole population of a particular region 
of a country, we find some complications 
and inadequacies. International, along with 
internal, migration makes the demographic 
scene ambiguous specially in respect of the 
female-to-male ratio (FMR) or sex ratio. 
This feature is particularly pertinent when 
a specific age group (say, the age group 
20-24j is taken into consideration, the work- 
lorcc being the major constituent in such 
cases. There is ample scope to examine 
whether there is any excess female mortality 
(GFM) in India. 

Fur the population of India, low sex ratio 
is assumed lu be a consequence of EFM. 
[See, tor example, Kynch and Sen 1983; 
Kumar 1989 and also for comment, Agarxial 
1989]. On the issue of the high female-to- 
maie ratio, we have to keep in mind that 
falling FMR mayor may not beaconsequence 
of EFM alone. Any ratio can change due to 
change in the value of the numerator and/ 
or in the value of the denominatoi. It may 
even not change at all if both of them change 
at the same rale and in the same direction. 
A change in the FMR of a particular area 
can, therefore occur in the same manner. A 
decrease in the FMR may be a result of 
greater increase in the number of males when 
compared to the female population, which 
may remain unchanged or exhibit a smaller 
increa.se. For the case of a growing popula¬ 
tion, other factors remaining unchanged, the 
same phenomenon may take place if the net 
increase of females is less than that of males. 
Theretorc, adecrea.se in FMR does not always 
imply a decrease in the female population. 
And It also is not a fact that tlic male popula¬ 
tion has been remaining constant over time 
in India. Above all, male death rate is neither 
exogenously given nor fixed over time, 
whereas, according to common belief in 
deprivation of women and the like, it is 
generally taken as unchanging. 

If a study relates to a section of a popula¬ 
tion or an age group, its findings possibly 


arc not to be fully applicable to the whole 
of the population. Excess male child 
mortality, owing to the relative biological 
disadvantages of males as compared to their 
female counterparts, in the neonatal penod 
favours a high FMR. But simply in view of 
this fact, it docs not seem fully justified or 
logical to conclude that male mortality for 
the total population is high in India. The 
deprivation of the females in India is a well 
known phenomenon. The low sex ratio has 
been assumed to be the consequence of an 
excess female mortality overmde mortality. 
Asforcvidence,theinstanceofexce.ss female 
child mortality is often put forward. The 
question is; if girls are the victims of neglect 
in their childhood, then what about the rest 
of the womenfolk (in the adult ages)? 

As regards infant and child mortality, it 
is often held that death rate for girls has been 
higher [Miller 1981] in general owing to 
relative disadvantage in respect of medical 
care and nutrition; and it is also said that 
there has been greater female child mortality 
in north India than in south India. But recent 
studies, using the data set from the Survey 
of Infani and Child Mortality conducted in 
1978. have revealed new aspects of sex and 
regional differences in child mortality in 
India. Jain (I98S) observes that medical 
factors have a slightly greater impact on 
infant mortality than non-medical factors. 
And Beenstock and Sturdy (1990), with the 
help of the said data set and employing factor 
scale model, find no bias in favour of male 
infants at the all-India level. According to 
them, there is no clear-cut evidence of an 
independent north-south factor affecting sex- 
differential child mortality between the two 
regions. Ho’ ^ ever, they admit that low adult 
female Itteracy, inadequate medical care at 
binh and poor health may have a north-south 
di menston. Thereafter, according to the 1981 
Ceasus estimates, female child mortality has 
been lower up to age two, to be almost equal 
at age three but having a marginally higher 
value at age five [Office of Registrar General, 
henceforth ORG, 1988]. A comprehensive 


nutrition survey in ten states of India during 
1973-1980showed thm there was no sex bias 
in the level of malnutrition-led growth 
retardation among 1-S year-old pre-school 
children (Sastri et al 1989]. So, in spite of 
a decrease in comparative disadvantages of 
girl children in recem years, and relative and 
absolute improvement in the life expectancy 
of females, which has just crossed that of 
males (see the App«idix), the declining sex 
ratio calls for furtho' investigation together 
with an investigation into the sex ratio at 
birth. 

It is a fact that the FMR in Kerala has been 
high when compared to that in other states 
of the country throughout this century. This 
has prompted the opinion that women in 
Kerala enjoy a better position. In this context, 
the study by Kumar (1989) regarding the 
impact of male emigration from Kerala is 
convincing. He points out that male 
emigration could not be a factor in pushing 
the FMR up during the periods when the 
emigration was not significant. Thus', 
according to him, the sex-differential child 
mortality in India and in states other than 
Kerala is an important factor for the low 
FMR. Is this actually so for the total 
population? 

Sex Ratio at Birth 

In India, sex ratio at birth (SRB) has long 
been strikingly low, (Tables I and 2) and, 
for West Bengal (Table 3). The low sex ratio 
has generally been interpreted as a result of 
relative under-registration of female births. 
In this context, the Registrar General of India 
holds that a very low SRB "may be due to 
general preference for and importance 
attached to mate births so that female births 
are not as much reported and regi.stered as 
male births” [ORG 1976:5j If it is so, then 
how are we to explain the unnaturally high 
SRB, greater than unity, as observed from 
1977 to 1980 (see Table 2, column 6). Is it 
due to excessive omission of male births at 
the time of registration? The issue of gender- 
specific under-registratiun of child births 
concerns neighbouring countries also. In Sri 
Lanka, the SRB has been increasing during 
the last 100 years. This is explained by 
ESCAP (1976) as being due to a fuller 
registration of female births. 

For the case of India, on the contrary, the 
high SRB too is attributed to under- 
registration of male births. Visaria (1961) 
infers that the high SRBs in a few regions 
of India are due, probably, to under¬ 
registration of male babies (p 37), though in 
India as a whole, simultaneraisly he supposes 
relatively less completeness of registration 
of female births (p 28). The high sex ratio 
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amoog childien in Bangladesh is taken to 
be the result of under-registraiion of male 
infants and children, which might be done 
deliberately to protect the male children 
from the evil spirits [Sattar 19811. Under¬ 
registration of male children is suspected in 
Nepal also (Nepal Bureau 1977]. Thus, the 
high/low SRB has always been attributed to 
under-registration of either male or female 
babies. But the medical registration system 
(MRS) free from such deficiency, also 
presents noticeably low SRBs. 

In the countries of the Indian subcontinent 
with similar socio-cultural setting, there is 
under-registration of births of male and 
female babies. Under-registration of female 
births may be explained by the generally 
lower importance given to females. But the 
propositions explaining undcr-registration of 
male births, it seems, are less convincing. 

The SRS and MRS data on SRB arc 
qualitatively better to work with, although 
both of them show markedly low values. The 
SRB in Uttar Pradesh, according to the SRS, 
during 1968-1970 was 0.898 in rural and 
0,900 in urban areas. It was strikingly low, 
which may generate doubts about the quality 
of the data. Instead, it is claimed in this case 
that “the births are checked and verified to 
ward off any kind of systematie bias which 
would lead to continuous suppression of 
female births. It is obvious that there is male 
predominance at birth ...The argument of 
iinder-rcgislration of female deaths, as of 
births, can be voiced, but the data are care¬ 
fully .scrutini.sed and. in any case, are 
sufficiently accurate to point out the trend." 
(Sinha 1973: 81-82]. 

For the case of the slate ol West Bengal, 
the SRB at the MckIcI Health and Ideal 
Registration Units, where data are collected 
with special care, in 1962 the value was as 
low as 0.884 and during the period 1965- 
1984 tluctimted between 0.899 and 0.972 
(Table 3). An extraordinarily low SRB 
(0.891) has been observed through MRS on 
a large number (six million) of live births 
in different hospitals in parts of India fur the 
period 1981-91 [ORG 1992]. 

Now. ifcxcess female chi Id mortality being 
an age-old phenomenon is the main factor 
behind low FMRs in the early age groups, 
then (with no matching excess male mortality 
in the subsequent age groups) similar low 
ratios should be prevalent in all of the 
subsequent age groups also. A high FMR has 
tieen characteristic of the age group 20-24 
in India throughout this century.' It would 
he interesting to compare these features with 
the features of similar groups in other 
countries, say, France and Switzerland. 
France has been chosen because of the factor 
of war which had a direct bearing upon the 
variability of the sex ratio of this country. 
The other country, Switzerland, kept itself 
aloof from all conflicts and. consequently. 


had the possibility of maintaining natural sex 
ratio provided there was no unequal inter¬ 
national migration with respect to gender. 

It would be instructive to compare the 
contrasting features of the three countries, 
viz, India, France and Switzerland, asevident 
from Figure 1. The figure shows that India, 
among the three countries, has the lowest .sex 
ratio, which falls below unity.' As far as the 
age group of25-29years is concerned, France 
exibits a sex ratio which is either close to 
unity or significantly lower. The feature, 
however, changes during the time of war, 
when the same ratio manifests an upward 
trend. The sex ratio reached figures as high 
as 1.260 and 1.616 in 1921 and 1941, 
respectively, the two years that reflect the 
devastating and direct infiuence (casualties) 
of the two world wars mainly on the male 
population.' 

Switzerland, on the other hand, presents 
a different picture. If we view the Swiss sex 
ratio, it appears to be more stable (and near 
about unity) than that of France. At the same 
time, for the age group 25-29 years, it shows 
slight fluctuations. The ratio was at a slightly 
lower level, at 0.987, in 1910, but it declined 
to the lowest level of 0,934 in 1970, passing 


through some ups and downs but always 
remaining below unity in the interim periods. 

Other than sex-differential mortality, sex- 
biased international migration can change a 
country’s sex ratio. This may happen 
relatively more to the population belonging 
to the young adult age groups becau.se 
international migration mostly pertains to 
these age groups. After the world wars, there 
was large international migration among the 
Fuiopean countries and that had a noticeable 


Tabu. 3- Sl-.x Ratio at Bibth (SRB) in Modki. 
Hr.Ai.Tii AND Idbal RroisntATinN Units in 
Whsi BpNiiAi.. l%2-84 


Year 

SRB 

Year 

SRB 

Year 

SRB 

1962 

0.885 

1971 

0.9.16 

1978 

0.93.5 

1%5 

09.30 

1972 

0.886 

1979 

0.899 

1966 

0.910 

1973 

0937 

1980 

0.937 

1967 

0918 

1974 

0.934 

1981 

0.919 

1968 

0.969 

1975 

0947 

1982 

0904 

1969 

0 972 

1976 

0931 

1983 

0905 

1970 

0 929 

1977 

0968 

1984 

0.935 


Soune. 'Report on Model Health and Ideal- 
Registration IJnits 1%2 to 1984’, WB 
Stale Bureau of Health Intelligence, 
Government of West Bengal, Calcunn. 
(Title vanes: miincugniplied) 


Tabu: |- Fi-MAifc-MAtE Ratio at Biirni by ProvinO;, 1.891-1936 


Years/ 


1891- 

1901- 

1911- 

1924- 

1929- 

1934* 

19.35* 

1936* 

Province 


1901 

1911 

1921 

1928 

19.33 




Bengal 


0.936 

0941 

0 933 

0926 

0926 

0926 

0.893 

0.'/26 

Bihar and Onssa 

0.942 

0.955 

0950 

0960 

(I9«) 

0 943 

0.94.3 

0943 

Bombay 


0,926 

0926 

0 925 

0.926 

0926 

0.926 

0926 

0943 

CP 


0941 

0 954 

0 955 

0.950 

()9.5() 

0 94.3 

0.952 

0 952 

Madras 


0,959 

0 958 

0.9.56 

0 960 

1) %() 

0 S9.t 

0 893 

0.893 

Punjab 


0.906 

0.909 

0906 

0 890 

0.890 

0.89.3 

0.893 

0 893 

UP 


0918 

0.924 

0.919 

0 890 

0 890 

0 885 

0 885 

0.926 

Coorg 


NA 

NA 

NA 

0915 

I) 935 

0 926 

0 877 

0.926 

Ajmcr-Marwju- 

NA 

NA 

NA 

0 862* 

0 862* 

0 840 

0 870 

0 885 

Delhi 


NA 

NA 

NA 

0926* 

0 926* 

0 935 

0 943 

0,917 

Assam 


NA 

NA 

NA 

094,3* 

0.94.3* 

09.35 

0.943 

0 935 

Note 

NA - Not available. 








Soiirees: Population, 

National Planning Committee, India, 1947. Vora and Co. Bombay. 


* 

National Health, National Planning ComituUee, India. I94.S. Vora and Co. Bombay 




Tabi.6 2: 

Sfx Ratio at Birth (SRB) in India 1949-1988 




Civil Rcgisinuion System 


Sample Registration System 

Year 

SRB 

Year 

.SRB 

Year 

SRB 

Peiiod* 


SRB 



Total 


Total 


Total 


Total 

Rural 

Urban 

(1) 

(2) 

(3) 

(4) 

i5) 

(6) 

(7) 

(8) 

(9) 

(10) 

1949*’ 

0911 

1962 

0.909 

1971 

0904 

1981-8.3 

0 918 

0918 

1)919 

19.50'' 

0.908 

1963 

0.889 

1‘.'72 

1) 90,T 

1982-84 

0')|l 

0 9(W 

0 917 

1951'’ 

0.905 

1964 

0.9lX) 

1973 

09.31 

1983 85 

om 

0 90'/ 

0 891 

1952’’ 

0907 

l%5 

0 894 1974-75 

0922 

1984-86 

0.912 

0 917 

0.897 

1953-54 

NA 

1966 

0.715 

1976 

0 896 

1985-87 

0912 

0914 

0,902 

1955-58 

0,892 

1967 

0 894 

1977 

1.025 

1986-88 

0 912 

0 908 

0 925 

1959 

0 909 

1968 

0 892 

1978 

1 119 





1960 

0.909 

1969 

0.901 

1979 

1 043 





1961 

0.907 

1970 

0.899 

1980 

1.17.5 






Sourer.t: Vibtl Stalislic.i of India, Office of Registrar Oeneiiil (ORG), Ministry of Home Affairs, New 
Delhi (different years). 

a Final Populuhon Toiah- Rrief Analysis of Primary Ahslriu t, Census of India 1991, Scries 1. 
Paper 2, ORG, 1992. 

b Demonraphic Yearbook. United Nations, (diftercnl years). 
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Pioure: ftMALE'MALE Ratio m Total Population and Sei-ecieo Aoe Groups in Inha, Hiance and 

Switzerland. 1901-1981. 



1901 1911 1921 19.11 1941 1951 1961 1971 1981 


i mpact on the sex ratio because this migration 
in most cases was not gender-neutral 
The di.scussion will be confined to France 
and Switzerland for reviewing the impact of 
migration on sex rati«). Limited accessibility 
to pre-1945 migration data prevents us from 
commenting on the features of that ficriod. 
In the post-war pcriixl (1946-1957) emigra¬ 
tion from Switzerland was on a smaller scale 
than immigration to that country. The latter 
was as large as 5 per cent of the 1946 
population |1L0 1959; Chapter X). And 
{icrmancnt immigrants were predominantly 
lemalc workers from Italy. That .seems to 
have pushed up the sex ratio (FMR) from 
l.()69inthe 1940Ccn.susto 1.076inthe 1950 
Census. Excess female immigration, 
according to ILO (1959; 331), “was distinct 
at the tune of the 1950 Census, and has 


become even more marked since. However, 
more recent immigration, with a clear 
majority in favour of the male .sex, has 
probably corrected it to some extent.” And 
this was reflected in the I960 Census, when 
the FMR dropped to 1.033. This phenomenon 
is very prominent in the work-force belonging 
to the age group 24-29 years, where the FMR 
increased from 1.018 in 1940 to 1.069 in 
1950 and then declined to 0.952 in 1960. In 
the case of France also, migration contributed 
a lot in changing the sex ratio. The ILO 
(1959) study on the sex-differential migration 
will eventually be an important source in 
explaining the fluctuations in the sex ratio 
during the post-war pcnixl. The study states; 
“In France net immigration was probably 
less than I per cent of the original population 
figure." In continuation, it was also pointed 


’ out that “the greater majority of the im¬ 
migrant workers were men. Immigration in 
France, therefore, attenuated the effect of 
war losses on the distribution of the young 
adult generations. It is true that emigration 
cancelled out part of this compensating 
effect.” 

In the present analysis, some striking 
contrasts are observed in the demographic 
transition of India. The total population in 
India has a low FMR whereas that ratio is 
high in the young adult ages (20-24 years). 
On the other hand, in the case of France and 
Switzerland, the FMR in the total population 
of all ages is high but a lower value of FMR 
is prevalent in the age group 25-29 years in 
the normal periods. However, it increases in 
the event of female surplus immigration or 
male .surplus emigration. Moreover, the FMR 
jumped up suddenly in France with the 
outbreak of war. The two world wars involved 
large military losses that led the FMR of the 
young adult ages to go up to an unprecedented 
level. Accordingly, coexistence of low .sex 
ratio in the total population with its high level 
in the young adult ages of Indian population 
makes it interesting. And the coexistence of 
high FMR in the population of all ages with 
its low level in the normal periods at the 
young adult ages, as observed in France and 
Switzerland, presents a new dimension of a 
paradox of sex ratio. 

Concluding Riatarks 

The factors leading to a higher FMR in 
the age group 20-24 years in India have been 
indicated indirectly through evidence from 
France and Switzerland. One of the possible 
factors is excess female immigration. But 
international migration for India has not been 
large. The effect of war has also not been 
devastating in terms of loss of lives. 
Therefore, the low proportion of males in the 
age group 20-24 years may he due to excess 
male mortality induced partly by day-to-day 
occupation-related risks involved for tliem.^ 
We noted earlierthediffercnce in age specific 
mortality between the two sexes. According 
to Kumar (1989), excess male mortality in 
some age groups is in no way a counter¬ 
balance to EFM in some othei age groups. 
This could be seen in an indirect way. In 
India the FMR at live birth’ (SRB) is 
approximately 0.910 (Table 2). So the FMR 
should remain at that level if there is no 
excess mortality of either sex. And in the 
long run, the sex ratio should remain below 
the SRB if there is EFM. But evidently, the 
sex ratio in the total population has been 
higher, between 0.930 and 0.970. Keeping 
in mind the prevalent features - high sex 
ratio in the adult young age group, viz, 25- 
29 years, in France and Switzerland during 
war periods, and in the age group 20-24years 
all the time in India - it can justifiably be 
held that EFM is not a fact. And as a non- 
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existent factor, EFM can have no influence 
in determining the low level of the FMR in 
India over a long period, viz, the current 
century. 

Appendix 

The life expectancy at birth in India ha.s 
gradually improved during the 111 years 
between 1881 and 1992 (Table A). The 
transition has been in three phases. In the 
first phase (1881-1921) with low life 
expectancy, females were ahead of males. 
I n the second phase (1922-1980), the situation 
changed in (favour of males. In the third 
phase beginning from the last decade at a 
moderate level of life expectancy, females 
achieved a higher position than that of males 


Table A: Life Expectancy at Biimi by Sf.x in 
Inpia, I ski-1992 

(Yt'iiix) 


Year 

Males 

Females 

1881 

23 67 

25.58 

1891 

24 59 

25.54 

I'JOI 

23.6.3 

23.96 

1911 

22..59 

2.3 31 

1921 

1942 

20.91 

19.31 

26.91 

26 26 

1941 

32.09 

31 37 

1951 

.32 45 

.31 66 

1961 

41,89 

40.55 

1971 

46 4 

447 

1980 

54 1 

.54 7 

1981-8.5* 

55.4 

.55 7 

1986-88* 

.57 0 

57.4 

1991-92** 

57.7 

58 7 


Soun-es- Staiixtual Ab.xtrach India I9H4, Ceiilnil 


Stali.slical Organisation, Government of 
India, New Ociht. 

* Fimtl I’opulatirm ToUitx- Hrief Analysix nf 
Pnnutry Cemus AbsUuct, Census ol India 
1991, .Senes I, Paper 2 of 1992 
** 'Social Indicators of Development for India'. 
EPW Research Foundation. Ecanomic and 
Piililical Weekly, May 14, 1994. 


hospHats also reveals low SRBs over many 
years. "The Office of Registrar General. India 
ha.s recently collected data on live births tiuu 
took place in hospitals, health centres and 
insututions liKatcd inosliy in urban areas This 
wa.sbased on six million livcbiith.s that occurred 
during 1981-91 in various pans of the country. 
The sex ratio at birth has been calculated to 
be 0.891. “ [Nanda 1993.1 IJ Prcvalencx of 
strikingly low SKB is accepted in the census 
study for the decade ended in 1981 The Office 
of Registrar Gcneml .states. "Generally, the 
ex|iected level of sex ratio at birth is 0 9^2 but 
in India tlic .sex ratio of children ever bom in 
total, rural and urban areas i.s only O.HOa. 0.896 
and 0.885. res|)ectively" |ORG, i98S!i 71. And 
the Sample Rcgisliaiion System which 

too is a reliable source, coiifinns the low SRH 
m India at the values oft) 923 and 0.928 in 1968 
and 1969, respectively (ORO 19701 The SRB 
was 0.922 in lural areas in 1966-67 |ORG 
1972). 
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Notes 

1 The .same feature is jic.Tiiicnl also to Bungladcsli. 
with .similar socio-economic conditions, which 
experienced 6 to 9 per cent male deficit lo 
females in the marriageable age groups |Scih 
1989). 

2 The decline of sex ratio, according to the ORG 
(1992), was not to be attributed to undci 
enumeration of females 

3 Approximate military losses for France 
during 1914-18 were l3,45i,(K)() lives and 
during 1939-45 were 6,00,()(X) lives (Mitchell 
1980). 

4 For this point, the reader is referred lo ORG 
(1972). 

5 The data on sex ratio at birth (SRB) are avail- 
' able from Civil Registration System (CRS) 

But the data yielded by the CRS are deficient 
qualitatively as well as quantitatively 
(Padmanabha 1982), tuid so we ore ignoring 
them. The West Bengal State Bureau of Health 
Intelligence data obtained from five selected 
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REVIEWS 


Occupation and Inherited Status 

Ramesh Kambie 

Dalit Movements and Meanings of Labour in India by Peter Robb (ed); Oxford 
University Press. New Delhi, 1993; pp 354, Rs 290. 


Caste system in India is not merely adi vision 

of labour. It is also a division of labourers. 

- B R Ambedkar 
(in Annihilation of Caste) 

AN enquiry into the I ink between occupation 
and inherited status, reflected in the above 
quotation, is the focus of this volume 
comprising 11 essays and a long introduction 
by the editor. The volume seeks to illustrate 
that despite the experiences of colonialism 
and capitalism, the meanings of labour in 
India continue to be influenced by the social 
andcultural conditions, bclicfsand practices. 
The Indian experience of social and economic 
status reflects brahminical hierarchies rather 
than tho.se envisaged in colonialist or 
capiiali.st experiences. 

The volume addresses three main issues; 
firstly, evolving and contrasting meanings 
of labour in India; .secondly, how labour 
conditions and organisation altered in India 
from 18th cenniry to the present day; and 
thirdly, how farthcscchanges were contested. 
The first three essays in this collection .seek 
to understand the evolving and contrasting 
meanings of labour. Involved heteisacritical 
assessment of concepts such as ‘wage labour', 
‘class' and ‘proleterisation’. The chapters 
four to eight and nine to eleven deal with 
two aspects of dalit movement - migrations 
and protests - respectively. They seek to 
understand the impact of these movements 
on meanings of labour and the problem of 
traditional hierarchies in India. The last essay 
analyses the conditions of labour in India’s 
steel towns and illustrates the feudal character 
of these modem industrial organisations. 

In his introduction Robb raises theque.stion 
as to whether specific and cultural features 
have been merely a diversion from the 
expected course of development or do they 
present specifically south Asian forces in the 
economy, of labour and social status. He 
points out that in terms of labour recruit¬ 
ment. management, control and surplus 
appropriation in India we witness continuous 
relevance of social and cultural conditions. 
They have been (lerpctuating the servility of 
labour in India Robb concludes that the 
powerful and intrusive force such as 
colonialism, capitalism, communications or 
Engli.sh law influencing the Indian economy 
and society, have coexisted with the force 
of specific cultural memory in India. 


1 am indeed in agreement with Robb’s 
contentions. However, certain positive 
consequences of the British raj for dalits 
should not be ignored. The recruitment of 
dalits in the British army and textile mills, 
for instance, had important implications for 
their selfhood and protest. It resulted, apart 
from economic independence, from 
enslaving social structure, in creating a sense 
of self-dignity which they were deprived 
under enslaving social structure. Secondly, 
the exposure to European egalitarian ideas 
throu^ Engli.sh education also played an 
important role in creating new awareness 
about oppressive Indian social stiucture. 
Social thinkers and reformers such as Jotiba 
Phule, M G Ranade, B R Ambedkar were 
deeply influenced by European egalitarian 
ideas. Thirdly, educational opportunities and 
political safeguards received by dalits under 
the British rule, though characterised as 
‘divide and rule’ policy, generated avenues 
for qualitative social mobility. 

David Washbrook in his article, ‘Land 
and Labour in Late 18th Century South 
India: the Golden Age of Pariah?’, contrasts 
labour conditions in 18th century to that in 
the 19th century, and maintains that the 
labour conditions in 18th century were 
characterised by diversity of choices 
(differentiation), subject to exchange 
relations favouring occupational mobility 
and, involving a complex system of rights 
in social product. The merit of Washbrook’s 
contentions should be evaluated in the light 
of the following questions. Firstly, does the 
18th century diversification of labour in case 
of the landless dalits involve a choice or is 
dictated by their necessity of bare minimum 
survival? Secondly, if labour was created by 
the exchange relations, did the landless dalits 
have any say in deciding the terms of 
exchange in the framework of rural economy? 
And even if they had, was it not due to the 
availability of employment in textile industry 
and army rather than in traditional rural 
structure’’ Thirdly, should not the ‘inam’ 
lands and the ‘honours’ of temples, courts 
and clans be viewed as attempts aimed at 
creating loyalties to maintain the existing 
hierarchies and hegemonies and offset any 
dissent against the system? Fourthly, 
Washbrook’s contention that under the 
‘adimai’ system of agrestic servitude adimais 


were not without personal rights and that 
they existed in relations of ‘mutual 
obligations’ with their masters. *016 adimais 
depended on their masters for subsistence 
and protection while the masters depended 
on them for regular labour supply. ’This 
raises a question; did adimais under the 
adimai system of servitude have any choice 
but to remain tied to their masters for 
subsistence and protection? And did the 
masters really honour the relationship ol 
mutual obligaiion?The author himself points 
out that this relationship could be easily 
abrogated if obligations on the part of adimais 
were not met or violated. Whereas, the 
masters did sometimes violate their 
obligations towards adimais without any 
punitary measures. The rights of adimais 
under this system were therefore more 
theoretical than real. Hence, the author’s 
contention that there was a scope for self¬ 
enhancement of adimais under this system 
is not convincing. 

Moreover, Pariah’s occupational mobility 
- the notion of their ‘golden age’ - owes 
to their cultivation of hazardous island, 
employment in less skilled spinning and 
weaving and in company’s army. This means 
that Pariahs were forced to cultivate 
dangerous lands, seek employment in 
unorganised textile production and in army 
because they were ousted from village land. 
But, did the system of sharecropping, 
entitlement to ‘inam’ lands and ‘honours’, 
and the golden age of Pariah radically alter 
the hierarchical and hegemonic social 
structure? The everyday experience shows 
that despite their relative occupational 
mobil ity and consequent economic ‘success’, 
the Pariahs even today are segregated in 
every walk of life. 

In the next chapter, ‘Work Constructed: 
Ideological Origins of Labour Law in British 
India to 1918', Anderson has critically 
examined the genesis and nature of colonial 
labour law. He points out that though the 
viability of Britishraj depended on successful 
harnessing of indigenous labour, the 
organisation of work and policy on labour 
were not subjects of explicit formulation till 
the early 19th century. The Industrial 
Commission, appointed in 1906, was the 
first step towards a systematic policy on 
labour, and the establishment of ILO in 1919 
provided inspiration for legislation on labour. 
This legislative intervention, however, was 
limited to certain areas of economy and most 
of the actual organisation of work was carried 
out through local mechanisms as it helped 
thecolonialist’sgoal of capital accumulation. 
Further, according to the author, the official 
recognition of labour and the legislative 
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in which colonialist’s interests were at st^e. 
Thus, Anderson maintains that the British 
legal formulation on labour was haphazard 
and ad hoc in nature. 

In chapter four, ’Oustating Singbonga: 
The Struggle for India’s Jharkhand’, 
Corbridge describes how the processes of 
Hinduisation and modernisation oustated 
tribal communities from their natural 
economy, and subsequent resistance to these 
attempts of reshaping their environment and 
identities. Corbridge points out that forests 
were not merely sources of subsistence for 
tribal communities but also central to their 
identities and solidarities. Under various 
rajahs and British state’s forest policy tiibals 
were deprived of their private collective 
land rights. Furthermore, the post¬ 
independent India’s policy of 
developmentalism and tribal’s integration 
into the mainstream has been viewed by 
tribals as intruding on their natural economy 
and identity. 

An interesting account of continuity 
between the origin of work in Santhal’s 
mythology and their experiences of labour 
in traditional and modem conditions is 
offered by Marine Carrin-Bowez in ‘Forest 
to Factories; Santhal’s Conception of Work’. 
The author points out that notions of work 
and death are missing in the initial phase of 
Santhal mythology, and are introduced by 
outside forces, i e, through their experiences 
with Hindu rajahs and the colonial state. 
Thus, the depiction of labour camp 
corresponds to their estrangement, 
oppression and exploitation resulting from 
imposed system of work; Hindu rajahs as 
tax-inspectors; and the captain saheb 
subjecting them to hard labour. Hence, in 
their mythology the notions of work for 
others and the conception of work devoid 
of social obligations (wage-labour) are 
located in the realm of death-outside .society. 

Chapter six. ’Tribal and Indentured 
Migrants’, focu.ses on migration and 
incorporation of Indian labour in plantation 
and industrial production. 'Thus, as against 
the divergent and stereotypical analysis of 
indentured and tribal migration, evident in 
‘voluntarist’ (considering migration as 
creating employment opportunities for the 
marginalised) or the ‘objectionist’ 
(considering migration as fundamentally 
coercive) orientations, the author argues for 
the need for multi-layered approach because 
the realities of tribal and indentured migration 
exhibit a complex arena of choices and 
coercion. Further, experiences of migration 
show that they are caused by both social and 
economic factors. 

Aijan de Haan in ‘Migrant Labour in 
Calcutta Jute Mills’ concentrates on 
instability of labour force and it’s 
implications for proletarisation of working 


opposed to the earlier understandings of 
instability of labour as mainly caused by the 
links between agricultural hinterland, the 
author maintains that the instability of labour 
in Calcutta Jute Mills was caused by the 
possibilities of altemati veurban employment 
in informal sector. Thus, the unskilled 
migratory labour from Bihar, Orissa and 
United Provinces had diverse labourchoices 
such as earth-work on railways, field labour, 
digging and clearing of tanks, repairing roads 
and factory employment. The skilled labour, 
mainly Muslim weavers from the United 
Provinces, enjoyed mobility tielween and 
within variousdepartments of mills. Further, 
as far as the labour recruitment and control 
is concerned, it continued to rest, till 1980. 
in the hands of Sardars. For, apart from 
being recruitors, they were also organisers 
and breakers of strikes, and induced workers 
to change mills. Hence, Haan’s contention 
implies that Marxist categorisation oflndian 
proletariat created and subordinated to capital 
is one dimensional and devoid of actual 
realities pervading the realm of labour. 
Further, Haan argues for the need of analysis 
which can explain how alternative and 
informal employment was interlinked with 
capitalist production and the adequate 
explanation of social psychological 
implications of spread of capitalism. 

The next three essays deal with the dalit 
protest and its impact on formation of 
identities and meanings of labour in India. 
’Thus, in ‘Intimations of Equality’ Dilip 
Menon deals with formation and 
reconsutiction of identities and notions of 
community in the .specific social context of 
religious festivals. The author points out tiiat 
these religious fe.stivals involved social 
relations of caste hierarchies and enacting 
of corresponding behaviour and designated 
functions. However, they also exhibited 
assertions and transformations of identities 
by the lower castes. Thus, in the background 
of formation of iniquitous community around 
the religious festivals of shrines managed by 
the dominant Nayar ‘tharavadus’ 
(households), the author describes ‘Tiyyas’ 
(toddy-tappers) attempts of creating parallel 
shrines and temple c.stablishment$ and 
thereby projecting the idea of community of 
equals. However, this attempt by Tiyyas was 
a limited one as the Nayars did not worship 
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importantly, Tiyyas prevented other low« 
castes (unlouch^le Chetumas and Pulayas) 
from worshipping at these temples. 

Nandini Gooptu’s essay, ‘Caste and 
Labour’, deals with the social and labour 
experience of dalits in major towns of Uttar 
Pradesh and ibeir iecon.struction of self- 
identity and history in this urban social 
context. Thus, the late 19th and early 20th 
centuncs migration of dalits to towns marked 
a change from exploitative social relations 
of work in the rural set-up. Instead of servile 
labourers of the higher castes, they became 
employees of municipalities and in other 
services. However, despite this wage 
employment, caste segregations in 
employment and settlement did not cease to 
exist. For. even in urban centres they 
continued to be engaged in ‘impure’ and 
menial services and settled in secluded 
pockets of urban outskirts often devoid of 
any civic amenities. Amidst this background 
of contrary experiences of relative fieedom 
and caste segregation, the author locates the 
genesis of ‘bhakti’ resurgence and the adt- 
Hindu movement. It should be noted here 
that both these attciniHsul radical reformation 
of self-identity were nxued in the traditional 
cultural setting, whereas Ambcdkar’satiempt 
of reconstructing identity for dalits, though 
drawn from the past, involved critical 
reinterpretatioili)rthaipa.si.Tlius, Rodrigues’ 
essay,‘Making aTraditionCritical’. focuses 
on Ambedkar’s attempts of reconstructing 
Buddhism as a global ideology fur future. 
This reconstruction, the author points out, 
IS influenced by Ambedkar's quest for 
emancipatory ideology foruntouchables. and 
also for reshaping the face ul Indian society. 
Rodrigues reviews Ambedkar’s writings on 
Buddhism especially Buddha and His 
Dhamma, and shows that Ambedkar 
concei ved Buddhism as appealing to critical 
reason and experience, and as involving a 
.scKial mc$.sagc: justice, love, liberty, equality 
and fraternity, which was ignored in earlier 
writings on Buddhism, 

This volume addresses many vital facets 
of dalit labour and their implicatiom for 
evolving meanings of labour, and the 
question of social status in India. 1'he essays 
exhibit a painstaking histoncal research and 
multi-dimensional nature of analysis of the 
subject matter. 
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Che at 23: Making of the Revolution’s 
Poster-Boy 

Vijay Prashad 

The Motorcycle Diaries: A Journey around South America by Rmesto Che 
Guevara, Fourth Estate, London, 1996, pp IS*?, £5 99 


ALMOST ^0 years after his untimely death. 
Ernesto Che Guevara's diaries from a 
motorcycle liip made in 1951-52 were 
published in Havana, Cuba In 1995 Ann 
Wnphl’s tine translation appeared in 
England under the imprint ol Veiso who 
produicd T shirts and calendars of the 
revolutionaiy calinp an ue cream to 
announce the book and introduce a new 
generation to the phenomonun of Che Flie 
botik w as reviewed by the conseis ativc 7 mu \ 
(Easy Rider meets Das Kapilal ), by the 
liberal Ouauluin ( It s Hue Marxists just 
wanna have tun’) and by the tuide journal 
fliL'/VotU Politically coiicitievolutionaiy 
hero' Perhaps a lew years later but m this 
account Che Guesaia comes over as one ol 
the lads ) 1 he consensus was that this was 
a ‘lusty tiavc’loeue which was ‘Iree o( 
pomp and lull ol lile” (as the publicists ol 
Fouith Estate put it lot their 1996 paperb<ick 
release) Whatthepuhlu ationhooplaniisscJ 
w,is the agonised and lortuied 21 year old 
trom a bouigeuis family who ttied to square 
his faith in the ideologies ot liheialism with 
the icalities ot capitalism the jounicy like 
the 1959 trek thiough the Sierra Nevada in 
Cuba, was the chrysalis which piiHluced the 
Socialist Man' who went amongst the 
peoples ol Bolivia in 1966 to create the 
proletarian revolution in the continental 
manner ol the carliei bourgeois 
revolutioiKiry Simon Roliv,u 

In 1951 s2 Che (which iiic.ins liiend in 
the patois ol At gcn(in,i) Ictl his natu e coiinti y 
in the comp my ol a Iriciul with whom he 
shaied La Ponderosa (the Powcriul One) 
a 5(K)cc Notion motouyilc they planned 
to ride Irom Argciilina up the west co.isi ol 
South Amenca thiough Chile Peru 
Colombia ind tinally Venezuela the two 
Inends with then basic medical ti lining 
complete lelttodis^osei thcircontinent.ind 
to explore lives Lit remosedirom their own 
bourgeois lainilies Many ot iheircncountcis 
rcaltiimed the worst elements ol their 
socialisation while otheis lugged at the 
conti.idictions which luik m the minds ot 
us moderns 

I he man whocmciccs in ihediaiics is by 
no means the jieilect hiimtn being who 
congeals within himselt the nobles' hojics 
and aspiiations ot our collcc live c is ilisation 
Hcic IS a young in in whti cheats lot wine 
who deceives lor a tide on a truck who 
makes strong picjiulicial lemarks about the 


Amerindians and who offers himselt up as 
a sexist pig Che, brashly, recounts a village 
dance at which he dances with a young 
woman who at first appears to want to go 
outside the hall with Che, but then changes 
her mind I was in no stale to listen to 
icason ’ Che wrote ' and wc h.td a bit ot 
a barney in the middle ot the dance floor, 
resulting in me pulling her towards one of 
the doors with evciytKidy watching’ (45) 
Fortunately loi the young woman, a strong 
kic k at C he icsullcd m some contusion which 
brought the other villagers to her assistance 
The incident occurs shortly aflei Che leaves 
hi< tiance behind m a gust ot sentimental 
poetiy ot undying love Both visions of 
women conlirms once again the common 
denial ol full moral equality to women the 
C uban campaigns lorccd the levohitionancs 
to leconsider their ideas regarding women, 
tor many ot their c omi ades on the Iront were 
women Communism as political practice, 
docs not automatic ally eliminate all that is 
socially undesirable rather to naraphrasc 
I enin it insists upon making the vaiious 
struggles clearer broader moie open and 
shaiperl ACancalurcofMarxism’ Octobei 
1916) The struggle for women s ecjualily 
IS a light lor the recognition ot the moral 
cquiv,ilencc ot women and men as well as 
the attendant tight foi economic justice Che 
would only conliont these lessons in ('uba 
amongst a politically ac ti ve group of women 
whose matenalist Icminism was nuitured by 
then sacrifices m the struggle Most reviews 
ot Che s diaiy avoid the complexities ol his 
dcvciopmciil and use such sexist remarks to 
dismiss entire ii,iditions ol political thought 
and practice Marxism must continuously 
acknowledge and relentlessly criticise all 
toims ot sexist ideology and practice The 
publication ot these diaiics otters us an 
avenue to confront the issue head-on 
The inp proved to he dccisisc m Che s 
iile tor It w.'s during this journey that he 
came into com,ict with the timdamcntal 
oppression of the Amcrinduins at the hands 
ot those South Americans who claim 
European ancestry In Chile amongst the 
Avamara. Che lelt he could catch an 
occasional glimpse ot what life must have 
been like piior to the Spanish ('onquest 
■ But the people’, he reflected, “are not the 
same proud i ace that time alter time rose up 
against Inca rule and forced them to maintain 
a peimanent aimy on their borders these 


people who watch us walk through the town 
streets are a defeated race They look at us 
meekly, almost fearfully, completely 
indifferent to the outside world Some give 
the impression that they goon living simply 
because it’s a habit they can’t give up” (77) 
Che came to understand the depth of the 
exploitationof the Amenndiansin the various 
mines along the western mountain ranges ol 
Chile and Peru For the Euro-Amencan 
masters, the Amerindians were no better 
than beasts of burden At one point, Che 
intervened to relieve the burden of an 
Amerindian "there was no sign on his 
enigmatic face to show whether he 
apprccialedourgestureornot” (108) During 
these travels, Che was conlronled by the 
labyitnth ot capitalism’s exploitation he 
had nut yet come to appreciate the depth of 
popular unrest and the means tor that unrest 
to lead to social revolution In a letter to his 
family from Columbia, he complained of the 
semi fascist conditions and exclaimed 'It 
the Columbians want to put up with it good 
luck to them, hut wc re getting out ot heio 
as Siam as we can' (144) Nut a decade later 
Che and his Cuban triends would otter the 
opposite assessment it is time to buckle 
down tor a tight 

In the altcimath ol the Cuban revolution 
(1959), Che wrote .m account ol guerrilla 
warfare which was published as hpisode^ 
oj iht Resoluiionai't War (New York 
International Publishers 1968) Afteranearly 
debacle the Gi anma levoluiionanes.hcaded 
lor the Sierra where they lived amidst the 
peasantry ‘Guerrillas and [icasants began lo 
merge into a solid m.iss No one can say 
exactly when in this long jiroccss the ideas 
became icality and wc became a part ol the 
peasantry As far as I am conceined the 
contact w ith my patients in the Sietra liirncd 
a spontaneous and somewhat lyrical decision 
into a more serene force one ot an entirely 
diflerent • aluc Those poor suffering, loy<il 
inhabiLintsof the Sieiracannotcven imagine 
what a great contribution they made to the 
forging ol our icvolutionary ideology 
(fc/Muw/er, 57) It the Sicria made the union 
between theory and practice more than ‘mere 
Ihcoiy , the 1951 52 journey played an initial 
role tn the creation ot a revolutionary At 
the close ot his diary, Che wrote ot the 
emeigcnce ol sell-consciousness amongst 
the oppressed and that he would lake his 
humble place amongst the people As if to 
tortell his murder in Bolivia on October 8, 
1967, Che wrote the following prosaic lines 
“ 1, the eclectic dissector ol doc trines and 
psychoanalyst ol dogmas, howling like a 
man possessed, will assail the barricades and 
trenches, will stain my weapon with blood 
and consumed with rage, will slaughter any 
enemy I lay hands on And then, as it an 
immense weariness were consuming my 
recent exhilaration, I sec myself being 
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acrificed to the authentic revolution, die 
;reat leveller of individual will, pronouncing 
he exemplary mea culpa. 1 feel my nostrils 
lilate, savouring the acrid smell of 
mnpowder and blood, of the enemy ’ s death; 

brace my body, ready for combat, and 
irepare myself to be a sacred precinct within 
vhich the bc.stial howl of the victonous 
Koletariat can resound with new vigour and 
lew hope” (152). 

For the man bom on the anniversary of 
he Bastille (the inauguration of the French 
evolution), this journey was essential for 


NDIA ratified, on March 27, 1979, the 
ntemationai Covenant on Civil and Political 
lights as also the one on Economic, Social 
ind Cultural Rights. Article 40 of the 
Covenant on Ci vi! and Political Right.s binds 
he stale parties “to submit reports on the 
neasures they have adopted which give 
:ffcct to the rights recognised herein and 
>n the progress made in the enjoyment ol 
hese rights”. These reports are examined 
ly a Human Rights Committee set up by 
\rticlc 28. It comprises 18 experts elected 
ry the stales parties to the Convention. 

India submitted its first Report on July 4, 
1983, which the committee examined on 
March 28 and 30. 1984. It sent its second 
Report, aftei seven reminders, on July 12, 

1989.1'he committee examined it on March 
26 and 27, 1991. The third Report, due on 
luly 9. 1990, was submitted in late 1995 or 
:arly 1996. In the two proceedings before 
he Human Rights Committee. India’s 
tttomey general was grilled by the members 
and the inadequacies in the Reports were 
jxposed. There was little press comment on 
these proceedings in India. 

It would seem that the government’s 
indifference to the HRC is matched by that 
nf the media and, sadly, also human rights 
activists. This is in glaring contrast to the 
interest shown in the HRC’s work by lawyers 
and human rights activists in Sri Lanka, to 
go no farther. 

This book is a definitive study of the 
committee. It is. in a sense, a study of the 
case law built up by the HRC over the years. 
This ts done within the general context of 
the development of international law on 
human rights since 1945. It contains a mine 
of information. The articlewise commentary 
on the Covenant makes tt an iiididpcnsable 


it woke him to the realities of our world and 
it drove him towards a reassessment of his 
future as a bourgeois Argentinian doctor. 
The belief in the power of human struggle 
and in the impossibility of capitalism to 
solve its crises, pushed Che towards the 
ragged band of Cubans who waited in Mexico 
under the able command of the basketball 
champion Fidel Castro. With such gems as 
the motorcycle diaries hidden in the archives 
of Havana, one can only hope that we will 
soon be offered the diancs of Castro; with 
bated breath. 


source of reference. Of I he nearly 100 states 
which have ratified the Covenant, nearly 
half of them have ratified also the Optional 
Protocol which empowers the HRC to receive 
complaints from individuals. India is not 
one of them, however. The book provides 
a model form of such a complaint besides 
throwing tight on the procedure. 

The work traces the history of the 
Covenant, describes the working of the 
committee and its legal status and the system 
of periodic reporting by the states parties. 

Since the Articles ot the Covenant are akin 
to the fundamental rights in Part III of the 
Indian Constitution, this book can provide 
considerable help to courts and jurists in the 
interpretation of the rights. That includes, 
for instance, the rightsof pri.soners, of persons 
accused of crime and, of course, the precious 
civil rights of citi/ciis. Article 19 cmbtxlics 
the right to (rcc speech (hence, the name 
which the London-based organisation has 
adopted - ‘Article 19’). 

Likewise Article 9 of the Covenant 
guarantees protection against arbitrary 
arrest and detention. India’s instrument of 
ratification contains certain reservations; 
one of them relates to preventive detention. 

While dealing with individual cases, the 
HRC also provides ‘General Comment’. 
Indeed, Article 40(4) of the Covenant requires 
it to do so. Let us consider how the HRC 
applied Article 19. Based on its proceedings, 
the author records; ‘‘Members of the HRC 
have attached great significance to how legal 
restrictions and limitations operate in prac¬ 
tice. How and by whom were they interpreted 
and enforced? How was their discriminatory 
application avoided? State representatives 
are often requested to provide .statistical 
information on the availability and circu¬ 


lation of books, newspapers, magazines, and 
other publications. Other information 
commonly sought concerns the operation of 
licensing regimes, direct or indirect support 
nr control or authorisation of the pre.ss, the 
languages of publications, the variety of 
cultural performances, the possibility of 
subscribing lu futeign newspapers and 
periodicals, restrictions on the activities of 
foreign corre.spondcnts or dispatches from 
foreign press agencies. During consideration 
of the report ol Guyana. Professor Tomuschat 
raised the question of indirect practical 
limitations on freedom of expression as a 
result nf difficulties in obtaining newsprint. 
Such information provides invaluable 
indications of the practical state of freedom 
of expression in a given country.” 

On both (K'casions when India's Report 
was considered, HRC’s members politely 
but firmly told its attorney general that it was 
no use citing texts of laws. They wanted to 
know how the laws were enforced - eg. on 
dowry deaths. 

The author is by no means uncritical. He 
points out sharply the Haws in the HRC's 
approach to a goixl few thorny issues. This 
is due largely to differences among mcmbcr.s 
of the HRC. 

The author is parttcularly critical of the 
HKC’s rather unsatisfactory practice on 
Article 19: "In a number of respects, however, 
the HRC’s priiclice concerning Article 19 
is perhaps the most di.sappointmg of the 
articles examined in this work. The right to 
hold opinions has been little dealt with. The 
considerations of the HRC and the General 
Comment on Article 19, apart from the brief 
reference to ihc development of modern 
mass media, have been confined to rather 
narrow aspects of the right to freedom of 
expression. Vei 7 little attcnlton has focused 
on its more positive and progressive aspects 
although one of the newer HRC members. 
Mr Mommerstecg, appears to take a particular 
interest in this area. The freedom to .seek, 
receive and imparl mform.ition and ideas of 
all kinds is open to a much more dynamic 
approach in terms of the openness of local 
and national government, and accessibility 
of the various forms of media to political, 
ideological and swial groups, access to 
official records and other public documents, 
developments concerning vital commercial 
information, the increasing use of computers 
and the consequent demand for personal 
data protection.” 

In India debate on issues like personal data 
protection and the content of the freedom 
of cyberspace have yet to begtn. These affect 
the well-to-do The application of various 
rights m the context of grinding poverty in 
the rural areas deserves closer study than it 
has received. Public interest litigation is just 
one weapon. Many more need to be devised. 


International Law and Human Rights 

A G Noorani 

The Human Rights Committee: Its Role in the Development of the International 
Hovenanton Civil and Political Rights by Dominic McGoldrick; Oxford University 
Vess, £ 19.95. 
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statement of Shri D. Basu, 
Chairman of the Board of 
Directors of Securities Trading 
Corporation of India Limited at 
the Second Annual General 
Meeting held at Mumbai 
on September 27, 1996. 

.. 


I have groat pleasure in welcoming you to the Second Annual 
General Meeting of your Company 
Porformance of ttte Company 
The ropoit ot the Directors and the audited accounts of the 
Company tor the year ended March 31.1996 wtvcti was the first 
full year ol the Company's operations, have already been 
circulated I, thcretore. propose to touch only briefly upon some 
of the mam features ot the Company's business operatuns during 
ttie year under review as also iii the current year so tar. 

The turnover of the Company in the secondary maittet, both in 
Gevemment dated secunties and Treasury Bills, was higher 
dunng the year aIRs 170,28? crore and Rs 2.674 crone as 
compared with Rs 39,631 crore and Rs SlOcrorerespectively, 
m the preceding year The daily average borrowing and lendsig 
in the call money market dunng the financial year 1095-96 was 
Rs 237crore and Rs 112 ciore respectively, as compared with 
the daily averages of Rs 61 crore and R$. 26 crore respectively, 
m 1994-95 

The Company's profit before depreciation and taxation during 
1995-96washighcratRs.6775croieasagainstRs 7 94cn>ie 
durmg the ^edmg year (ten months working) Afferprovxkng 
lor depreciation and taxation, the net piolit m 1995-96 amourked 
toRs 36 42crore as against Rs 4 tScrarem 1994-95. 

Youi Directors hava recommended a maiden dividend of 5 per 
cent (subteci to tax) lor the year ended March 31,1996 which, if 
approved. wM absorb Rs. 25 crore 
During the current financial year 1996-97 (uplo September 2t, 
1996) the CamparVstumover in the seoondaiy market on outright 
basis, both in Govemment dated seairtties and Tieasuiy Bills. 


SECURITIES TRADINf 

Regd. Office 


lies been sigraricartlyhighertianlhatnSiecoirBspanclng period 
of the last year as would be obegrved from the fokmang table: 


TURNOVERW THE SECONDARY MARKET 

S#9fMnt 

(Rt.lnCrof«) 
19M4? 1995^ 


(upto 

(UP» 


SWIL21) 

SepL21) 

1. GowmmittDiUJStPMtHiai 

$) OutrigH 

1,582 

1,110 

W n>p« 

13,362 

».148 

fill) Total (I4ii) 

14P44 

262S8 

2. TreMuiyBW* 

(1) Outnglk 

2,142 

1,461 

fi) Repos 

2238 

153 

p) Total(iHi) 

4,»1 

1,614 

3. Call/Nodoe Monty 

(i) CaffBonowmg 

66,307 

3s.m 

(Daily Average) 

(381) 

(205) 

(i) CaBLandkig 

35,088 

6243 

(Daily Average) 

(201) 

06} 

(i) Notice Betiowing 

9,394 

10,192 

(iv) NobcalendKig 

787 

184 


The Company, it wilt be obswved horn the above figures, has 
also been able to secure a stgriWcanl foothold in the cal money 
mariiel dunng the cuneitlnancial year. However, tie Company's 
turnover m lepos declbisd consideTably during the current 
financial year so tar as compared witi that In tie last year This 
IS mamly on account ol tow levet of inaikel interest in repo 
transactions in view of tie easy conditions in the call money 
marital 

The Company has been legtriariy partkapatng m tie primaiy 
auctions ol botti tie Government dated securities and Treasury 
Bits. Asa Pnmaiy Dealer, tie Company has akeady tullilled its 
annual bkkkng commHiTients for 1996-97 m respect of boti the 
Govemment dated securities and Treasury Bis. The Company 
expects to sigmllcanlly exceed Its biddng oonmitments tor the 
curterri year Its success ratios at auctions dunng the current 
financialyear$ofar(uptoSeplember21,1996) has been 72 per 
cent m tie case ot Government (Med securities and 41 per cent 
in the case of Treasury Bins as against tie specilied mimmums 
of 33.33pet cent and 40 per cent lespetriively. 

Recant Mailwi Trends 

In keeping wrih tie easy conditions in the call money market 
smcc Apm 1996, demand lor Treasu 7 Bits ol both 91-day and 
364-day matunties in the primary marital has picked up 
Consequently, tie cut-otl yields at tie auctions of Treasury BiUs 
liave been successively showing downwaid trends. The cut-oft 
yields at tie auctions of 91-days Tmasuty Bth have legstered a 
steep tall from 13 per cent in April 1996to as low as 8.50 pet 
cent m August 1996. However, m some very recent auctions tie 
trend seems to be leveising. In leaped al364-dayTieasu(y Bis, 
the Ian in yields has been less steep than ttiat lor the 91 day 
Treasury Bis (from 13.16per cent in April 1996 to 12 65 per 
cent in September 1996). The Reserve Bank has also signalled 
a softening of interest rales on Government dated securities 
through issue ollO-yearQoveiranenI Stock on June 24.1996 
on a fixed coupon ol 13.85 per cen^& against 14 per cent last 
year. Howswer. solleriingofyieldB was not lettodedmlheaudKins 
ol Qovemmenl dated securibee held lor shorter matunties. For 
Instanoe, at the auctions of 3^ear and 2-year Government Stocks 
held in June/July 1996the cut-oil yiel^ were higher at 13 70 
per cent and 13.62 per cent respectively, as compared with the 
cut-off yields of 13.65 per cent and 13.S0,^oent which emerged 
at the last year's auebons lot similar maturities. This indicales 
that the marttel sbU expects the interest rates on Govemment 
Stocks to remain hi^. Wrih the coupon rale on 10-year 
GovemmenI stock pegged at 13.85 per cent and the coupon 
retesemerging from the aucbonsmtherengeol 13.62-13.75 
per cent tor2-year to 5-year Government stocks, the yield cun« 
has IMIened and (1 such a abiebon Qovemmenl does not seem 
to have much manoauviabiMy It acceslino ffH martrel nriffi stocks 
at maturities ol S-years and above. 


Dunng the current Imanc 
secondary marital tor Goi 
thanks to the easy contttc 
the April - June 1996 quar 
bansadlonsin Qovemmen 
Pubke Debt Office of then 
Rs 2,632 crore and Rs 6. 
BeiweenRs. l,37Boorewi 
improvemanl over the mon 
in the range ol Rs. 7S4'cit 
Government dated secut 
crore in respect ol Traasi 
September 1994 - March I 

Primary Oealare 

Four new Pnmary Dealer 
became operational m the ( 
of authori^ PDs to six, in 
Bank has recently anrioun 
strengthening the instill 
operations One of therm 
beeninthemalterofsouror 
may recall that I had retem 
last Annual General Meet 
has been having on-gomc 
broaden access to cost-elti 
PDs cannot expand their 
welcome the recent guide 
India enabtng PDs to accer 
Although cost of bormwini 
to the aveiage yield on ass 
lower than the cost ol bon 
raising iesource° by issi 
depending on the liquidity II 
to have the option ol tappr 
The matter regarding allow 
Deposits (ICD) martlets is 
Bank's active considoratio 
also thankful to the Reser 
banks to grant appropnate t 
plea that such lines of crec 
PDs at a negotiated rate « 
Lending Rate has not bew 
stmple rcabty that funding i 
banks at or over Prime Lei 
regard to the natum of their 
ot borrowing Item banks wt 
and not partly by way ol de 
A sigmilcanl major step rei 
India to strengthen the mst 
commission at specified ral 
(including devolvement) of 
and auctioned Treasury I 
asstsbiig the PDs in their e 
PD, your Company would 
considnration shown by It 
cunently a debate on ceita 
particulaily cn the yield cun 
arisen partly because of th 
in sharing cornmnsion writ 
such sharing Ibeiievetm 
and can be resolved by a It 
that appropnate accountii 
without Inlerfenng with the 
suggestxm has been made 
should be rationalised by i 
the view that ffie commissit 
tiansperent kxmula such at 

edopixig a complex, munx 
It may be recalled that at 
Company-1 tied uigad lha 
widerkngtheiapqmaikaltx 
GovemmenI (toM secure 
Reteeve Banit h now offeri 
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so far, the adivltws n the 
It secuhties have picked up 
> cal money marital During 
monthly turnover ol outright 
£curiiies (as reported by »w 
mbai) hasran^between 
e and that tor Tisasury Bils 
i94crore This was a marked 
over of outright transactions 
I 3,785 crore in the case of 
Rs 221 erare to Hs 2,032 
reported during the period 


received authorisation and 
ear bimgmg the tirial number 
rour Company The Resenre 
mber at measures aimed at 
PDs and tacilitaling Ihoir 
xkments laced by PDs has 
lective funtkng and members 
problem in my speech at the 
B Company. Your Company 
le with the Resenre Bank to 
uices of funds without which 
ns I, therefore, particularty 
lied by the Resenre Bank ol 
mmeinal Paper (CP) market 
naiket is shit high compared 
3y PDs, It would today stil be 
om banks Also, the cost of 
s could go down in future 
ikel and It IS, theretore useful 
srket whenever apprupnate 
to access the interKxiiponate 
ersland, under the Reserve 
as a Pnmary Dealer, we are 
s lor exhorting commercial 
eddio PDs. our long standmg 
lanks should be available to 
ild be even below the Pnme 
ed The plea rs based onthe 
es ol gilts by borrowing from 
lie IS uneconomical. Having 
>. POs also need the lloxibility 
lay ol cash credit or overdraft 
lans. as now laid down 
ken by the Reserve Hank of 
I PDs IS Iheir decision to pay 
Ison their pnniaiy purchases 
tocnl ol India dated securities 
sarly. this move is aimed at 
tesoldevetopmeotandas a 
icknowtedge. thankfully, the 
aibank There is, ol course. 
Is of commissions payment, 
lemment secunbes. This has 
inl inelhods adopted by PDs 
tors and also by the extent ol 
aberrations are Iransibonal 
tin dialogue amongst PDs so 
other nomns could emerge 
lilive nature of the martiel A 
! basis ol paying commission 
1 certain new criteria. I am of 
d be paid under a simple and 
sent one and we should avoid 
ImduiB 

toal (leheral Meeting ol the 
Storve Bank might consider 
■hsotpertiolpenlsandeigiile 
) must ackiwwiedge that the 
anew issues of Qovemmerk 


dated sacunlies as akgiable for lepos. However, the range ol 
participants in the market Is stiH rattier restricted. I would again 
uigar that broadening of Ihe lepo maiket by inclusion at addsional 
participants needs urgent consideration . An active repo maiket. 
apart from providing assured llquHtlty to holders of gilts, could 
also provide access to lunduig to PDs at relabvely low interest 
rates. It is worth noting that in most ol the arriive maikets in 
Government secunbes m other isunlnes, the funding soufce most 
extensively ubhsed by primary and other dealers m Government 
securities is the repo maiket An acbve and syslemabsed repo 
maikel has the potential ot attiacting high voloume of shoit-temi 
corporate and institutional liquKkty and that too on a fully secured 
basis as tar as the lenders are concerned This is the reason 
why repo market in Government securities has been so widely 
used in other countnes. While recognising the backgiound to 
the cunent restnclions imposed on the repo maiket and the 
apprehension that the legulalory authodties have m this legaid. 
I would bke to urge that altorts should now begin towards 
bioadening the repo market With the introduebon of the D VP 
system, the nsks are no* nxich better controlled If for pemittmg 
newer padictpants in the repo market, some further system 
development in the financial maiket need to be taken m hand 
that task may be addressed on a pnonty basis tnltxsconnecbon. 
a view has also been expressed in recent times that repo 
transactions may not be conducive to the devetopment of an 
outnght market m India, loi the availability of the repo route might 
discourage investors from opting for outnght transactions 
However. I believe that an active repo market can only induce 
investors to invest m gilts which they may not otherwise be willing 
to do because of liquidity and pneo risks. This also is the geneial 
experience in most maikets not only with gills but also wiHi many 
other financial secunbes To tear Itiat the availabiMy of repo option 
might discourage holders from opbng lor outnght transactions is 
like fearing that a child may not want to walk or run it it is first 
allowed to crawl 

The Institutions of POs is a now one m India Given the early 
stage.s ol tlieir uvolution and the current state of the Government 
secunbes market. PDs operate under rather dilkcult candibun.s 
Dealing in Government dated secunbes can be quite risky in 
view of significant interest rale nsks that POs have to boar 
Absence of hedging instniments in the Indian market makes the 
situatinn more complex It is. Ihffifore. only fair that PDs engaged 
in the pKxieenng task ot establishxig an active secondaiy maiket 
m grits be given appropnate tax relief on their protris at least lor 
the rirsi flve years of their operabon as has been givon to several 
inslitubons in the past and to a few institutions m this year's 
budget. This would enable POs to concentrate on developing an 
cHicienl market and build up reserves without having to worry 
loo much about return on It leir capital. 

Widening of Investor Base in Govcminent Securities 

While much has been done in the recent years to develop an 
active secondary market tor GbvemmenI securities which IS now 
showing some evidence of increased activity, the real cliallenge 
m creabng an acbve and vibiant Government securities maiket 
lies in widening the investor base by atbaebng retail, insbbilional 
and coiporate mvestois who would be willing to invest in grits by 
choice and not by statutory compulsion However, interest from 
such mvestois is yet to emeige. The reasoas are not tar to seek 
One ol the major impediments m bringing the retail mvestois into 
the told ol Government securities maiket is the wide difterenlials 
in yields or Government securities and on bonds issued by too 
rated issuers, includinq State owned institutions and entities 
Reitari and even mstttutional investors percerre lillle dillercnce in 
the nsks ol invusting in such higher yielding bonds and in 
Government securities In tact, the new generation ot younger 
mvestois hardly ever consider mvesbng in (xovemmers secunbes 
and this also because ol lack of lamilianly with this KistrumenI 
There IS. therefore, an urgent need to promote and publicise 
Government secunbes as an attractive investment option - as 
the only kiveslnient totally tree from default risk because ot the 
taxing powers ol the Government. PDs. I am sure, wib be happy 
to participate actively m such promotion etfoits under the 
leadershf) ol the Government and the Resenre Bank. 


There are also procedural dMoribes flat mvestois VI Qovemmeni 
securities have to contend with - both m subsenbing to these 
securities and receiving satisfactoiy senxee as an mveslor. There 
IS a need to otter retail and othar norhSGL account holding 
investors eilidenl, book entry based custodial services. The 
banking system and the other tinancial services msUuhans will 
need to address this requiroment.ln my address to the 
shareholders last year. I had suggested that the Mutual Fund 
industry might consider setting up separate mutual funds 
dedicaled to grit as was the trend m many developed countries 
Ttie Reserve Bank has also since agreed to provide liquidity 
support to mutual funds dedicated to gills to exieni ol 20 per 
cant of Ihetr holding ol grits and also to make available to thwn 
current account and SGLfscilllies.lwould. therefore, lelleratii 
my earlier suggestion to Muluol Fund Industiy, for some of the 
dribculties suchasltvise letabrigtopitxiedurBsandliqiidlyoould 
be taken care ol by such Funds wfich coUd be ellid^ vefKies 
lor attiacting mvestois mlo the ^ market. RegUtatoiy authorities 
may also hke to examine what other lacllilaling measures rmghl 
be necessary to encourage Mutual Funds to sal up dedicaled 
gilt funds 

Finally, I would like to bang up the issue of treatment ot interest 
income on Government secunbes lor tax purposes. Not only is 
there no specific exemption tram tax on such mlaiest as there is 
in respect ol income from Mutual Funds, companies investing 
infrastructure funds, etc. there is also deduction at tax from 
income at source on such securities. The tax rebate under section 
88 ot the lncome-tax‘Acl,^1961, available to many other 
investments does not extend to investment m Government 
securities Given the relative unattractiveness ot yields on 
Government sacunlies as currertily perceived by vwestors and 
the rather favourable tax treatment ottered to many crihar 
investments, the ground is really tillad agamsttGovemmenl 
securities The Government needs to consider granting 
appropnate tax incentives to the mvestois m gilts, which, after 
all. are their own bonds, and m units ol Mutual Funds dedicaled 
to grits, m the same way have done lor mvestois in other selected 
secunbes ExsmptngmlerBStonQovarensnlsecuribesreceived 
by retail mvestois from tax deduction at source would also go a 
tong way to lielp I sinceiely hope that the Government will 
consider these aspects urgently and favourable as otherwise it 
would he diHicuR to create a real investor base in Government 
securities 

Future Prospects 

Ounng the current financial year so tar, your Company has done 
reasonably weHmtermsottumoverandpiolils. The profit bolore 
depreciation and tax during the first six months of the current 
financial year is well ahead of thal m the conesponding penod ol 
last year. Judging by ttie pedonnanco ot Itie Company so tar. it 
IS lair to estimate that the Company's turnover on outright basis 
and profit would sigrxticantly -aiipassthe levels achieved last 
year However, i must add that the business' ol dealing m 
Goveinmont dated fixed income secunbes is somowtiat nsky as 
even a slight upward movement in yield cuive could result in 
significant depreciation in Ihe value ol the pudfolto Simtiarty a 
nsem call rales could significantly raise the funding costs You 
Directors (ire hilly consciaus ol these nsks aixt the need to review 
the various nsks management processes Irom bine to time Your 
Company would continue to work on commercial pnnripics to 
generate sabslacloiy return on shareholders mveslmeni At the 
same time, it would, m its role as a leadmg PnmaiY Dealer, sieve 
in every possible way to lullit the objective ot developing an active 
secondary market for Government secunbes 
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Indian Planning and Liberalisation 

Kamal Nayan Kabra 

The Eighth Plan marks a change, rather a far-going transformation, of the policy regime which formalises, carries 
forward and openly puts the seal of approval on a number of halting, unannounced series of policy changes spread 
over a long period. These changes go towards a redefining of the policy outcomes and thus constitute a serious rewriting 
of the content of India's development strategy. 


IT has been maintained that India is 
witnessing a transition “from the gradual 
structural changes in the post-war period” 
to “structural adjustment" as a guiding 
principle of economic policy in the post¬ 
cold war period" |Rao 1995:121. The Eighth 
Five-Year Plan initiated during the pcriixi 
of stmctural adjustment iralicies (SAP) has 
been claimed to be a differcni kind of a plan 
by its authors. This exercise intends to 
examine this claim and, generally, to analyse 
the relationship between Indian planning 
luid liberalisation. In the introduciniy seciion 
a parallel is drawn with an earlier Plan's 
similar experience and the planner’s recent 
claim about the changed character of the 
planning process is contextualised and 
elaborated. 

Then, we go on lo examine how, why and 
to what extent and in what form the 
liberalisation drive impacts the system ol 
development planning. 'This section attempts 
to bring out the nature of the con.sequenl 
change in development planning, both in its 
content and methodology. In this process we 
also touch upon the question of the likely 
effects of these changes (liberalisation a la 
structural adjustment) on the hitherto nonc- 
too-high effectiveness of India's 
development planning, resulting basically 
from the fact that since “Planning is not used 
to shape institutional structure of the 
economy" that structure has “come to sha|ie 
the process of pi anning and economic pol i<. ies 
in general “ IKuricn 1987:281. As we see 
below similar processes seem to be operation 
during the Eighth Plan period as well. 

Something like what happened in late 
19()()s to Indian planning .seems to have 
repeated iLselfin the early 199()s. During the 
earlier period what took place, in the words 
of an expert closely associated with national 
planning, was "an unvarnished plan holiday, 
surrender of planning and policy initiatives 
tocurrent economic, indu.stnal, and financial 
management, detennent of vital longer term 
investment in power and transport and new 
industry... some loss of perspective inrclation 
to the growth of economy and transformation 
of its social and institutional structure, 
including unhappily, a further weakening of 
the sense of concern over the problems of 


unemployment and underemployment" 
ISingh 1979:9-10]. Thus, to continue the 
quotation, "except at some significant points, 
the Fourth Plan for the years 1969-74 turned 
out to be a plan for a period of transition, 
influenced excessively by anticipations of 
the impact of new technologies on the 
prospects of agriculture growth. Basic 
issues affecting employment, small and 
uneconomic holdings, landless labour, the 
state of the household and unorganised 
economic activities, failures in social 
development, and the growing .social and 
economic i mbalances being generated within 
the economy were being swept away too 
soon under carpet, perhaps unwittingly, 
through the very prtKess of planning which, 
it had been earlier thought, would become 
the principal means for lemoving the 
fundamental constraints and impediments 
standing in the way of growth and 
development and solving the problem of 
poverty"... (Idem) 

It seems, there is an uncanny repeat show 
of nearly a similar sitiiaiion with respect to 
the Eighth Plan. After two years of Annual 
Planning, which meant a second round of 
formal plan holiday, like the First Plan 
holiday of 1967-69, the Eighth Plan for the 
period 1992-97 was approved by the National 
Development Counci 1. Like the surrender of 
the medium run plans and its substantive 
content lo the exigencies of short-run 
economic management in areas of trade, 
industry, balance of payments and fiscal 
policies in 1969, the Eighth Plan approved 
in 1992 has also decided to focus on “clear 
prioritisation of sectors, projects, for 
investment in order lo facilitate 
operalionali.salion and implementation of 
the policy initiatives taken in the areas of 
fiscal, trade atui industrial.sectors and human 
development" (Eighth Five-Year Plan; Vol 
l;9)This mca.'i prior acceptance of the fiscal 
stabilisation and the structural adjustment 
programme (FISSAP), which is styled after 
the ‘Washington Consensus’ [Williamson 
1993], and is basically a response to the 
external forces and the needs of the creditor 
('donor') nations [Biencfeld 1993; Strecten 
1993]. Instead of responding to the longer 
term issues, constraints and impediments 


which got dramatically manifested in the 
crises of 1991, the Eighth Plan has taken the 
“operationalisation and implementation" of 
the FLSSAP as the first point of its “four¬ 
fold focus' and the priorities of investment 
.sectors and project have to be designed in 
manner which facilitate this ‘focus’. This is 
like the Fourth Plan's acceptance of the 
imperative to adopt the new technological 
approach lo agricultural growth (or, agri¬ 
cultural sector liberalisation involving 
greater commoditisation, marketisation and 
industrialisation of agriculture) after dis¬ 
carding reliance on agrarian restructuring 
and facilitating the transition to this newly 
adopted growth path. 

Like all historical analogies, this one too 
ends before long and acquires its inevitable 
historical specificity. The riveting of the 
Plan to the new techno-economic, 'betting 
on the strong' strategy of agricultural growth 
was aimed, inter aha. at ending the 
dependence on direct food imports and the 
ship-to-mouth existence. It was. after all. the 
adoption ol a path and approach which 
brought the insiitutional content of the 
agricultural strategy on par with that which 
was adopted in effect for the industrial .sccti>r, 
notwithstanding the rhetoric of the Industrial 
Policy Resolution of 1956, or of the 
‘socialistic pattern of society’. The change 
in the late I960.S concerned the content and 
a component of the strategy of development 
planning. No claims were advanced 
concerning a change in the methodology and 
the rolcof planning and thcintcrface between 
planning on the one hand, and the economy, 
slate and markets, on the other. It is tree that 
the role of the market forces in agriculture 
was enhanced but it left virtually unchanged 
the methodology of state intervention in 
agriculture through the plans. 

But the change in early 1990s has been 
claimed to be a change in both the content 
of development strategy and the 
methodology of planning under the impact, 
inter alia, of global trends. This may imply 
that the change experienced in the early 
1990$ is not just a sectoral one like that in 
the late 1960s but cconomywidc, nay, 
covering the entire political economy of 
India and her interrelationship with the global 
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processes and is theretore. basic Hence the 
claim that it has informed both the 
development strategy and the role and 
methodology ot planning As lorthe former 
It IS a major shift from a statist perspective 
which gave a relatively greater weighiage 
to the endogenous factors (and were to an 
extent irksome to the external forces) to ,m 
open and outright corporatist perspective 
with pronounced prominenee ot the 
exogenous factors This became possible on 
the basis of an understandable broad measure 
of support fiom the indigenous majoi 
corporate players, who acclaim these changes 
as a paradigm shift from dtngismc to market 
friendly neo liberalism As a result, the i ole 
and mcthodologv ot planning, it is st >'e(l 
have also to undergo a ma|oi tiansloi nuilion 
Thercdciinitioii ot the des clopmcnt sii aiegv 
regime has been described as liberalisation 
new economic polK> economic leloiins 
stiuclural adjustment etc I he planning 
systemuiidci themaiket (iiendly globalised 
pnvatisation and deregulated policy leminc 
with gicdter fiscal discipline has been des 
cnbedasindic.Uive t1cxible,integrativc ti.iine 
work planning cic(/ igluliFlan Vol I lore 
word Prclacc and C h i[>tcr I I 11 to I 1 6) 
Ihiis the I ighth PI in puts loissaid the 
claim that it is an explicit change osci to 
indicative planning It is not clear what it 
IS intended to mean Is it a pi in in which 
the targets tor the piivale sector aie not 
compulsoi V and binding but are s\ slcmatic 
and consistent macio and secioial toiccasts 
to the realis.iiion ot which public policies 
and plans aie likelv to coniribiilc' or are to 
be made to contiibute' Altcinatively is 
indicative planning taken to mean i situation 
in which no sectoral taigcts iic pies^iibccl 
particularly lor the piivatc seitoi ’ In that 
case the plan would be contincci h.isically 
to the creation ot conditions and incentives 
and sanctions oi disincentives likely to 
contnl uietothcu'alisdtionottheplantargets, 
which are basically guestiinalcs It laises a 
further cjuostion did we cvei have liim 
comprehensive and systematic piannine tor 
the attainment ot overall and secioial taigets 
cspecidllv lor the private and the intoimal 
scclois It h.is been maintained that in India 
‘although economic planning is not very 
comprehensive and the role ot private 
initiative in genciating eiiiploynicnt ind 
income is predominant yet the Plans - 
particularly the National f ivc Year Plans - 
provide direction to and to a laige extent 
control the momentum ol economic 
jciiviiics” (Ministry ot I abour IWl B SJ 
Despite such claims it is open to question 
whcthei even the public scctoi taigcts wcie 
supported by firm budget allocations in real 
terms and with demonstrated physical 
feasibility and managerial capabilities in a 
clear time-lramc And what about the 
availability of foreign exchange earned 


borrowed or invested, for meeting Ihe plan 
tasks and the terms on which the availability 
IS ensured"’ Were macro-economic short and 
medium term policies, adequate, consistent 
and derived from the plan’ l,et alone the 
consianiv and implementahilitv ol our 
presumed multi level planv, were even the 
macro pio)eciu)ns moie than nieie 
econometiic exercises ’Did the planexploie 
the methods ol then icalisation particularly 
in view of the separation ot planning and 
budgeting and with the lUfei being the 
dominant operational cniilv’ 

With the liberalised polii y regime giving 
freei hand to maiket lorces both domestic 
and global and carrying our extensive dc 
regulation (and not gist dcbuieaucratisatum 
which in t icl seems to he faltering) as a 
datum and preceding and ovciarching the 
plan what aie the policy insliumcnis still 
available to the jilanners’ With luller pla) 
being granicxl to national and intcrn.ilional 
market loicev wh.it .ire the instruments ol 
intervention available to the planneis tor 
realising the pi in which icpiace and/oi 
strengthen the ineffective oi counici 
productive tried so tai ’ In orclei lo be able 
to make sense ol Ihe proposition regarding 
a switch ovei to indicative pl.'imiiig one 
would hive lo giapple with the questions 
ot the kind raised iibovc 

Ihe Liglitli Plan iccogniscs .it Ihe very 
outset that It IS being launched at a time 
ol momentous changes in the world c< onomy 
and in India It avers that All ovei the 
world ctntialiscd economics of several 
region' ne getting integrated undci a 
common philosophy of giowih guided by 
Ihe market loices and hbctal policies 
(1 16 2) I veil in Ihe ideological sphere it 
IS maintained thit several distinguishing 
philosophies ol the 2()lli ccn'ury have been 
swept away and hence m the light ot the 
development c-xpciience of our own and 
others we must make appaipnatc mid 
course coireclions and adjiislincnts as we 
cannot icmain untouched by these trends 
(idem) As IS die worn Indian plans rarely 
take any categorical stand ind always 
interlace then positions with caveats and 
qualilKaiions there aie some muted icfci 
enccs to ‘our basic policies" v hii h have 
stood us in very good stead but nonetheless 
“in this turbulent woitd " oui polic les must 
also deal with c hangine realities"" (I cue A'ord) 
Indicating the direction ot this adiiistinenl 
t'l changing lealities it is staled that The 
emphasis is on aulonomv >>nd cfticiency 
induced by coinpelilion li I 6 2) 

In a nlurai electoral democracy like that 
ot India obvious constiaints aie laced in 
making drastic depaiturcs from policies 
which enjoyed wide suppoit and 
rcspectdbilitv and aie with our any decisive 
rc'pudiation at empirical and theoretical 
levels It IS in this context that rctcrcnces 


to the dramatic coilap&e of the Soviet Union 
and ca.stem Purope eomc handy in advocating 
a case tor a change of the course This is 
often buttressed by trumpeting the ‘miraclos’ 
in cast Asia, which is often based on half- 
baked analyses, high seiectivitv of indices 
and IS generally c onicxl free and one-sided 
( Dcres PKinning Commission have a New 
Role’" Husuiew Ijm, May ^0, 1914) One 
can easily hear in such positions the echoes 
ot Ihe triumphalism of the end ol history 
vaiiety, a la Pukuyama One need hardly 
refer lo the pamatiiie character of such 
pronounc emenis i onceming castcni Europe 
and the Soviet I Inion as the rccc'nt economic 
crises and political developments there are 
lending to indu ale* 

On account ot the inability ot the 
dev clopmcnt si Mtegy to del I ver the proini sol 
good planning tended to c v oke w idespread 
disenchantment Ihe failures of the 
development siiatcgv thus adversely at lected 
Ihe cicdibility ot planning though Iheie is 
no necessaty one-to-one icldtionsnip between 
jiartiiiilar development slialegy and the 
piacticc of planning Ihe liniiialions ol the 
dcvelojimcni strategy aic due to a large 
numtici ol t.ulors and toiccs with the 
|iailiciilar loini in which planning was done 
being just one ot scvetal factors The 
emergence ol powcitui forces in out midst 
lixe the persistent power and influence of 
India s business and bureaucialic elite the 
neat unnv ailed and line halicngcd hegemonic 
position acquired by the Cj 7 countries and 
the Hrctlonwoods twins .ind the MNC 
lobbies the unbiiddled economism of the 
trade unions the marginalisation of the 
marginaliscdinlormalsector etc too would 
nc'l have made a net povilive contribution 
cither to the success of the development 
sir.itegy or to the clteciivcness ol planning 
I liesc tiaitsand infltienc cslicc ainc too strong 
and iircsistiblc by end 1980s at least by the 
toice> liom within 

Gi.idual ind steady chipping <iwdy ol the 
disc iplinc and regemrs ot planning have been 
going on at least since the nnd-l96()s. it not 
carlici lluis whit his culmiraicd m the 
1990s and with the I ighth Plan is neithei 
sudden nor eiitiiely new It seems to have 
been building up lor quite some time Pven 
then the changes proposed in the Eighth 
Plan are not without caveats equivocation, 
(deliberate’) and contusion which have 
gencially marked out the leal policy goals, 
instruments and priK esses lioin the stated 
ones riuis one can sec rcicrcnces lo limita¬ 
tions ot Ihe maik>'i and consequently a 
statementthit "Itisthusnolachoicebelwccn 
the marked mechanism and planning’ the 
challenge is to ellcctively dovetail tne two 
so (hat they are complcnicntai y to each other 
(I ore word) 

This undoubtedly sensible and perhaps 
the only realistic, realisable possibility may. 
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in practice, mean various things, unless the 
respective spheresof the market and planning 
are clearly specifled and the crucial question 
of their interaction and relative prepond¬ 
erance are clearly and operationally defined. 
While a number of statements have been 
made to spell out the new role of planning, 
their mutual compatibility and real, effective 
thrust remain clouded (as we try to bring out) 
under a good deal of facile verbiage. 

For insttmce. it has been held that, “it is 
a plan for managing the change, for managing 
the transition from centrally planned 
economy to market-led economy without 
tearing our socio-cultural fabric" (i. Preface). 
As a part of this exercise, the public sector 
has to give up “such activities which are not 
essential to its role” (i). In this process “from, 
a highly centralised planning system, we are 
gradually moving towards indicative 
planning “concentrating on “building a long¬ 
term strategic vision of the future”, setting 
forth “the priorities for the nation” The 
hallmark of the indicative planning is that 
it “goes into the details, examining the 
alternatives and identifying the various 
projects” in the public sector, and “for the 
rest of the economy it works out sectoral 
targets and tends to provide promotional 
stimulus to the economy to grow in the 
desired direction “ (ii. Preface). Since the 
plan has “ to concentrate on anticipating 
future uends and evolve integrated strategies” 
(1), its role has to change. “In place of the 
resource allocation role which very largely 
characterised the working of the Planning 
Commission in the past, it will have to 
concentrate on optimum utilisations of the 
limited available resources’. But confusion 
and the desire to appear differently in differ¬ 
ent contexts make the planners also go on 
to assert that “In addition to the resource 
allocation role, the Planning Commission 
will concern itself with resource mobilisation 
for development as well as with efficient 
utilisation of the funds” (ii; Preface). 

It is apparent from the foregoing that 
either there is a crisis of identity facing the 
Commission, or it is simply confused about 
its role and methodology. The use of the 
terms like ‘optimum’ and ’efficient’ further 
underscores the less than scientific character 
of the formulations. With a massive private 
and unorganised sector (subject to tenuous 
attd ex post regulation and licensing of the 
large private investment proposals but 
without ex ante attempt to di rcct and facilitate 
private investments in desirable channels 
like in Japan and South Korea with their 
practice of ‘administrative guidance’, 
‘reciprocal responsiveness’ and policy 
councils) and with the virtual independence 
and clear organisational separation of 
budgeting from planning, both at the level 
of the union and state governments (resulting 
in large and random divergence between the 
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planned and actual iniblic investment and a 
randomly obtained pattern of financing) and 
without any attempt to plan critical variables 
like relative prices and price level, income 
and wealth distribution, with critical 
dependence on external funding which makes 
us submit our overwhelmingly indigenously 
financed plans for endorsement to the Aid 
India Consortium in order to obtain marginal 
magnitude of external funding, it is facile 
and naive toclaim to have operated accntrally 
planned economy, from which a transition 
to indicative planning is being attempted. 
Quccriy, as we see below, the Eighth Plan 
itself disclaims that India has ever had a 
brush with centralised, comprehensive 
planning. One wonder if even a proper 
indicative plan, in the sense of a consistent 
forecasting framework for major investment 
projects and a plan embodying a shared 
perspective between the private and public 
sectors has operated in India at any point 
of time. After all, planning isquiteadifferent 
matter from putting together a plan document 
and giving some peripheral role to the 
agencies entrusted with planning [Seers 
1972). Thus the changes in the nature, role 
and methodology of planning which the 
Eighth Plan is suppos^ to accomplish is 
rooted in a confu.sed, imprecise and 
unsu.stainabie claims about what has been 
happening in these respects so far. 

Even what is indicated in the Eighth Plan 
regarding micro-level participatory plan¬ 
ning is rather pale and jejune attempt at 
operationalisation of a multilevel planning 
sy.stem, as can be seen from the follow¬ 
ing statement in the plan itself. “It is proposed 
to launch the experiment of micro-level 
participatory planning in I SO blocks during 
the first year of the Eighth Plan through the 
creation of a Ihree-lier iastitutional system... 
The organisational structure has already been 
worked out and during the first year of the 
plan we intend to start pilot projects in 150 
blocks. Depending upon the results, the 
experiment will be extended to 500 blocks 
during the Eight Plan period" (viii. Preface, 
empha.sis ours). Thus after over four-and- 
a-half decades of development planning, a 
subcontinental national economy with vast 
differentiation and diversity is going now 
toexperiment with participatory micro-level 
planning as a pilot project in 150 of the 
nearly 5,000 blocks, of which nearly one- 
tenth are to be covered during the plan 
period if the initial results are encouraging. 
One can see how micro-level planning is 
also reduced to a project, when even accepted 
conventional wisdom too suggests that 
without integrated multi-level planning, we 
cannot have effective and meaningful 
development planning in acountry like India. 

The above factors and caveats put a serious 
question mark on the proposition regarding 
a change, a shift in the plan methmlology 


iirotnt^tralised resource allocation planning 
to indicative, flexible, integrative, framework 
planning. Then, what does one make of the 
changed global cemtext, the claim of learning 
from our own and other’s development 
experience, severe resource crunch, the 
difficult external payments situation, 
mounting debt burden, consequent opening 
up, and the commitment to ’start rolling 
back the public sector'? It is clear that the 
Eighth Plan is different from the preceding 
plans, (though, as seen above, one finds 
parallels in the Fourth Plan), insofar as the 
policy regime has been drastically changed 
under as comprehensive a policy package 
asthe structural adjustment programme, with 
major changes in the trade, fiscal, industrial, 
financial policies, with large-scale opening 
up of the economy. All these are taken as 
the 'givens’ of the situation by the plan 
formulators. Thus development planning 
does acquire a changed character. But what 
kind of character? 

It is our contention that this change is 
basically an openly declared change in the 
content of development planning. It means 
recognising that the purposes, priorities, 
agents, instruments and processes of growth 
of the economy have been changed in a 
market-friendly, externally-oriented direc¬ 
tion. These things which were not so openly 
acknowledged earlier and, even in practice, 
were, to an extent, qual i fied are now presented 
as ‘reforms’. This is because the new 
industrial, investment, trade, fiscal and BOP 
stabilisation policies have substantially 
reduced the role of the state and planning 
in setting the pace and determining the 
direction of growth. A paper by the 
Perspective Planning Division (PPD) of the 
Planning Commission hasdcscribed the shift 
of development strategy as one to an “open 
economy industrial development” as “once 
again neocla.ssical doctrine (has) regained 
its theoretical hegemony resulting in expott- 
onented trade policies” [see Business Line, 
May 30,19941. One wonders if ‘hegemony’ 
is treated as the equivalent of cither validity 
or relevance. The Mahalanohis model of 
industrial growth, investment allocation and 
the consequential trade policy have been bid 
goodbye. The PPD paper mentioned atwvc, 
makes the point clear when it says, “Indian 
planning and policy started responding to 
the liberalisation wave from the beginning 
of the i9g(h> but it was largely confined to 
the domestic sector. It was at the beginning 
of the Eighth Plan that a fuller response to 
’economic reforms’ was affected”. 

How does the role of planning change 
under the dispensation of externally-oriented 
reforms? The same PPD paper attempts an 
answer ‘The Eighth Five-Year Plan stipu¬ 
lated that in view of the need to build massive 
i nfrastiucture, existence i f significant number 
of poor underprivileged, existence of severe 
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imbalances in the course of developnwnt, 
government will have to play a role a^ step 
in for creation of supply of essential inputs 
like power and creation of infrastructure 
where private initiative is not adequate. It 
will have to continue to run programmes for 
the future and the weaker section. 
Programmes for social welfare, population 
conUol, environmental protection, h^lth and 
education, at least at the primary level, will 
continue to be the responsibility of the 
government for quite some time to come." 
Obviously the continued role of the state m 
various spheres does not by itself change the 
role, character and metht^ology planning, 
as no one-to-one relationship between what 
and what to plan for, and how to plan per 
se can be found. The PPD clarifies that the 
responsibility of the government in 
implementing programmes and projects for 
development will have to be qualified in the 
.sense of limiting it to areas of infrastructure 
and social investment and only in areas 
where private initiative is .still inhibited (sec 
Business Une, May 30,1994J. One can see 
how a contingent relationship between the 
role of the state in the economy and the role 
of planning has been taken as a necessary, 
inexorable relationship. Since markets as 
they exist may not be equal to the new and 
daunting tasks, the planners also vi.sualisc 
for themselves a role to help the market 
expand and make it work more freely, 
competitively, with accessibility to the small, 
and the regulation of monopolies. In general, 
the attempt would be to create enabling 
conditions and a framework ot macro¬ 
economic population estimates, in which 
“analysis of investment behaviour will be 
at the core of the new modelling effort" . 

For this kind of planning, one needs a 
great deal of accurate, up-to-date and 
actionable business information on the one 
hand, and sectoral, regional and national 
aggrcgatecurrcnt information and cnnsi.steni 
forecasts on the other. While the plans need 
such data, they arc also generators of such 
estimates so that the private decision-makers 
and different public agencies prepare 
harmonious, consistent projects. Hitherto 
Indian plans have not gone far m thc.se 
directions, unlike, e g, the Japanese, where 
consultati ve, participative processes arc used 
for preparing a ‘vision’ to be embodied in 
the plan [Kabra 19951. 

None of these changes in the development 
and economic policies by themselves alter 
the methodology and nature of planning. 
The latter can be changed in many diverse 
ways, but the prevailing methodology (as 
distina from its characterisation as 
comprehensive, centralised and command 
planning) is not ipso facto incompatible 
with thechanged policy regime. It is arguably 
consistent with the prevalent planning 
methodology, which leaves considerable role 


for the market processes. This is not to say 
that there is no need for strengthening and 
improving it in many diverse ways. It has 
to devise and improve methods of 
harmonious working with the market agents 
in general national interest. 'The agenda of 
the plans has been undergoing changes but 
not the method of going about it in any 
marked manner [Mozuomdar 1994]. This is 
mainly because even the former agenda and 
growth strategy were operated without 
centralised, comprehensive planning: now 
with greater nile for the market and external 
forces, and the consequent downgrading of 
the social content little compulsion to move 
away directionally, from the trodden path 
is likely to come into play. One does not 
have to go far to seek ex cathedra support 
for this position. Here is what the Eighth 
Plan has to .say in the course of specific 
discussion of the role of planning, “The 
centralised planning of the type practised in 
socialist economics did not exist in India, 
ever. In practice, the market has detennined 
allocations in a major segment of the 
economy” (1.5.2:18), The Eighth Plan goes 
on to say on the same page a little later, “so 
far, rc.source allocation has been the pre¬ 
dominant role of the Planning Commi.ssion" 
(1.5-4:18). On the most charitable inter¬ 
pretation. it may possibly mean that in the 
non-major segments where the market does 
not allocate resources, at least with a free 
hand, the Planning Commission may well 
be discharging this responsibility as its major 
activity. Obviously, for the economy as a 
whole, the planners' allocative role is limited, 
even with respect to public outiay.s as it was 
divided between the union and the states: 
the fiscal and monetary policies largely 
outside the control of the planners too reduce 
the element of planning, the essential point, 
however, is that prior to the Eighth Plan, we 
had no centralised planning and what 
obtained a best was weak, poorly co-ordi¬ 
nated. uncertain public investment planning 
with some minor similarity with french- 
style indicative planning (Commissariat 
General Du Plan, nd). 

However, the practices and methods 
adopted so far could not become an effective 
means of ensuring planned behaviour of the 
public investment component of the 
economy. An important factor which 
weakened the planned clement vis-a-vis the 
elemental, spontaneous and random ones 
WPS the ncardivorceof planning from current 
economic management. As a direct 
participant and perceptive analyst of Indian 
planning has pointed out, “The Resolution 
setting up the Hanning Commission had one 
serious lacuna which was not then realised. 
There was no reference to the Commission' s 
possible role in relation to the working of 
the economy. This was due to failure to 
appreciate adequately the relationship 


between planning and the operation tnd 
management of the economy... later events 
brought aboutsome measure of co-ordtnalion 
between planning and current economic 
policy although the relationship has remained 
largely undefined as the Planning Commis¬ 
sion has remained essentially on the sidelines 
of current economic polky" (Singh 1979:5; 
emphasis added). 

T^eCommission, concerned withthelong- 
term growth and evolution of the economy, 
was kept out of the management of the 
economy in the medium- and short-run. The 
latter charge was entrusted to the market 
forces and to agencies like the union finance 
mtni.stry, the Reserve Bank of India and man 
other economic ministries of the union and 
state governments, without the creation of 
a co-ordinated policy-formulation agency or 
a mechanism for the purpose. As a result, 
resources mobili.sation moved out of the 
purview of planning and as corollary even 
invc.stmcnl planning could not become really 
effective. Ilits is a factor essentially related 
to the organisational and operational 
separation of planning from budgeting, which 
in actual practice becomes at times 
acrimonious anJ advcrsial, e g, as reflected 
in the differences between the Planning 
Commission and the finance ministry over 
the mid-tcrm appraisal of the Eighth Plan. 
In any case, theexcrcisc to mobilise additional 
resources, l^cal, monetary, credit and foreign 
exchange policies, non-plan transfers to the 
states, capital market policies and regulation, 
agricultural, industnai and labour policies, 
etc, remain out of the purview and control 
of the planners at an operational level: 
generally, the planners have to adjust to 
these changes ex post. What was described 
as “planning without a policy frame" during 
the mid-1960s unfortunately remains valid 
even up to the present [Gadgil 1967], With 
a large and growing non-public sphere, the 
methods of intermeshing plan perspective 
with that oi the private entities do not seem 
to have received atlenlioii in term of policies, 
regulatory mechanisms and reciprocal 
responsiveness to sciiemcs of indirect 
steering. Thus there came about a sharp 
cleavage between the long-term growth 
policies and programmes (supposed to be 
under the charge of the Planning 
Commission) and the short- and medium- 
term economic and social policies (dtvitted 
among various union ministries and state 
governments without being brought under 
a common umbrella.) 

This is in addition to the sharp differences 
between the private corporate sector’s 
priorities and behaviour patterns, and what 
the plans and public policies wanted to obtain 
from them by means of a number of regu¬ 
lations. controls and promotional measures, 
particularly in terms of thrust industries, 
preferred technologies and locations. How 
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this lack of hamnony and shared perspective 
made the planners' controls and regulations 
an anathema to the organised big business 
and how these discretionary, multi-goal, 
unco-ordinated, generally ad hoc 
bureaucratic controls distorted the economy 
and generated huge rents of authority and 
a thriving unclean, underground economy 
are too well known to require any 
recapitulation [Myrdal 1968; GOI ioH5; 
Kabra 1982). 

What seems to follow from the foregoing 
is that the Eighth Plan marks a change, rather 
a far-going transformation, of the policy 
regime, which formalises, carries forward 
and openly puts the seat of approval on a 
number of halting, unannounced series of 
policy changes spread over a long period. 
These changes would go towards redefining 
the policy outcomes and hence may be taken 
to constitutea serious rewritingof the content 
of India's development .strategy. What is to 
be achieved by India’sdcvelopment planning 
and, the agencies and instruments pressed 
in the service of these goals have undergone 
a dramatic change. This is what we mean 
when we maintain that the content of India's 
development strategy has been changed. Tlic 
public sector has now been given basically 
an instrumental rule and public investinent 
would have to play second fiddle to private, 
basically corporate and foreign investinent. 
Instcadofmeaninglulandeffcclivc planning, 
“getting the pnees nght", i c. following the 
signals from market prices seems to be the 
chosen path. Thus the policy-framework 
and choices would not follow from the plan. 
On the contrary, the FISSAP has been taken 
as a given in step with the forces operating 
globally. Probably this is a recognition of 
the decisive inHucncc the conditionalities of 
the World Bank-IMF cxerci.se on India’s 
policy regime. 

The Eighth Plan, which in a compciilivc, 
plural electoral democracy, has to maintain 
a certain degree of continuity with at least 
the hallowcfl policy postulate.s of the past 
has little option but to reiterate a string of 
objectives the plan is supposed to achieve. 
But it has also to reckon with the reality ol 
the new policy framework which gives a 
clear edge to the large organi.sed capital 
irrespective of its national origins in the 
functioning of the economy and cornering 
of its goodies. Hence, for the first time, we 
find that in the section specifying the plan 
objectives (9,10), a ‘lour-fold focus’ takes 
precedence ovei the u.sual homilies presented 
as plan objectives. The very first point of 
his four-fold focus, as seen earlier, reiterates 
the essence of the structural adjustment 
programme. We can thus conclude that ihe 
content of development planning, through 
a senes of incremental changes, has crossed, 
during the Eighth Plan period, the threshold 
to qualify as a distinct change in the content 


of development planning; what the plan sets 
out to attain and its method of attainment. 

But this change and the resulting 
downsizing of the state's economic role don’t 
signify a change in the methodology of 
planning, viz, how the plans formulated in 
its various aspects and during the various 
phases of Ihe planning process. This is 
because the prevalent methodology is 
generally market-oriented in our mixed 
economy, federal polity and non-plan 
oriented bureaucracy. It is ready, with .some 
changes to cope with the new development 
strategy and policy. The plan did not 
mandatorily cover the entire economy and 
did not specify mandatory commands in the 
fashion ot centralised, comprehensive 
national planning at any stage since its 
inception. With the informal sector as the 
biggest component ot the economy, no such 
thing can even be visualised. It is not. 
however, implied that this is necessarily any 
weakness ot Indian planning. It did not 
happen, despite our centraiistic federalism, 
that the planners took all or the major decision 
about public invcslmcnts which were handed 
do wn III a top-down style to various executive 
agencies. However, the public invc.stmem 
decision regarding the programmes and 
projects, of various ministries, public 
enterprises and the .suite govcmmenls did 
eoinc to the Planning Commission for final 
approval. 'I’herc is a similarity between the 
above procedure and the licensing of private 
projects. The essential point is that planning 
is greatly diffcicnt Irom approval/ 
disapproval. As a result the estinuitcs and 
targets set by the planners had a rather large 
soft content. It would have to be considered 
a surprise and a coincidence if any of its 


targets and estimates caim out to be realised 
in mo quantitatively, temporally and in 
terms of cost. The two plans during the 
1980s had, what one may say, the dubious 
distinction of realising the overall growth 
target. But how this Most decade’ queered 
the pitch can best be gauged by the fact that 
it Ich us with an impasse which the successor 
authorities described as the most .serious 
since independence and became the 
immediate factor leading to the rewriting of 
the development strategy, in terms of the 
acceptance of the SAP fathered by the 
Bretlonwood twins. 

It is true that with greater marketisation, 
0 |)cning upand deregulation, the uncertainty 
causing factors would acquire still greater 
salience. The economy and the plan would 
be buffeted by many more factors than 
perhaps was the case hitherto. But the plan 
mcihodology does not change in the sense 
that what we hud (to put it in the simplest 
terms) was projection of outlays (financial) 
and targets (physical) buses on possibilities 
of resource availabilities including additional 
resource mobilisalion and a broad 
examination of intersectoral consistency of 
physical programmes and targets. Obviously 
all thisdependedonanumberot assumptions, 
data availability and estimates. As we started 
inheriting a backlog of incomplete projects, 
with cost and time runs over, the spill-over 
projecl.s reduced the prospects ■ tor fresh 
projects. This difficulty was further 
compounded by the growing fiscal crisis of 
the stale, which manifested it.scif in growing 
negative balances Irom current revenue and 
mounting fiscal deficit. 'I'hc choice space ol 
the planners was conse<|ucntly narrowed 
down. 
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Despite the rhetoric of centralised 
planning, the uni^anned market forces, both 
domesitic and external, continued to do short 
work of many of the plan projections. An 
examination of divergence between budget 
estimates,revisedestimates and actual figures 
[Minhas 1989] clearly shows that the 
elemental market forces had a clear edge 
over the teleological, planned, proactive 
forces. To u.se the categories populari.scd by 
Russel Ackoff in the context of planning. 
Indian plans contained elements of 
inaclivism. reactivism and prcactivisin in 
varying proportions in various .sectors and 
during different plan periods but elements 
of proactivism and intcractivism remain 
considerable weak. Thus it is clear that the 
nature of Indian planning was not centralised, 
comprehensive planning intent on directing 
and governing the markets and the market 
operators and forces. It tried to make some 
intelligent forecasts, adopt some inacro- 
social objectives and, by and large, operate 
within the gi ven in.stitutionai framework with 
some not-.so-succe.ssful attempts at some 
institutional changes and organisaliotuil 
innovations. The claims of these who are 
suggesting that a change from ‘directive' to 
‘indicative' planning has come about with 
the Eighth Plan are not doing proper justice 
to the planning methods adopted poor to the 
present plan and one may even say. their 
characterisation is largely u misifprcscn- 
tation, Hence the thesis of a changed 
methodology of planning loses its sheet- 
anchor. 

It may well he asked: what are the results 
one can expect from the marriage of the old, 
prevalent but now openly acknowledge 
indicative, non-centralised. weak and non¬ 
directive planning, (which essentially makes 
a none-too-large co-ordinated and elfectivc 
intervention to overcome known liiiulations 
of the market mechanism while it hardly 
devises any effective response to the 
contingent and essential limitations and 
pitfalls of government and bureaucratic 
interventions with enlarged, opened up and 
further empoweied (unhindered) market 
mechanism based ‘development' and 
economic management policies'.' In other 
words, now that the short- and medium-term 
economic management under the control of 
the ministry of finance working in close co¬ 
operation with (if not, as is maintaining by 
some, under the dictates an J surveillance of) 
the World Bank and the IMF have acquired 
more voice than the long-term development 
policies worked out by the Planning 
Commission, what docs one expect regarding 
the emerging model of the functioning of 
the economy? Would planning be able to 
maintain its present none-too-strong and 
viable position? This factor, howsoever 
important, cannot by itself be decisive in 
determining the performanceof the economy. 


Nonetheless, it is likdy to reduce the 
friction at an operational, day-to-day level 
between several public entities concerned 
with the economy. The long-term perspccti ve 
is likely to get comparatively dimmer as the 
cunent concern with FISSAP acquires an 
upper hand. This may get reflected in the 
finance ministry pressing for carrying our 
the Fund-Bank agenda, e g, reduction pf 
food and fertiliser subsidies, formal 
acceptance of exit policies, privatisation of 
.sick PSUs, financial sector ‘reforms', etc. 
(which have the support of organisations 
liketheCII, AS.SOCHAM and other business 
organi-sations and some political parties), 
while the planners would make some noi.se 
about the level, pattern and spread of public 
investment and sircngthening of the social 
safety net Since major policies and resource 
mobiii-sation would continue to remain under 
the control ol the finance ministry, the 
planning would further weaken and, short 
of formal renunciation (which may not be 
liked even by the Aid India Consortium 
since the commitment of resources to be 
'iransfencd' by them requires a mcdiutii- 
icrm plan), would simply limp along 
Since infrastructure sector is also being 
offered to private investors and the union 
and state guvcinments arc bending over 
backwards to lure in (witli conditions like 
sovereign guarantees and assured level ol 
returns) foreign investors, even in this area 
the role of planning may become weaker and 
formal. 

Most significant arc likely to be the results 
of the greater opening up of the Indian 
economy by a host of policy measures 
concerning trade, industry, foreign exchange 
rates, investment.capital market, technology, 
etc, particularly at ter joining the WTO. This 
process of unbridled globalisation is bound 
to weaken the role of the endogenous I actors 
To this extent, planners may at best remain 
content with preparing altcinative scenarios 
based on different sets of assumption,s 
regarding the nature of changes in the 
economies ol theOF.CD(since globalisation 
is basically concerned with increasing 
dovetailing of our economy with the OECD 
economics as the South-South cu-opcratioii 
ranks rather low in the present priorities) and 
the iiianner in which these cross-currents 
would reach the Indian shores. Thus the new 
dispensation would accentuate our 
externally-induced vulnerability. The 
planniiig process would have to trail behind 
the market proecs.scs and the external forces 
to a much greater extent than was the case 
prior to the Eighth Plan. As can be seen, 
the.se are ihe effects flowing basically from 
the changes in the policy regime, and the 
content of development planning towards 
FISSAP. The planning process is basically 
made to respond pass: vely to these i nfiuences. 
This would render planning even more of 


an empty box than has been the case so Car. 
Uberalisation may not consciously plan For 
a changed role, relevance and mcth^logy 
of planning but it amounts to a change in 
the strategy of development planning 
which is by and large in harmony with the 
prevalent es.sentials of the planning process 
as (hey have evolved increnienially over 
the years. 
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Urban Development in a Colonic Situation 

Early Nineteenth Century Bombay 

Amar Farooqui 

Opium provided the Bombay bourgeoisie an important source of accumulation. This accumulation together with the 
capital which had become available through a strong indigenous presence in the commercial activity of western and 
central India could he channelised into indu.strial development at Bombay. This had its impact on urban development. 
From an urban sociological perspective Bombay is representative not so much of a colonial city with its colonial/indigeiums 
spatial dualism hut is an easily recognisable capitalist city with class differentiation determining its spatial pattern. 


I 

OVERWHELMED by the collective 
nostalgia of £^. people over whose empire 
once upon a time the sun never set, some 
popular works on Bombay revel in selective 
images of the city, choosing such landmarks 
and such moments in its history as might 
conjure pleasant memories for those who 
look back on the days of the British raj with 
longing.' While there might not seem to be 
much harm in such nostalgic evocations, one 
has to guard against the distortions that 
could be, and often are, introduced by 
allowing adesite for some of the aesthetically 
more appealing experiences of that era to 
become a desire for the days of the raj. 
Further, one must be careful that the ugly 
is not easily ignored. Howevermuch one 
might like to suggest that learning to play 
cricket and thinking “more or less in the 
European manner”, gave to indigenous 
groups the wherewithal to participate in the 
economic development of Bombay on more 
or less equal terms with the British, and that 
this co-operation was responsible for the 
success story of Bombay.^ the fact remains 
that the destiny of Bombay as a great 
commercial and industrial centic was bom 
of its becoming an accompi ice i n the drugging 
of countless Chinese with opium, a venture 
in which the Indian business class showed 
great zeal alongside the British. This is the 
sordid underside of Bombay’s colonial past. 

Towards the end of the 18th century 
Bombay, having been drawn into the vortex 
of capitalist relations, was assigned its role 
in the world capitalist system. Through 
colonial manipulation Bombay was made 
the main spatial regulator, in western and 
central India, for the transfer of tribute to 
the metropolis. In the process the hegemony 
of capitalism was fomented in the city. In 
the case of an advanced capitalist country 
like Britain establishing a colonial 
relationship with regions in which the 
capitalist mode of production is not 
sufBciently developed, or not dominant, the 
problem of transition to capitalism is 
complicated by the fact that the colonial 
powerseckstocreaieamechanism for tribute 


realisation which as loot/plunder/drug- 
trafficking may form a part of the prehistory 
of capitalism. To thus differentiate precisely 
between that aspect of the development of 
the colony which is strictly a pan of this 
prehistory and that which constitutes the 
integration of the colony into the world 
capitalist .system is not very easy. 

The point is that colonial powers tried to 
subvert market relations whenever faced with 
stiff competition from the nascent 
bourgeoisie of the colony. It was not by 
superior business organisation but through 
extra economic intervention that indigenous 
competition was overcome, it has at times 
been suggested that the European East India 
companies represented a new type of bu.sincss 
organisation m Asia. Decisions relating to 
a wide range of activities were taken centrally 
by these companies. K N Chaudhuri in his 
magnum opus. The Trading World of Asia 
and the East India Company (1978), 
considers the centralisation of the decision 
making process an important reason for the 
success of European companies in Asian 
trade: 

The unique quality of English and Dutch 
trade with Asia, as conducted through Joint 
slock companies, sprang from the attempt 
to impo.se a centralised and bureaucratically 
directed system of exchange and distribution 
on markets that were traditionally 
decentralised, fragmented and oriented 
towards individual efforts.’ 

As a management strategy centralisation 
had its uses particularly when markets were 
widely separated. But it was colonial political 
intervention that gave an edge to the English, 
as indeed the Dutch, East India Company. 

The rise of ctipitalism is marked by com¬ 
modity production and the end of production 
fur mere simple con.sumption. In the colonial 
context the possibilities generated by 
production for exchange, production for the 
market, remain unrealised - blocked - in the 
absence of sufficient regular aventics for 
normal capitalist development. Intervention 
by the centre usually forces colonial surpluses 
out of the colony for appropriation by the 
centre or into wasteful (in a strictly capitalist 
sense) expenditurc/consumption. Normal 


capitalist development in the periphery is 
neither the intended objective nor the end 
result of colonial intervention. Hegemony 
for tribute realisation is the major aim. This 
hegemony and the plunder that it permits 
makes it difficult for capitalist development 
in a colony to be along the .same lines as 
in the metropolis for ‘if this were so, then 
despite the different starting point the end 
would be the same as at the centre’.'* 

In the early 19th century Bombay was fast 
acquiring an easily recognisable capitali.st* 
face. The city w.is well maintained in parts, 
it was squalid and congested in others. 
Population was expanding; there was 
growing functional specialisation and 
division of labour: relations of the market 
were penetrating day-to-day life; .and class 
differentiation was cruelly apparent. Right 
at the outset it is necessary to point out that 
urban development cannot be understood 
without reference to a specific .social 
formation. To view the urbmi development 
of 19th century Bombay without placing it 
within the' wider framework of the develop¬ 
ment of capitalism and the intervention of 
colonialism would be a mistake It goes 
without saying that colonial rulers bniugtii 
to urban development m India certain features 
which were inherited from the historical 
evolution of cities in the metropolis.^ At the 
same time it has to be borne in mind that 
such features were inescapable insofar as 
colonial rule drew various urban centres in 
India into a network of capitalist relations. 
Indian cities on which the British left their 
imprint became less or more capitalist cities 
depending upon the extent to which 
capitalism was able to dcvelop/not develop 
in them or in the region/s in which they were 
located. 

In Bombay, just as in Calcutta. Madras, 
Simla, Ootacamund, etc, a pre-colonial city 
did not lie heavy on the colonial city. The 
organisation of space in colonial Bombay 
was therefore unencumbered by pre¬ 
determined usage. In Delhi, Lucknow, 
Ahmedabad, Pune and other cities with a 
pre-colonial past the pattern of colonial urban 
development had to take into account space 
which had already been historically 
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ai^pfiated.* It uvas often difficult to 
internally modify the usage of this space to 
suit cok^al requirements: the colonial city 
had to be located externally. The example 
of Delhi is instructive. Here colonial rulers 
created two ‘extonal* cities, at different 
points of time. One was in the middle of the 
19th century, especially after 18S7-S8. when 
the area outside Kashmiri Gate was developed 
as an exclusively British ‘civil lines’. Beyond 
the ‘civil lines’, troops were quartered near 
the Ridge. This was the time when a 
belligerent Delhi was being subdued after 
the 1857Revolt. Before 1857 also, however, 
the British had shown a preference for the 
area lying north of Lai Qila. The residency, 
St. James’ Giurch, Ludlow Castle, Metcalfe 
House, etc, were all located in this direction. 
There appears to have been no radical 
departure after 1857-58, except that now the 
‘civil lines’ was situated outside the waMcd 
city more completely. During the latter half 
of the 19th century ‘urban Delhi conformed 
to the classical model of ‘native city’, 
cantonment and “civil station’”,’' so 
characteristic of the colonial urban tradition 
in towns with a pre-colonial history Then, 
after the decision to transfer the capital of 
British India from Calcutta to Delhi in 1911. 
a new external city was built, this time on 
a grand scale, on the southern outskirts of 
the old city. Raisina village was to house 
symbols of occidental despotism and ample 
space intervened between the new city and 
the old.^ The one did not easily impinge 
upon the other and the ivory tower feeling 
of the viceregal residence was complete. 

In those cities which evolved largely as 
a result of British initiative, colonial urban 
development did not merely have to be the 
other of indigenous settlement. As there had 
been no initial appropriation of space in 
these cities, it was possible for the colonial 
rulers to take up the most favourable locations 
which then became the nucleus and raison 
d’etre of the city as a whole. Here too it 
would be inaccurate to talk of a uniform 
pattern. In the major colonial port cities, 
Calcutta, Madras and Bombay, where 
defence against external enemies had initially 
been an important considcrauon," a fortified 
European settlement became the starting 
point of development. In these cities, 
however, a live economic and administrative 
contact with various indigenous groups was 
vital for the East India Company. Hence it 
was not feasible that the non-indigenous part 
of the city be completely detached and 
separate, permitting no interaction. 
Indigenous groups had to be allowed some 
access to a few prime locations either within 
or in the vicinity of the fort area. In hiil- 
stations where the British did not look 
forward to any intercourse with the ‘natives’, 
amd which had been built at a time when 
British rale was relatively secure, far greater 


freedom in creating a non-indigenous 
environment was possible.* 

There is, therefore, no such thing as 
colonial urban tkvelopment in the abstract. 
Various urban centres were products of 
specific historical conjunctures. The sanatoria 
apart, for strictly spiudting their historical 
role was very limited, urban centres of 
colonial India reflected variations in the 
level of capitalist development in different 
parts of tlw country. Spatial organisation 
therein was indicative of the relative strength 
or weakness of indigenous groups and their 
capacity to intervene in the control of urban 
space. The urban development of Bombay 
has to be seen in this context. 

Here one might draw attention to the 
distorted nature of urbandevelopment which 
colonial rule set in motion. Urban centres 
developed or patronised by the metropolis 
in colonies often failed togenerateeconomic 
activity concomitant with their expansion, 
since much of this expansion was often not 
the result of an organic growth but was 
related to specific colonial economic/ 
military/administrative/strategic/political 
considerations. The hegemony of the colonial 
power placed it in a position to intervene 
arbitrarily inaccosding primacy toapaiticular 
urban centre in a given region so that 
frequently aniticial. imposed and uninte- 
grated urban development took place. 

Bombay: A British Creation 

Bombay as an urban centre is a British 
creation. It does not have much of a pre¬ 
colonial past. The subsequent greatness of 
the city should not tempt us to think in terms 
of the inevitability of its rise. True, Bombay 
possesses from the safety of its port a distinct 
advantage which was crucial to its emergence 
as a major commercial centre.'* However, 
Bombay has not always been very easily 
accessible from the surrounding parts of 
western and central India. For one, the 
Sahyadri mountains act as a barrier between 
the coast and the Deccan tableland." The 
relative inaccessibility of Bombay from 
western and central India was reflected in 
its peripheral position in the context of the 
commercial network of the area well into 
the 19th century. In the middle of the 19th 
century when a railway network for western 
and central India with Bombay as its focal 
point was being contemplated, attention 
was drawn to the fact that the country to 
be traversed in going from western and 
central India to Bombay was “intersected 
by no navigable stream" and did not have 
“any of the facilities which good roads 
afford”;'^ and dwelling on some of the 
drawbacks of the city’s position, the 
Bombay Times nnd Journal of Conunetce 
(July 10, 1840) noted in one of its issues 
that “Bombay unlike Calcutta, is not 
situated on the estuary of a hundred rivers. 


and that its less favoured inhabitants have 
no rich alluvial plains like those watered 
by the Ganges, nor roads such as they have 
in Bengal".** 

While the favourable situation of Bombay 
along the western coast equipped it for its 
development as a port, Uk geographical 
relationship of Bombay with western (and 
centrall India was not a very close one. Few 
overland trade routes were directed towaids 
Bombay. In fact down to the 18th century 
the main overland routes linking northern 
and central India with the Arabian sea 
terminated almost 300km north of Bombay. 
ThcGulfof Cambay was ihe main catchment 
area for goods flowing towards the west 
coast for overseas shipment.'* Cambay. 
Bharuch, Jambusar, Daman and Diu, and 
above all Surat, were the destinations of 
caravans arriving from Agra, Ahmadabad, 
Burhanpur, Navsari. Sironj, UJuain, etc '* A 
minor route, running south of Surat, stopped 
short of Bombay at Bassein.'*C>n the Konkan 
coast. Chaul, Dabhol and Vengurla supplied. 
merchandise to Surat but the trade remained 
essentially coastal,” the Konkan even today 
being relatively inaccessible by overland 
transport. To the east of Bombay, the western 
ghats prevented the interior of Maharashtra 
from being easily converted into a hinterland 
for Bombay. Consequently, Bombay was 
only a gettin^-off point for coastal trade and 
not a destination for overland routes. The 
insularity of Bombay was completed by 
(a) the f^Bct that it was an island that was 
not adequately integrated with the mainland, 
and (b) possession by the Marathas, till the 
1770s. of Bombay’s large northern 
neighbour, Salsette. 

Bombay was dependent on sea-borne trade 
even for its basic necessities. This contributed 
to enhancing the extrovert character of 
Bombay's economy from the time of British 
occupation. When Bombay came into the 
company’s possession only a small portion 
of the island was in a state of cultivation." 
John Burnell, writing during the first decade 
of the 18th century made the tollowing 
observation about the supply of food to the 
island:'* 

Cows arc a scarce commodity on Ihe Island, 
us in truth is every thing else of provision, 
we being beholden to our neighbours the 
Portugueze(sic) for almost every thing that 
we cat; otherwise we might starve, were we 
only to subsist on the production of Ihe 
Island. 

Though in decline, the Portuguese presence 
on the west coast was still quite visible in 
the early 18th century us is indicated by, 
among other things, ‘the role of the 
Portuguese language as the lingua franca of 
all commercial intercourse in which 
Europeans took part’.” WhiU is significant 
is that Bombay’s teliancc on the residual 
commerce of the Portuguese for providing 
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its inhabitants with aiiicles of subsistence 
underscored the island's coastal and hence 
extrovert nature. 

Moreover, the unassailable position of 
Surat as a major centre of foreign trade along 
with western coast of India for most of the 
17th and part of the 18th century precluded 
the possibility of fully utilising the potential 
of Bombay even though the British were in 
possession of the island since the middle of 
the 17th century.^' Yet, the decline of Surat 
by the middle of the 18th century did iiot 
immediately open up opportunities for 
Bombay. As a matter of fact the 
transformation of the city into a major urban 
centre was slow and arduous. It is necessary 
to stand back a little and locate the problems 
of Bombay within the larger picture of 
western India rather than view them within 
the limited context of Bombay/Surat alone. 

It would not be sufficient to talk in terms 
of the competition onered by Surat since the 
decline of Surat did not, and could not, by 
itself be the starting point of Bombay's rise. 
The factors leading to the decline of Surat 
were, after all, not specific to that city alone. 
They influenced the trade and economy of 
the noith-we.stcm coast of India in general. 
Ashin Das Gupta’s masterly study of the 
circumstances which led to a reversal in the 
fortunes of Surat has shifted the focus from 
reasons like the silting of river Tapti (on 
which Surat is situated), or the sack of the 
city by Shivaji in 1664 and 1670, often 
suggested to explain its decline. Das Gupta 
has argued that the decline of the city was 
the result of a particular conjuncture; the 
almost simultaneous waning of three great 
empires which had contributed to the 
immense prosperity of Surat in the first 
place-the Mughal empire in India, the 
Safavid empire in Persia and the Ottoman 
empire in the near east.^^ The Red Sea and 
the Persian Gulf had become increasingly 
important for Surat merchants. The 
weakening of Safavidignd Ottoman authority 
disrupted Surat's trade with West Asia. More 
crucial was the decline of the Mughals 
during the early 18th century. 

Das Gupta has drawn attention to the 
adverse impact of the instability of the 
opening years of the 18th century on the 
economic activity of western India, and of 
Gujarat in particular. Political upheaval* of 
the period brought to an end 'Mughal peace' 
and led to tremendous insecurity. Long¬ 
distance overland trade links which had given 
Surat access to distant centres like Agra, 
Lahore. Banaras, etc.” were suddenly 
broken. 

The large canvas within which Das Gupta 
has placed the decline of Surat allows us to 
see this phenomenon as one that was part 
of a general crisis in western Indian trade. 
If Surat, around which the economic life of 
the north-western coast of Indi a had revolved. 

r 


failed to survive, could Boitdray, with ito 
peripheral geographical and economic 
position, be expect to make a sodden 
impact?” 

Bombay' s coastal trade, which was largely 
in English hands, was also facing problems 
arising out of a shift during the first half of 
the ISlh century in the focus of English 
commercial activities in India from the west 
to the cast; to Madras and thence toCalcutta.” 
By the 1740$ while there was on the one 
hand an increase in Bengal’s Europe trade, 
with piece-goods, raw silk and saltpetre as 
the main commodities, on the other hand 
there was a downward trend in the Europe 
trade of Bombay and Surat.” Decline in the 
demand for indigo, an item which had hitherto 
been important in the English East India 
Company’s import list, further contributed 
to the eclipse of Surat's Europe trade.” From 
the 1740s onwards trade between the west 
and cast coast of India too tended to get 
neglected.” Holden Fmber linked this deci ine 
of east coast - west coast sea-borne trade to 
a ‘commercial revolution' in the mid-18th 
century ‘when the conquests and rivalries 
of European powers fostered a rapid expan¬ 
sion of trade between India and China’.” 

Ultimately it was this very ‘commercial 
revolution’ which gave to Bombay its great 
chance. There is, however, a very crucial 
question of timing, both of the expansion 
of Bengal's eastward trade as well as that 
of the rise of Bombay. P J Marshall in his 
study of private British trade in Bengal has 
gone along with Furber in regarding the west 
coast trade to be in decline by the 1740s” - 
a point on which many of the writings of 
the last few decades on the subject are 
generally in agreement.^' However, while 
Furber had spoken of the almost si multaneous 
decline of western trade and growth of eastern 
trade,'' Marshall has .suggested that the 
'cast ward trade was not providing substantial 
compensations until die 1770s’,” i c, that 
there wasagapof about ‘thirty barren years’” 
between the two developments. 

It might be useful to note this 30-ycar gap 
in the context of Bombay's rise. If one 
understands the inability of Bombay to take 
advantage of the decline of Surat as being 
the outcome of (i) a general crisis of the 
wc.stem Indian trade network caused by the 
decline of the Mughal, Safavid and Ottoman 
empires; (ii) decline in the Europe trade of 
India’s west coast and (iii) Bengal’s shift 
away from trade with the west coast; or in 
other words, the result of problems afflicting 
the foreign trade of western India as a whole, 
so that it would not be immediately possible 
for Bombay to race ahead at the cost of Surat, 
we mu.st then allow some time for a new set 
of circumstances which could help Bombay 
to realise its potential to emerge. There was 
a lag, as Marshall observes, in the case of 
Bengal, where, by the 18th century, most 


of tho activities of die English Bast ImBa 
Company were already coitred. The 1^ was 
much more in the case of Bombay, which 
had to build its trading network and its 
spatial relationship with a hinterland almost 
from the scratch, as it were. As late as 1788 
Lord Cornwallis found it incomprehensible 
that a huge establishment should be 
maintained at Bombay, “to load one ship in 
the year and tocollecta very small revenue’’.” 
He noted with dismay that the company had 
“appropriated the whole surplus revenue of 
Benaras and Bahar (sic) to the support of 
Bombay”, and yet was “obliged to send 
many lacs thither from Calcutta”.” 

Cotton and OnuM Trade 

That the period after 1784 is critical for 
Bombay’s 'take-off has been suggested by 
Pamela Nightingale.” In 1784 Bombay's 
trade received a boost with the rise, she 
argues, in raw cotton exports to China. These 
were to pay for the English East India 
Company’s icicrea.sed purchases of Chinese 
tea, which in turn grew by leaps and bounds 
lollowing Pitt’s Commutation Act of 1784 
which lowered the duty on tea.'* Although 
there is no denying the significant role of 
raw cotton in the Bombay-China trade, a 
little circumspection iscali^forin regarding 
conon as the commodity responsible for 
Bombay’s breakthrough.”' Raw cotton 
exports from India toChina increased steadily 
but the search for the right commodity with 
which to exchange tea was far from complete. 
Raw cotton exports were not able to keep 
pace with import of tea from China. 

The solution was eventually provided by 
opium, p^cularly in the 1820s when exports 
of opium from eastern India, which had 
already been rising constantly since the end 
of the 18th century, combined with large 
expoits of opium from western India as well. 
This period saw a quantum leap in the value 
of opium imports into China (Table I). 

Table 1: Value oh CoTrf)N and Opium 
Imported into and Tea Exported from Canton 
UNDER Bamsii Flag, 1824-1833 

(in Spanish dnlbtrs) 


Season 

Conon 

(Imports) 

Tea 

(Bxpons) 

Opium 

(Imports) 

1824 

5,220,851 

8.898,575 

5,450,000 

1825 

6,227.740 

9.087,104 

9,782,500 

1826 

7,215,.332 

10.443.775 

9,269,826 

1827 

5.787.299 

9,163.052 

11.243,496 

1828 

5.603,953 

B..540,85S 

10,908,852 

1829 

5,080.100 

8,236.568 

13.450,924 

1830 

5.628,485 

8.430,983 

12,222,525 

1831 

4.931,243 

8,520,863 

11,304.018 

1832 

,5.474.825 

8,813,171 

12,185,100 

18.33 

6.726,739 

8,712,701 

11,618.716 

Total 

57.896.567 

88,847.647 

107,43.5.957 


Compiled from; H B Morse. The Chnmicles of the 
East India Cnmpany Trading tu China. I635-IHS4 
(Oxford. 1926). Vots. Hi and IV. 
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One wDuia like to suggeM that the rise ot' 
BondMy coincided with an ‘opium miracle’, 
and consequendydiat it would beappropnatc 
to move forward the date of Bombay's 
ascendtoicy in western India to the second 
quarter of the t9th century. The question of 
timing is vital. It determines the nature of 
colonial hegemony in a given region. This 
hegemony far from being uniform is 
determined by the outcome of an actual 
struggle between, among others, dominant 
classes of the metropolis and indigenous 
groups. Even when there is collaboration, 
the terms of collaboration are decided by the 
strength/weakness of the one in relation to 
the other. An ongoing struggle settles the 
matter of strength/weakness. This is an 
obvious point, but needs to be particularly 
emphasised when we note the relatively 
greater capacity for intervention which 
indigenous groups at Bombay possessed. 
This had an important bearing on the 
configuration of power and hence control 
of urban space. 

Bombay presidency was for long unable 
to generate sufficient resources to support 
Its civil and military establishments and to 
finance its Gujarat and Malabar investments, 
in 1789 the supreme government c.stimated 
that Rs 56 lakh would have to be pumped 
into the presidency, an echo of Cornwallis' 
lament of 1788 cited above.*" In the early 
years of the 19th century, Bombay was still 
chronically deficient. Fort William was not 
too pleased to learn from the Bombay go vei n- 
ment in 1801 that the deficit at that “Presi¬ 
dency for the curreni year 1801-02 will 
probably amount to Rupees 90,25,000.”*' 

Lakshmi Subramimian's entire thesis of 
an 'Anglo-Bania alliance' in western India 
(Surat primarily) rests on the indispeasability 
of western Indian ‘sarrafs’ in facilitating the 
movement of money from Bengal to the 
we.st coast of India.*^ The liquidity crisis 
confronting Bombay presidency was 
surmounted by recourse to local credit. 
Discounting Bengal bills of exchange had 
become big business for the sarrafs by mid- 
18th century. Despite growing colonial 
penetration of the economy, which 
unfortunately Subramanian underplays, 
“implications of local credit intervention 
became more pronounced and its 
ramifications more extensive” in the last two 
decades of the century.*' 

TTie is.sue was not merely one of finding 
an appropriate mechanism for the transfer 
of funds to Bombay. Bombay was a liability 
in a more fundamental sense. Lack of 
extensive possessions by the British in 
western India till the second decade of the 
19th century prevented Bombay from 
carrying out the sort of mopping operation 
which the company had b^n engaged in 
within Bengal and Bihar since Piasscy (and 
more so since the grant of ‘diwani’), making 


it difficult fbrBombay to ‘internally' fhiance 
its purchase of goods for consumption and 
re-export. 

Perhaps the feature of economic activity 
in western and central India which illustrates, 
roost vividly, the vigour of Indian enterprise 
in the region during the early 19th century . 
is trade in opium. In the case of Bombay 
the significance of trade in this commodity 
derives from thecapacityoflndian merchants 
to thwart attempts of the British Indian 
guvemment to establish a monopoly of the 
Bengal type over opium in western and 
central India. They were encouraged in their 
truculence by the tacit or active support of 
numerous other indigenous groups ranging 
from Indian rulers in the region with their 
truncated authority to armed bandits. The 
divergent policies pur.sued with regard to the 
opium produce of Bihar, Awadh, etc, on the 
one hand, and that of Mai wa, Rajasthan, etc, 
(Malwa opium), on (he other, must be kept 
in view in the context of far-reaching 
implications which a non-monopolistic 
policy, forced on the British in western India, 
had on the development of Bombay. 

Opium had opened up new possibilities 
for placing a hinterland at the disposal of 
Bombay. Various restrictions imposed on 
the export of Malwa opium from western 
India, beginning with Bombay Regulation I 
of 1805,** however inhibited the employment 
of Bombay’s capital Till almost 1830-31 
the non-economic means employed to check 
Malwa opium trade only delayed Bombay’s 
search for a hinterland by driving this 
lucrative enterprise away from the port and 
into independent, indigenously controlled 
avenues. 

Right since the beginning of the 19th 
century Bombay merchants had large stakes 
in opium. Opium restrictions had torced 
them to break out ol the confines of Bombay 
and participate in an active smuggling trade 
in partnership with Malwa, Gujarat and 
Rajasthan business groups.*’ Bombay traders 
could not pos.sib1y afford to give up such 
an important field of investment. They 
therefore went in for opium smuggling in 
a big way. The Bombay authorities had often 
pointed out to the supreme government that 
the capital at hand in Bombay would not be 
easily inclined to withdraw “from this 
profitable iiade" though Bombay merchants 
“would,ot course, much prefer buying every 
chest of opium in a fair and open manner, 
to the course they were by our measures 
compelled".*" 

It was private, particularly indigenous, 
enterprise which took the lead in making 
Bombay the centre of the economic activity 
of western India. For its own survival 
Bombay's merchant class had to make the 
opium (and cotton) supplying areas of 
western and central India into a hinterland 
for Bombay. Towards the end of the 1820s 


the Bombay govemment too, largely fbr 
reasons of revenue initially (thou|^ one 
should not ignore the traditionally stfon|I 
links between the Bontiiay merchuits and 
the Bombay government), was prepared to 
assist in this effort. Calcutta, to which the 
Bengal numopoly wasof paramount concern, 
actually delayed the emergence of Bombay 
as the main centre for (Hganising the coioni^ 
plunder of western and central India. It it 
no coincidence then that given this crucial 
role of Bombay's indigenous enterprise and 
its success in the fight against opium 
restrictions, its position could not be easily 
undermined when Bombay became the 
premier entrepot for Malwa opium after 
1831. 

It wa.s almost inevitable that with the 
removal of restrictions on Malwa opium in 
1831 and theconcomitant expansion of trade 
in the commodity, spatially capita should 
have got concentrated at Bombay while 
western and central India tasi became its 
hinterland. This spatial concentration was. 
irresistible given that opium was primarily 
a commodity of external trade and Bombay 
with its outward looking aspect and its 
financial and othei institutions was the most 
convenient location that could be available 
to indigenous enterprise for conducting the 
opium trade. 

Opium provided to the Bombay 
bourgeoisie an important source of 
accumulation. This accumulation, together 
with the capital which had become available 
through a .strong indigenous presence in the 
commercial activity of we.stem and central 
India, could then be channelised into 
industrial development at Bombay. This 
would takecapi tal i st development in Bombay 
to a new level through making it a centre 
of production. 

During (he latter half ut the 19th century 
the mqiorcontradictions between indigenous 
enterprise and British interests at Bombay 
were played out in the arena of industry. The 
resistance of the early I9Ui century ensured 
continued participation ot indigenous 
enterprise at Bombay, symbolised by Indian 
control over the city's cotton textile industry 
founded in the l8S0.s. 

The distinctiveness of the western and 
central Indian colonial situation had its impact 
on the urban development of Bombay as a 

Tabi.s-2 Peilsuns Pfr HoiishiN Bombay. 1826 
Area Pcisorei Per House 


Fort 

11.2 

Dongri 

8.7 

Byculla 

7.2 

Malabar Hill, cic 

6.9 

Girgaum 

5.8 

Mayagaon 

5.25 

Colaba 

4.95 

Mahim, including Worii, etc 

3.6 

Source CalculatcdfromCensuxo/firanboy, >826. 
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capitalist port city, rrom an urban 
sociological. perspective Bombay is 
representative not so much of a colonial city 
with its colonial^ndigenous spatial dualism, 
but is an easily recognisable capitalist city 
with class differentiation determining its 
spatial pattern. 

n 

The nucleus of early British Bombay was 
theFort area, situated aiongthe south-eastern 
tip of the original island of Bombay and 
facing the harbour. Commuting to the Fort 
area of Bombay was to gradually become 
a significant feature of the city’s life as 
residential areas came up at some distance 
ftom it. To start vnth. the security which the 
Fort provided, coupled with its location near 
the harbour and docks made it not only a 
commercial and administrative centre but a 
residential area as well. Eventually the Fort 
became hopelessly overcrowded and as we 
shall see it required a major fire in 1803 for 
some planning to be contemplated. 'Hie 
physical geography of the part of Bombay 
in which the Port was located permitted 
expansion only in one direction, that is, 
towards the north. South of the Fort, the 
turrow strip of Colaba and Old Woman’s 
Island had very little scope. To the we.st of 
the Fort there was some open .space, the 
esplanade, and beyond it Back Bay. 

The esplanade was usually left unbuilt in 
colonial cities as a convention, muinty for 
military reasons. It was of the nature of a 
clearing outside the Fort ‘i ntended to prevent 
any person approaching the town without 
being seen from the citadel*.^^ The grand 
public buildings on the eastern edge of 
Bombay's esplanade were not constructed 
before the latter half of the 19th century. 

With growing congestion in the Fort area, 
the appropriation of land within it primarily 
for commercial use, and with relatively 
greater security, Malabar Hill with its 
extension Cumballa Hill became the 
fashionable residential area for the colonial 
nilers. This was the more so after the governor 
shifted his residence from Parel to a most 
enviable site on the edge of Malabar Hill, 
overlot^ing the .sea. This area was not too 
far from, yet not too near, the hub of activity 
in the city. 

North of the Fort and separated from it 
by the esplanade was the main indigenous 
habitation zone. This zone was, until its 
subsequent further expansion to the north, 
almost walking distance from the Fort and 
the docks where many of the Indians found 
employment. As business grew and got 
attracted to the Fort area, it made sense to 
live in this zone and thereby cut down on 
commuting time, a crucial consideration in 
an age when mass rapid public transport was 
non-existent. As it is, Bombay being an 


tstand, expansioa m au oirecnoas was out 
of the question. Moreover, during the I8tb 
century the ssdt flats In the centre of Bombay 
island were still in the process of being 
reclaimed, delaying the dispersal of 
population over this area. When in the latter 
half of the 19th century Pare! and the area 
beyond towards the north and upto the water¬ 
front in the east developed as industrial 
centres, population got concentrated along 
a diagonal running roughly from Dongri to 
Worli. This diagonal was more or less 
equidistant from the factories lying to the 
north and north-east of it and the commercial 
centres lying south and south-east of it. Ail 
this was of course before Salsette was 
seriously developed into a suburbof Bombay. 

Some figures pertaining to the population 
of Bombay during the early 19th century are 
available which, though they may not be 
entirely accurate, give us a broad idea of the 
demographic situation in this period. It was 
estimated in 1814 that the permanent 
population of the island “may now be taken 
at 1,80,000 souls”.** The floating population 
was put at 60,000 making a total 2,40,000.** 
This was an appreciable increase over the 
figure for the last quarter of 18th century. 
In 1780 the population of Bombay was 
supposed to have been 47.170.“ Already by 
the turn of the century there was a marked 
increase in the population of the city - or, 
at least, that was the general impression of 
contemporary observers. Maria Graham 
noted in 1809, shortly after the influx caused 
by a famine in the Konkan and Deccan, "I 
was informed that Bombay contains upwards 
of two hundred thousand inhabitants”.*' 

Porication Influx 

The influx seems to have been of a 
transitory nature. It certainly did not make 
Bombay a major centre of either production 
or consumption. When in 1805 Fort William 
was considering a plea made by the Bombay 
government for abolishing town duties, 
reference was made “to the limited con¬ 
sumption of the Town”, owing to which “the 
amount realised from the Town duties at that 
Presidency" were “too inconsiderable”.” 
There was consequently no reason why the 
request should not have been acceded to. 
The supreme government hence recom¬ 
mended that the duties be abolished.” 


iiw movemern at popluation nmwds the 
dtycottfirmshoweverttoBoinbay'scoaittdf 
shipping links were stronger than its 
(overland) links withits interior.This enabled 
itto avoid serious foodshortages. Foo4grains 
could be imported via the sea. Bengal was 
a major supplier during the Konkan famine 
of 1803. Naturally a number of people 
afflicted by the famine sought succour in 
privileged Bombay (see Appendix A). 

There is a likelihood that e^y populittion 
figures were inflated. This is matte appaiem 
by a census of Bombay taken in 1826 
which put the total population at only 
1,62,570, i e, lower than the estimates for 
1814.'* In 1833 the population had risen to 
2,34,032.” a crude rate of growth of 5.34 
per cent per annum. Another census, taken 
on May 1, 1849, recorded 5,66,119 
inhabitants.” By 1864, 8,16,542 persons 
resided in the city.” In other words the rate 
of growth of population between 1849 and 
1864had declined to 2.47 percent per annum. 
Although as D R Gadgil had pointed out in 
the context of population statistics for 
Bombay that earlier counts appear to be 
over-estimates,'* the general impression one 
gathers is that the 1830s and 1840s were a 
period of very rapid increase as compared 
to the 1850s and 1860s. The overall rate of 
growth between 1826 and 1849 was 5.57 per 
cent per annum. This rate of growth was 
higher than that which occurred from 1849- 
1864 (2.47 per cent per annum), as well as 
for the overall period from 1826 to 1864, 
4.34 per cent per annum. 

By the end of the first quarter of the 19th 
century the bulk of Bombay’s population 
was to be‘found in Dongri, Byculla, Mahim, 
Girgaum and of course the Fort. Dongri and 
Byculla with 47,359 and 31,083 inhabitants 
respectively accounted for as much as 48.25 
per cent of Bombay’s total population in 
1826.'* However, the Fort area was still the 
most densely populated part of Bombay. It 
contained 13,611 persons in 1826“ (as 
against 10,801 in 1813*'), who resided in 
1,219 houses, that is, about 11.2 persons to 
each house. Table 2 gives figures for persons 
per house in various parts of Bombay in 
1826. 

These figures do not include the military 
and floating population of Bombay, which 
was put stt 10,000 and 20,000 respectively." 
It is unlikely that the floating population of 


Table 3: Newspapers Pubusheo from Bombay, 1851 



English 

Gujarati 

Persian 

Marothi 

Daily 

3 

1 

- 

- 

Bi-weekly 

2 

3 

- 

- 

Weekly 

4 

2 

2 

1 

Bi-Monthly 

6 

• 

- 

- 

Monthly 

3 

2 

- 

- 

Total 

18 

8 

2 

1 


Source: BCGD, I851,p9f21. 
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' wimtlft :li«v:6 catily found 
accommodation in the'Fort, (^laba or 
NhlabarHill. This group would have mainly 
been disp«aed over the indigowus zone 
thereby puling up the density of those 
areas. 

W M Sykes observed with reference to the 
1849 census of Bombay that the “native 
town east of Bhendy Bazar contains more 
than two-fifihs of the entire population of 
the Island”.*’ Sykes further drew attention 
to the immense excess of males over females 
in Bombay, there being 3,54,090 males lo 
2,12,029 females in 1849.** One of the 
reasons forthis was that "Bombay comprises 
a large number of seamen, workmen in 
dockyards, factories, etc, who come without 
their’ wives",** 

Bombay was eventually placed in an 
arbitrarily privileged position due to colonial 
intervention. As such it was able to attract 
a large population which could not always 
be efficiently utilised given Bombay’s lack 
of hinterland and its weak links with the 
interior. Consequently there was bound to 
be a section of the population which could 
not be provided steady employment. At peak 
times, particularly during the sailing .season, 
some of the casual labour was able to find 
work in dockyards, cotton screws, etc, but 
this labour would have been redundant for 
the remaining part of the year when it would 
be forced to leave the island or possibly look 
around for means of self-employment. 
Warden's impression was that one-fourth of 
the population of the island was 'tioating' 
in 1814. This tioating population comprised 
“Camatees, Ghatees, Carwas, Maharattas, 
Arabs. Persians and Goa Portuguese, a great 
part the sea faring men, with many Parsces”.** 
These temporary residents remained in 
Bombay a few years, hoarded their earnings, 
“having saved from two to three hundred 
rupees, return to their native country, where 
they obtain as much land as they require”.*’ 
Much of this casual labour therefore retained 
a strong connection with land, something 
which would have inhibited the process of 
creating a large wage-earning class. Till 
such time as colonialism tightened its grip 
on the western Indian countryside, the 
possibility of falling back on land would 
have definitely prevented complete 
degradation of this floating population of 
Bombay. This is in sharp contrast to, say, 
the casual labour of London, which had 
really no land to return to, and was. therefore, 
forced to submit to the most inhuman living 

conditions.** In England,of course, thiwi'pro- 

priation of the countryside was extiemely 
drastic and has never exactly been duplicated 
elsewhere.** in western India too the rural 
option was closed for urban dwellers once 
colonial exploitation led to a deteriorating 
agrarian situation. The fundamental 
difference was that in England agriculture 


hadbm ntiomdisedt in Wesient lixHa,» 
In lndiaa$awhole.orfor that matter in other 
colonies the situation whs the reverse. 

In Bombay city itself the strength of 
indigenous enterprise, the transfer of the 
opium trade to the city, the vitality of 
commercial activity and industrial 
development did help in partially overcoming 
the problem. In 1826 the floating population 
of Bombay was, as we have noted, placed 
at 20,000, a sudden drop as compared to the 
estimates of 60,000 for 1814. Too much 
should not be read into the decline of this 
component of the population within the space 
of just 12 years. Firstly, total population 
placed at 2.40,000 in 1814 was 1.62,570 
according to the count of 1826, which in turn 
may be explained to some extent by an 
overestimation of the earlier figure. Secondly, 
we are completely in the dark about the 
precise definition of the category 'floating 
population' for both years. In the absence 
of information about what criteria were 
adopted for classifying someone as belonging 
to this category. a proper comparison bet wear 
these two figures cannot be made. Suffice 
it to say that there was a sufficiently large 
floating population in the city during the 
first quarter of the 19th century, which may 
have been sho wi ng a downward trend during 
the late 1820s as a result of new avenues 
that became available with increased 
economic activity in this period.’* 

With the development of capitalism in 
Bombay it was necessary to ensure that 
those who came to the city did some work, 
even if it was something most dismal 
requiring much labour and yielding but a 
pittance. To be absolutely idle and 
unemployed, to give oneself up to 
vagabondage could mean taking to a life of 
petty-thievery. In a city where traditional 
ties did not exist, very much more so as 
Bombay had no pre-colonial past, the lack 
of such ties being underscored by market 
relations, little support from the community 
was forthcoming for anyone who had the 
misfortune of being totally without means 
of li velihotxl. .Such a person might constitute 
a threat to property, he might rob, steal, 
burgle. This, capitalist society with its precise 
notions ot property, does not tolerate. There 
were stringent provisions, therefore, in 
Bombay “for sending aliens off the island”, 
particularly those who “live idle without 
work".” Such persons could “be committed 
to Jail, be flogged, and, upon a second 
conviction, upon production of the former 
record, they may be sent off the island".” 

Labour, Production and Urban Space 

The division of labour and production for 
exchange which capitalism presupposes and 
the encapsulation of this division of labour 
within urban space leads to a major 


cufliwttetion; while urban $f»KZ ffiui^l^, 
apivopriated fior functions related to ^ 
accumulation of capital, this accomulafli^ 
of capital is a negation of self-sufficienoy 
and requires the apportioning of space to 
classN which live only by their labour. As 
economtcactivitygetsconcentratediniuban . 
areas due to the convenience of finding there 
the necessary labour as well as the 
infrastructure - finance, banks, credit 
facilities, iran.sport, expertise, etc, - needed 
for the accumulation of capital (which in 
turn reinforces this concentration), the 
contradiction mounts. There is a tendency 
to apportion as little space as possible to the 
poor. This is not merely a matter of land 
value, which is bound to go up with such 
concentration and which as adding to die 
cost of production is somewhat offset by the 
abundance of labour within the urban area, 
but is also a matter of not providing adequate 
amenities for the poor. It is, however, 
desirable to have a growing population of 
those who are willing to sell their labour^ 
power since this allows a laigc residual 
section which can be both casually engaged 
and recruited if there is any attempt on the 
part of any group of workers/wage-camere 
to exert pressure for improving their lot.** 
In a colonial situation even greater 
concentration occurred because an urban 
centre like Bombay was made the instrument 
of transferring the surplus of the surrounding 
hinterland to the metropolis and within this 
hinterland capitalist/industrial development 
was not encouraged. The territorial 
displacement of capitalism in 19th century 
colonial western India was complete as locd 
urban centres were unable to develop. What 
we encounter is not a mere rural/urban 
dichotomy, which, incidentally is not an 
antagonistic one but an expression of a 
division of labour m society. We witness the 
appropriation of the hinterland for the benefit 
of the metropolis via a favoured urban centre, 
i e. Bombay. Indigenous enterprise, which 
too was drawn to Ihe infiastructure offered 
by the port speeded up this process of 
concentration by helping in the appropriation 
of the hinterland. Indigenous intervention 
even with its own possibilities of capitalist 
accumulation could not but accelerate the 
emergence of Bombay as the focal point of 
the economic activity of western India. Hence, 
the disproportionate concentration resulting 
from activities relating to ta) colonid plunder, 
(b) indigenous enterpri.se: and fc) lack of 
adequate urban and economic development 
of the hinterland areas. Lastly, Bombay, it 
should not be overlooked, was a major 
administrative centre. 

Generally speaking the appropriation of 
urban space is not just functional, but 
determined by class. Specifically in the 
context of Bombay the contradictions 
between colonial interests and various 
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weakness of these groups vis-a-vis colonial 
rulers as well as the position of these groups 
vis-a-vis each other determined its spatial 
pattern. Once again it is necessary to reiterate 
that Bombay is not strictly representative of 
a ‘colonial city' with the connotation the 
term has of colonial/indigenous spatial 
dualism. 

It should not surprise us that in view of 
Bombay’s marginality during the 17th and 
most of the 18th centuries there should not 
initially have been much pressure on space 
within the city. As a consequence it took 
some dme before rights to land began to be 
asserted. One general observation must be 
made here. The question of space became 
vital for one area - The Fort - very early 
on. This was because the Fort provided 
security; it was the main administrative and 
commercial centre; it was located adjacent 
to the harbour; and the seven islands of 
which Bombay was formed were still in the 
process of being connected so that it was 
not feasible for habitation to be widely 
dispened. 

The year following the transfer of Bombay 
from the crown to the East India Company, 
an official proclamation (which remained a 
dead letter) stated that all acquisition of land 
by individuals prior to 1661 proceeded from 
imperfect right.^^ A few years later, in 1674, 
an important step was taken in the direction 
of the development of land as private 
property. Recognition was given to all the 
land then occupied, subject however to one 
condition. This condition was that occupants 
of land were liable to military service, the 
tenure being regarded as feudal.^’ 
Significantly an added provision was that 
occupants could not be deprived of their 
holding without compensation.’* These 
arrangements were apparently applicable 
essentially to the Fort area, for in some of 
the other parts of Bombay - Girgaum, 
Chowpatty, Walkcshwar, Cumballa Hill and 
Mahim a tax called 'pension* was levied.” 
This was of ihe nature of an agricultural tax 
on garden or rice land computed "at so much 
per wheel foi irrigation’’.’* Although, 
according to Warden it would appear “that 
a very small part of the Island was in a state 
of cuitivatio” at this date,’* technically these 
areas were not adequately urbanised. 

In 1718 the pre-capitalist form (military 
service) which rent had taken in the Fort area 
was converted to a tax expressed in money, 
referred to as quit-rent.*” This was really a 
tax for a service rendered by the state, rather 
than a rent on land. No argument in terms 
of a superior right to land was put forth, 
(^t-rent was legally only a reimbursement 
for expenses incurred in erecting 
fortifications." To put it differently, it was 
a tax for providing security. Since if was the 
Port and the surrounding area which benefited 
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land in the Port, Colaba, the ‘Black’ Town 
and the New Town. The ‘Black’ Town and 
the New Town refers to the indigenous zone 
lying north and north-west of the Fort.*’ 
By the 1730s efforts began to be made to 
assert superior rights of the colonial rulers 
to land, 'itlis was obviously the easiest way 
to exclude, or at least limit indigenous 
access to land. Growing pressure must have 
been a cause for worry. Indians were 
preempted by a discriminatory taxation 
policy. A resolution of 1731 drew a 
distinction "between the English and black 
inhabitants’’.*’ This policy did not deter 
Indians from acquinng landed property on 
an extensive scale in Bombay, a situation 
to which the strength ofindigenousenterprise 
contributed in no small measure, in 1803. 
as we shall see. another attempt was made 
to undermine indigenous control over land 
in the Fort. The attempt proved to be futile. 
By the second decade of the 19th century 
there seems to have been an all round 
strengthening of property nghts along 
capitalist lines with reduced colonial 
arbitrariness. Such colonial arbitrariness acts 
as a serious limitation to the proper exercise 
of bourgeois right by discriminating 
essentially along racial rather than class lines, 
in 1814 Warden advocated the further 
strengthening of private property." In that 
year the right of tenants to inherit and alienate 
land was also accepted.*' 

The Fort area being the focus of Bombay’s 
economic world, the actual outcome of the 
conflict between colonial rule and indigenous 
capitalism in Bombay was mirrored in that 
small stnp of land. Just as the British were 
unable to completely overcome opium 
smugglers so too they could not prevent 
Indian merchants from gaining a foothold 
in the Fort area. Moreover, if Bombay’s 
bourgeoisie was an impo^nt participant in 
the commercial life of the city its desire to 
be in clo.se proximity to that infrastructure 
which colonial interests had spatially 
concentrated in the Fort was but natural. It 
would not be out ot place to state here “that 
in 1707-8 the greater part of the ...Fort was 
private property; ...[and] that, for the 
purchases made from 1707-08 to 1758-59, 
it became the Company’s and was subse¬ 
quently transferred to individuals’’.** What 
this implies is that as by the beginning of 
the i9th century Indians were substantial 
owners of property in the Port they must also 
have been involved in these large-scale 
purchases made during the latter half of the 
18th century. Investment in real estate 
increased in this period: "the greatest portion 
of the property will be found to have been 
created since the year 1758’’.*’ 

In 1803 a major lire broke out in the Fort.** 
D E Wacha recalled in his reminiscences that 
he had heard from his grandmother ‘in the 


wim«istiiiw vowMiufMiKu was* ni 

the time die news of fin, large or sRudl, was 
one to Till the citizens with extreme 
consternation, for it meant, in nine cases out 
of 10, total destruction of lifeand property”,** 
The fire became an occasion for t^ing to 
oust Indians from the Fort, This is 
understandable when we consider that land 
values in the Fort escalated shortly after the 
Are. Just before 1803 the price of land had 
been on average from eight to i2rupeesper 
square yard. Subsequently to 1803 land in 
the Fort was selling at prices ranging between 
Rs 16 and Rs 30 per square yard.*” 

A town committee was appointed 
following the fire ostensibly ‘1o investigate 
the nature of tenures” in tracts laid waste by 
the calamity.*' Under the garb of examining 
the nature of tenures in the Fort, thccommittee 
sought to obstruct reconstruction of 
indigenously owned buildings.*’ This was 
met with stiff resistance by Indians. They 
were not prepared to accept this threat to 
their right to reside and own property in the 
Fort. Though the town committee attempted 
“to carry their plans into effect, as well by 
threats as by persuation”, the “natives 
ultimately succeeded m their opposition, 
and in the object of rebuilding on their old 
foundation.s”.*' Even the Court of Directors 
concurred in “permitting anative town within 
the Fort”.** 

WetindHormajee Bomanjeeconstructing 
his family residence m ihc Fort during the 
first decade of 19th century at an c.slimated 
expense of one and halt lakhs of rupees.*’ 
Ardaseer Dady owned four buildings in the 
area.** Mottichund Amichand had his pre¬ 
mises in Bazaigate Street.*’ Besides. Cursetjee 
Manockjee. Kesowdass Ransordass. Moosa 
Mapla and Pestonjee Bomanjee also owned 
land in the Fort during the first quartet of 
the 19th century.** Coercion having been 
unsuccessful, Indians were induced in this 
penod to exchange land held in the Fort for 
large tracts of ground in Salsette. which was 
still in an undeveloped state. 

Informal SpoKbOAHON 

Within the Fort itself there was some 
informal segregation. Indians clustered 
around the northern part of it whereas “in 
the southern part... congregated the official 
European population”.** Little planning had 
gone into the development of the Foi; ''*’ In 
the late 1820s it conveyed the impression 
“of a large irregular village than of a 
town”.'”' Writing in 1809, Maria Graham 
had observed that the Fort was “Dirty, hot, 
and disagreeable, particularly the quarter 
near the bazar-gate, owing to the ruins of 
houses which were burnt down some time 
ago, and have never been removed; but new 
buildings are in many places rising on the 
broken fragments of the old, so that the 
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iKscoiNead’ 'um^ itt M nader 
itd|sag(«eableif ndidangenw*. fwcaniagoi 
to pm through them’*."** 
the bazar-gate w» located at the noitheni 
end of the Fort, in the area where the 
indigenous inhabitants resided. The houses 
of Indians within the walls were “closely 
crowded togtther, very high, and mostly 
built of wood”.'"* The fact that they were 
made of wood must have added to the risk 
of fire, if even after the fire of 1803 wood 
continued to be so much in use as building 
material, bricks and stone must have been 
difficult to procure. As it is the expenses of 
building were great, owing partly to the high 
cost of labour, and account^ “for the 
apparently moderate profit enjoyed by the 
builder".'” Hence, probably, the extensive 
use of wood. The wooden houses in the fort 
“with their wooden verandahs, Venetian 
blinds, and heavy sloping roofs, covered 
with tiles* had a 'Swiss rather than Oriental 
appearance”."” The absence of chimneys in 
these houses caused 'them to look as if they 
were so many warehouses'.'"* 

There were certain physical limits beyond 
which it was not possible to go on adding 
buildings within the Fort area. By the end 
of 1820s ".substantial buildings [extended] 
to very nearly three miles from the Fort”.'"’ 
Some efforts were made to relieve the 
congestion in the Fort area, though not always 
with much success. In the period after the 
fire, Indians had been persuaded “to limit 
their houses m respect to height and taking 
off from each front a portion of ground for 
widening the streets”.'"* Then in 1839. 
legislation pertaining to building construc¬ 
tion in Bombay, Act No XXVIII, laid down 
that no building with a height extending SO 
feet could be erectnl within the walls of the 
Fort.Yet as late as the 1860s, the authorities 
noted that, ‘The Fort has hitherto been strictly 
limited by its ramparts..., but while its lateral 
extension has been prevented, there has been 
no restriction as to the number of storeys 
that might be added to house.s”."" 

South, north and west of the Fort there 
was some open spare. This could not be used 
for expansion partly for physical and partly 
for strategic reasons. Colaba and Old 
Women's Island were not fully integrated 
with Bombay till quite late.'" Colaba was 
initially acantonment area, although towards 
the beginning of the 19th century it was 
opened up for civilians."’ The proximity of 
Colaba to the Fort, its spaciousness and fine 
view soori made it prime land. In ISOS the 
East India Company paid Rs 60.000 for 
purchasing eight houses in Colaba."' 

Thelargeexpanseof the esplanade merging 
. with the sea on one side and with the 
indigenous zone on the other provided, apart 
from its strategic significance which has 
already been alluded to, much needed escape 
from die claustrophobia of the Fort. It was 


ti 'plice where one cottM go t»M breath of 
flesh air, for some recreation and for swne 
exchan^ of gossip. Bvenin thethird quarter 
of the 19th century the esplanade retained 
its calm. Despite the railway, textile mills, 
the cotton boom and rise in po{Hilation the 
pace of life was still unhurried along the 
esplanade. Wacha gives a most vivid 
description of pleasant evenings spent here 
during the 18S0s: ”... squatting groups would 
be seen merrily playing games of cards... 
Refreshments were also vended. The only 
refreshment was the sugar-cane, stripped of 
its baric and cut into small cylindrical pieces 
which again would be subdivided into four. 
A large number of vendors, also Parsis, 
.selling this fruit... moved from group to 
group...”"" Further, 

the grounds on which now stand the Post 
Office... and the High Court were also utilised 
for recreation purposes, but evidently it was 
dedicated to the ‘shettia loque' or the 
wealthier of the Pars! community. Members 
of this class, too, frequented the maidan and 
had their little groups - only these were a 
little more exclusive... The.se, too indulged 
in the luxury of ‘ganderi’ and also of 
confectionery..."’ 

It is pertinent that the esplanade was not 
appropriated exclusively for the use of 
colonial rulers. 

Malabar Hill comes closest to King's 
concept of ‘colonial .settlement' in colonial 
urban centres as an area where the European 
civilian population resided and from which 
indigenes were almost entirely excluded."" 
Indians, however, owned a lot of land in this 
area as well. Framjee Cowasjec “owned a 
few bungalows there”"’ as did Hormusjee 
Cursetjee, son of Cursetjee Manockjec one 
of the prominent owners of land in Bombay 
whose property in the Fort has already been 
referred to above."' Kemp and Company 
had their medical dispensary in Malabar Hill 
in premises rented from Hormusjee 
Cursetjee’s widow, Meheribai."" 

Owning property in Malabar Hill was one 
thing but residing there was another. For 
Indians to stay there was not the done thing. 
In the 1840s “the healthy eminence of 
Malabar Hill was quite untenanted by any 
Parsecs”.”" Houses owned by Parsis "were 
without exception occupied by Euro¬ 
peans”.”' When in 1848 Mehcribai decided 
to shift to Walkcshwar, the step caused an 
outcry which obviously had some sexist 
overtones as well: "The Parsee Punchayet 
the body conducting the social governance 
of the Parsee community, gave it out as their 
grave opinion, that it was anomalous for a 
Parsee lady to live in such an out-of-the-way 
locality”. "’This exclusive quarter extended 
almost upto Breach Candy at the northern 
extremity of Cumballa Hill. Breach Candy 
soon became “the general rendezous of the 
English community, where they met to settle 


thd poUdes of .the island, and to dlaeusa^ 
affwTB of Uw day...”'” 

Class differentiation in Bombay was most 
sharply delineated in moving from the 
rarefied atmosphere of Malabar Hill, 
Walkcshwar, Cumballa Hill and Breach 
Candy to the Native Town north of the Fbtt, 
Herctooasthedemand for housing increased 
with the rise in population during the early 
19th century, the value of land went up. 
Those who owned land took “all possible 
advantage of the area in their possession by 
building to its full depth" and “raised floor 
upon floor”.'” Moreover, “some owners of 
plots of ground which have a frontage such 
only as may have been sufficient for a 
huckster’s stall before the street attained to 
its pre.sent importance, have built with this 
small frontage, but with a greatly 
dispropurtioned depth, houses of many 
floors”.'” Consequently the overcrowding 
was oppressive. Dwellings were at tiroes 
constructed by filling a wooden framework 
with brick and mortar or nibble masonry. 
In the poorer streets the walls were made 
entirely of wood, litis rendered the structures 
insecure as was “shown in the many accidents 
that have resulted from falling houses in the 
10 years ending with 1862. Besides many 
being maimed, there were 69 killed in that 
time”.”" 

Congestion in the indigenous zone was in 
direct proportion to the concentration of 
economic activity in the Fort. In the absence 
of an even spacing of economic activity it 
was natural that those who had only their 
labour power to sell could not be widely 
di.spersed hut had to be as close as possible 
to the area which could provide them work. 
As Indian enterprise too tended to get 
concentrated in the Fort, reinforcing the 
economic significance of the area, the spatial 
disorientation of Bombay was ensured. We 
have also noted that Bombay during the first 
quarter of the I9lh century could not 
efficiently utilise its large population. Hie 
fact that the Fort area was not a producing 
zone, rendered Bombay’s labour even more 
underemployed. This meant that many were 
forced to be self-employed as petty- 
shopkeepers, hawkers, vendors, etc. b was 
possible to sustain oneself to a limited extent 
on this kind of activity since Bombay's 
wage-earners had to buy the necessities of 
daily life. Maria Graham recording her 
impressions of a visit to a Bombay bazar 
wrote; 

Here you see grain of every description 
heaped in earthen jars; there, sweetmeats of 

all sort.s and shape.s.Further on. fruits 

and vegetables are laid out to the best 
advantage; then you come to the paung, or 
betel leaf, nut andchunam. ready for chewing, 
or the separate materials; beyond are shops 
for perfumes, linens, oils, toys, brass and 
earthenware...”’ 
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So voy extentive did this vaHfily of : 
economic activity rdatedto vending articles 
of daily necessity become that the Bombay 
authorities sought to impose a tax on shops 
ami stalls. Act XI of 184S provided “that 
it shall be lawful for the collection of Lmid 
Revenue of Bombay to make a Quarterly 
Assessment on each and every shop and stall 
within the Island of Bombay and Colaba”. 
The types of shops and stalls listed convey 
some idea about the nature of business in 
articles of daily necessity; Apothecary 
(Country), Bakers, Bread Sellers, Betelnut 
Sellers, (^rds and Cream Sellers, Darners, 
Dinner Leaves Sellers, Onion, Garlic, Ginger, 
Potatoes and Yam Sellers, Pickle Sellers, 
Rice Sellers and. Tea and Sugar Sellers. 
(Bombay Calendar and General Directory, 
1849 (BCGD), p 252). 

TheNativeTown must also have had some 
autonomous economic activity, but this being 
on too small a scale and at a very low level, 
ultimately dependence on the Port was 
crucial. This desperate dependence on the 
Port must have been another factor in the 
disproportionate concentration in that area. 

Such a situation in the main indigenous 
zone and the Port led to unhygienic 
conditions. Until the lower classes could 
improve their bargaining position, little 
development of proper civic amenities for 
the poor took place. A H Leith, as deputy 
inspector-general of hospitals in Bombay, 
inareportof i864on the sanitary conditions 
in the city, reported that in a particular street 
“the houses on each side were of two or three 
floors, and the various rooms were densely 
peopled, and the floors of the verandahs 
were fully occupied, while to eke out the 
accommodation in some of the verandahs 
there were charpaees or cots slung up and 
screened with old matting to form a second 
tier of sleeping places for labourers that were 
employed in the day’’.'”" 

In one of the chawls that Leith visited, he 
found “... in a narrow unpaved court, which 
was wet with the waste water of a well round 
which the people were bathing, there was 
a cesspit full of filth; in the same enclosures 
there was a row of nece.ssaries behind which 
there was an unbuilt trench full of fluid 
excreta and foul water, the over-flowings of 
which passed along the base of the wall 
surrounding the mouth of a well that was 
but four feet from the privy. This well 
supplied its owner ’ s household with drinking 
water. In this Chal there were ten cholera 
deaths”.'*' 

Elsewhere he was led to latrines where 
“ba.<ikets which cannot retain liquid are used 
under the privy-seats, and those privies have 
a flat floor, and... as is often the case, nut 
even a basket is used, and a sweeper never 
visits the place, but the accumulated soil is 
left to flow out on the pavement of the 
gullee...”'” 


' Under the cireuinstsnces, frequMiV 
otiflxeaksofepidemicspardcularlyofdwlem 
were oidy to be expected. In the early 19fli 
rtmtury three major outbreaks of cholera 
occurr^; in 1831-32, in 1848-49 and in 
1853-34. In 1849choleradeaths were 18,036 
while in 1834 approximately 20,000 people 
were estimated to have died of the disease.'” 

The abysmal sanitary conditions prevailing 
in the Fort and to a greater extent in the 
Native Town were bound to result in the 
contamination of drinking water thus leading 
to cholera and other contagious and water¬ 
borne diseases. The shortage of water supply 
compounded the problem. Even British 
inhabitants had at times to procure water 
from distant sources. An entry of 1825 in 
Lady West’s journal states, “we had 63 
bottles filled yesterday at the Caves of 
Elephants for drinking”.'” Repeated 
monsoon failures between 1824 and 1850 
led to the drying up of the 136 public wells 
and tanks on which the inhabitants were 
completely dependent for their supply of 
water. By 1854only eight of these wel Is and 
tanks contained good, potable water.'” 

In the 1850s a major project for the supply 
of water was under consideration in Bombay. 
The project was to be financed largely 
through an increased house tax.'” Mariam 
Dossal's detailed study of this project has 
shed light on an important facet of this 
issue. The wealthier Indians led by Jamshetji 
Jejeebhoy, were not favourably inclined 
towards the project as they would have 
had to “submit to a heavy tax for such 
works”.'” 

The matter was one of class interests. 
Privileged indigenous groups were not keen 
to provide amenities to the deprived sections 
if there was to be increased taxation. It might 
seem a contradiction that whereas the affluent 
sections tried to stall the move, it is the 
colonial state which was in this case taking 
the initiative in improving civic amenities. 
Enzo Mingione in his work on capitalist 
urban problems has pointed out that. “As the 
taxation system is based on residents,... any 
change discourages capital accumulation 
because it becomes - one way or another - 
a direct taxation of economic activities”.'” 
From the point of view of Bombay' s capitaiist 
class the question was whether it would be 
prepared to bear the high costs of 
urbanisation. In an overall situation of 
colonial constraints to accept this 
responsibility would have further reduced 
their scope far capital accumulation. One 
must recall here that indigenous investment 
in Bombay’s housing and real-estate was 
extensive. 

Life in the Native Town and Fort during 
the early 19th century must have been a 
miserable one. This was the more so as with 
the growing stability of British rule, security 
and overcrowding, the English inhabitants 


b^^d3«jp.fbnbM«d'l6theii^ ^ 

sreittofC^iaiUBndMidabarHfflvabBndoflging 
the Port to commerce, and mkUHe and upper 
class Indians. Of coune there were 
European residents in the southern part of 
the Fort, but what one is referring to is a 
tendency.'” 

North and central Bombay did not come 
into their own until the industrial en. Just 
north of Dongri along the sea wasMazagaon. 
In 1826 it had a population of 4,6%.'” 
Maria Graham referred to it at the beginning 
of the century as “a dirty Portuguese 
village”.'" Even today there is “a very 
Portuguese air to Mathapakardy, the small 
settlement that nestles quietly in the heart 
of busy Mazagaon”.'*' Not Mng very far 
from the Native Town or even dte Fort, and 
due to its importuice as a ship-building 
cemre, Mazagaon was a settlement of some 
importance in the early 19th century. 

Several portions of north and central 
Bombay had been reclaimed only during the 
early 18th century.'^'Havingbeen reclaimed 
largely at government expense, the land had 
been let out to individuals, mainly Indians, 
for improvement. Most of this land was of 
the nature of salt marshes, and was designated 
‘foras’.'*’ Foras (lit. ‘out of doors’) denoted 
rent “paid by a cul ti vator or person permitted 
to occupy ground for the purpose of 
improving it”.'" Large tracts of Bycuila, 
Parel, Worii, Mahim, Dadar and Matunga 
were foras lands.'" With the rising value of 
land in Bombay, the government tried to 
undermine the rights of holders of foras at 
the beginning of the century.'" At the same 
time the company contemplated an increase 
in rent, .“but the holders of these grounds 
strongly resisted”.'" Eventually “the measure 
of increasing the rents was suspended, and 
the matter referred to the Hon'ble Court of 
Directors in 1815".The matter was settled 
for the time being with titlesofthosc “persons 
who were in possession in the year 1744” 
being recognised in perpetuity.'" 

The question of rights was reopened in the 
1830s. In 1836 the construction of a mqjor 
thoroughfare in central Bombay, passing 
through foras lands, was projecred.'” This 
thoroughfare. Grant Road, now Maulana 
Shaukat Ali Road, forming a junction with 
Girgaum Road was to have an east-west 
alignment. In 1838, work on the road 
commenced and the foras lands through 
which it passed were acquired without any 
compensation being paid.”' Rapid expansion 
of the city and the construction of Grant 
Road must have further increased the value 
%f land in central Bombay, in the 1840s we 
find leading merchants like Juggonath 
Sunkersett and Bomanjee Homasjee 
investing in land in the Tardeo and Grant 
Road area.'^ 

Parel, where also several foras holdings 
were located, had been a favoured resort in 
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dw||8th century. The jpivamor had Ms 
resHeace here which with preference being 
indeasin^y shown for Malabar Hill was 
abandoned during the course of the 19th 
century. Thethrealened noithward expansion 
of the indigenous zone and the overall 
southward shift of the European residential 
zone - Colaba and Malabar Hill - completed 
theeclipseofl^l.Sonreupperclass Indians 
did continue to have theircountty residences 
in Parel during the 19th century, the most 
wdl-known being Pestoiyee's ‘Lai Baug’. 
Hie famous Lowjee family, it might be 
mentionedin passing, had been given ‘inam’ 
or cess-free grants in Pare! and adjoining 
Naigaum in 1783.”' In the latter half of the 
t9th century this area became mainly an 
industrial zone. 

Mahim and SALserm 

Mahim had been an important settlement 
since the Portuguese days and was the most 
thickly populated area in north Bombay at 
the beginning of the 19th century. Mahim 
was estimated to have 13,726 inhabitants in 
1760.”* In 1826 the population of Mahim 
(including Worli) was 17,713.'” 

During our period Salscttc, the large 
northern neighbour of Bombay, was still a 
backwater. It is only towards the end of the 
19th century, particularly with the 
improvement of communications, that 
Bombay began to spill over into Salsette. 
Salsette was to become an ‘umland’: the 
‘umland* of a city being that portion of the 
surrounding country which is linked with 
the city as a centre.”* As Bombay’s physical 
geography permitted only northward 
expansion, the merger of Salsette with 
Bombay was inevitable. 

Salsette had been one of the earliest 
additions to the Bombay presidency. It was 
“at the time of its acquisition much 
depopulated and scantily cultivated".With 
the growth in demand for food in Bombay. 
Salsette was sought to be belter cultivated. 
Leases were granted on favourable terms to 
attract settlers.”* Bishop Heber refers to 
vegetables grown on Salsette being brought 
to the Bombay market.”* At the same time 
Heber noted that the island was “strangely 
unimproved having no towns except Tannah 
and Gorabunder (the first of which is indeed 
a neat and flourishing place, the other not 
so much better than a poor village)" He 
went on to say: “This neglected and 
uncivilised state of Salsette is all the more 
remarkable,... because the neighbourhood 
of Bombay, and the excessive price of 
provisions there, would seem to lead to the 
cultivation of every inch of ground".'*' 
Finally, Heber remarked that. “The 
population, however, poorasitis, andchiefly 
occupied in fishing, amounts to SO.OOO, a 
number wMch might be trebled if culti vation 


wereexteeded at anything likefeeiiatewMch 
it has been done in Bengal".'** 

The main reason why the supposed 
capacity of Salsette remained underutilised 
was that cultivation called for a large 
investment. According to a report of 1836 
one of the major obstacles in the development 
of Salsette was “the nature of the soil itself, 
which is not capable of being made 
productive without the constant and 
unceasing aid of expensive appliances”.'*' 

'niere is one sense in which Salsette was 
tied to the economy of Bombay in the early 
19th century. It provided a fieid for invest¬ 
ment in land. Several prominent merchants 
of Bombay had been granted holdings in 
Salsette in this period, some of which had 
been gi ven i n exchange for land in the Fort. '** 
Ardesar Dadaji had been granted the villages 
of Malhar, Dysar. Magatney, Tulsi. Arcyn. 
Eksar, Kanari and part of Pahadi in lieu of 
land in the Fort. Hormasjee Bomanjee had 
similarly been given the villages of Kurlen, 
Maroli, Asalpay, Kolikalian. Mohili, 
Parajpor and Shahar (collectively referred 
to as the Kurla esimc).'** Some of the other 
prominent landowners in Salsette were; 
Cursetjee Manockjee (Anik); Dhakjee 
Dadajee (Varsavay); Framjec Cawasjec 
(Poway estate), Jamsetjee Bomanjee (Vila 
Parla, Jhu); Kharsetjee Cowasjee 
(Goregauin): Ratanjee Eduljee (Gatkopar); 
Krushnarao Raghunath (Borvday): and 
Luxmon Humchanderjee (Chincholi).'** 

It would seem that some of the indigenous 
invc.Mment in Sal.settc was of a speculative 
nature. It was rare for Bombay merchants 
to go in for investment in agriculture.'*’ One 
of those occasional instances is that of 
Framjee Cawa.sjec who tried to introduce 
scientific agriculture on his Poway estate. 
The relatively greater stability of indigenous 
enterprise in Bombay did nut incline Indian 
merchants towards large investments in 
agnculturc. Urban real-estate, over which 
they already had significant control 
(Pestonjee Bomanjee boasted to Maria 
Graham “that he received not less than Pond 
1 S,(XX) ayearinrentsand his brother received 
nearly as much"),'** held greater attraction 
for them. 

The development of capitalism in Bombay 
was not only expressed in the specific spatial 
pattern of the city but also in the availability 
of certain facilities and services .so 
characteristic ol a capitalist city, especially 
a major administrative and commercial 
centre. To some extent such facilities were 
theoutcome of Bombay's privileged position 
within the colonial scheme of things: 
systematic appropriation requires an 
infrastructure. 

In the context of early 19ih century colonial 
Bombay the growth of specialisation could 
at times be decepti ve, especially at the lower 
level. The non-manufacturing nature of 


BomMiy in this (rfuae must have, as 
have already noted, led to a number of 
people becoming hawkers, vendors, small* 
shopkeepers, carriage drivers, palanquin- 
bearers, etc. Unfortunately our information 
is limited to those services and facilities 
which were usually availed of by the English 
or upper cla.ss Indian inhabitants of Bombay. 

Htcre were, by the late 1830s and eariy 
1840s several hotels, coffee-shops, eating 
houses and confectioneries in the city. In 
cuntra.st to the situation at the beginning of 
the century when Maria Graham lamented 
that "there is but one tavern in Bombay and... 
that is by no means fit fur the reception of 
ladies",'** and a similar statement by Mrs. 
Elwood in the late 1820s that"... it is most 
singular that there ore no hotels to which a 
lady could with propriety go","" several 
hotels came up between the late 1830s and 
early IH.^Os: Viclorial Hotel, Hope Hall, 
British Hotel, Madam Costa, Royal Family 
and Benson Hotel.'’' The hotels proclaimed 
their respectability by announcing the 
availability of accommodation for 'Families 
and Gentlemen’.'" These hotels were not 
exclusively European owned but had 
indigenous involvement as well. Victoria 
Hotel in Apollo Street had. for instance, 
Nasserwanjee Coovcrjcc as one of its 
owners.'” 

The Shop and Stall Tax of 1845 
differentiated Wween two kinds of eating 
houses, Ealing houses tor Europeans on 
which the quarterly assessment was Rs 4, 
and ordinary eating houses (apparently for 
non-Europeans) on which the tax was one 
rupee.'” The implied segregation is 
significant. A similar type of establishment 
referred to in the list pertaining to the Shop 
and Stall Tax is the coffee shop.'” 

The taste foi European confectionery wa.s 
not limited to the British residents alone, but 
had percolated down to some indigenous 
sections as well. Indians were also engaged 
in vending this kind of confectionery. 
Dhunjeebhoy Framjee’s bakery was one of 
the well known establishments in the early 
forties."* In the forties itself Rustomjee 
Framjec was one of the two ‘ice- 
confectioners’ in Bombay, the other being 
a European.Wacha tells us of “a Farsi who 
had a bakery in Barrack Lane” in the IHSOs. 
4 shop, familiarly known as ‘Bahaduiji’s 
Bakery’ “had the custom of the rich and 
middle cla.ss Parsis". while another ‘humbler 
confectioner of the Military Store Lane 
supplied the needs of the lower classes’."* 

At a more mundane level, we have seen 
that the supply of food to Bombay had been 
taken carcflf largely through sea-borne trade. 
Fur highly perishable commodities like 
vegetables and fruits, however, local produc¬ 
tion was necessary. Among the vegetables 
grown in Bombay were brinjals, bhindi, 
various typesof gourds, andsweet potatoes.'’* 
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Peas and beans were also grown but were 
of ‘indifferent ({uality'. Not much success 
had attended planting of cabbage, carrots 
and turnips. There was some specialised 
horticulture also Bombay was famed for 
its onions;'*' Mazagaon for its mango."’ 
Finally, some rice was still cultivated on the 
island in the early 19th century."' 

As settlements got dispersed over the 
island, the demand for transport also 
increased. Buggies, carriages, carts, 
palanquins, etc, were available for htre."* 
The rise in their number necessitated 
legislation to regulate such transport. Act No 
IV of 1841 allotted specified parking places 
(stands) for public vehicles and palanquins."' 
The phenomenal rise in utilisation of road 
space can be guaged from the following 
statement pertaining to the ISbOs:'** 

As many as S98 carriages m addition to 
bullock carts were counted passing along 
the Bhendy Bazar in one hour, and as there 
were 4,500 foot passengers foi whom there 
are no foot paths, the danger to life is very 
great and many accidents occur. 

The newspaper has been projected by 
R E Park as one of the hallmarks of modem 
urban life, it is, in his words. “The great 
medium of communication within the city, 
and it is on the basis of the information 
which It supplies that public opinion rests. 
The first function which a newspaper suppi les 
is that which formerly was performed by the 
village gossip".'*' In Bombay during the 
1830s and 1840s there had been a steady rise 
in the number of newspapers published from 
the city. By 1851,29 newspapers were being 
published in four languages - English. 
Oujarati, Marathi and Persian: 

Finally, there was the seamier side of 
Bombay. Petty crime in the city was the 
obverse of a flourishing commerce inopium. 
J P Grant, judge of the King's Couii in 
Bombay. deli vering an address in 1828 staled 
that, “Danng robbencs are perpetrated within 
the walls of the fortified town by gangs - 
gotxis are conveyed to the ramparts and 
lowered down by ropes attached to the guns 
of the fort”."* Crime had brought with it a 
police force. Bombay in the 1830s had a 
senior magistrate, a junior magistrate, a 
' supenntendent of police and a high constable. 
There were three police divisions - Fort, 
Byculla and Mahim-each with a head 
constable. 

This police force, along with thejudiciary, 
became the instrument for safeguarding 
bourgeois property against pilferage and 
theft. Punishment was harsh: confinement, 
banishment, torture. In the Petty Sessions 
“the infliction of punishment by rattan” was 
“a very common sentence” during the 
1820$."*' Lashing was “attended with 
extraordinary severity, drawing blood at 
every stripe, and sometimes taking olf with 
it small pieces ot flesh". ""While upper cia.ss 


Indians served on juries or were appointed 
justices of peace, the poorer sections were 
the victims of such brutal methods of 
punishment. The scars caused by lashing 
which were “never obliterated but by death” 
could be observed “on many a native as he 
toils along the streets of the town under the 
burden of a palanquin".'*’ 


The pattern of Bombay's intercourse as 
It had developed by the beginning of the 
19th century is perhaps best illustrated by 
the contrast between the situation in Bombay 
on the one hand and the Deccan and Konkan 
on the other during the famine of 1803.* 
While shortages overtook the Deccan and 
Konkan, Bombay was in a position to support 
a growing population which flocked to the 
city to seek food and employment there in 
the wake ot the famine." A perusal ot records 
pertaining to this period, especially for the 
year 1804, leaves one in no doubt that by 
the early 19th century Bombay had an 
extensive sea-borne trading network for 
supply of gram to it. The Konkan was one 
of the major sources for the supply of grain 
to Bombay by the middle of the 18 th century.'- 
However, Bombay’s connections permitted 
It to tap alternative sources further afar with 
the help of a merchant class capable of 
handling a considerable trade in grain. This 
merchant class already included a number 
of Indians trading on their own account. 

It IS not surprising that Forbes and 
Company and Bruce, Fawcett and Company 
should have been at the forefront of those 
who contracted to supply grain to Bombay 
during the famine. These two firms had been 
in existence since the last quarter of the 18th 
century and worked in close alliance with 
each other during the early 19th century.'' 
Their connections and influence with the 
Bombay government are well known.' They 
were therefore able to wangle several tenders 
for providing gram to Bombay. Wc know 
that in 1804 Forbes and Company had got 
at least one contract for 10,000 bags of nee 
(I bag = 168 lbs ) to be shipped from Bengal.' 
In August 1804 a lengthy correspondence 
ensued between Forbes and Company, 
Bruce. Fawcett and Company, and some 
other firms and the Bombay government 
over the question of raising the pnee of nee 
originally slated in their tender.' Initially, 
these firms haH undertaken to supply rice 
at Rs 7 per bag. In August 1804 the Bombay 
government agreed to a price of Rs 9 per 
hag. though merchants kept grumbling that 
the pnee might rise to over Rs 12 per bag." 
It was rcportcrl that the priceyat Calcutta 
had been going up due to increase in demand 
at Bombay,' which is significant being 
indicative of a certain orientation of the 
market. Sea-borne trade made the economic 


Magistrates exercised their authority most 
aibitrarily, carrying terror ‘Into the poorest 
hovel by his peons dispersed over the 
island”.'** App^ against such arbitrariness 
was not easy. In a Kafkaesque episode, "on 
the October 6,1817. aman... was sentenced 
to hard labour till he should find securities. 
Under this sentence he remained in jail till 


integration of Bombay with Calcutta much 
easier. The cost for transporting grain from 
Calcutta to Bombay was estimated to be four 
rupees per bag, for a ship-load of 10,(X)0 
bags.' Among the Indian merchants involved 
in this trade wc have reference to 
Nasserwanjee Manockjee of Bombay who 
had been commissioned by Dorabjee 
By ramjee of Calcutta to dispose 29.000 bags 
of rice." Nasserwanjee Manockjee’s name 
appears in the Bombay Directory of 1792 
as one of the prominent merchants of the 
‘Persic Caste'.' 

Not without reason then a large number 
of people sought refuge in Bombay, where 
food was more easily available as was some 
sort of poor relief and employment through 
public works like road construction.'" Of 
course, typically capitalist vices like 
speculation in foodstocks and adulteration 
were very much in evidence" 

Notes 

(a) Among the causes of the Great Famine of 
1803 in the Konkan was the partial failure 
ot rains in 1802 and a more complete failure 
in 1803 See Campbell. Muienals, Vol III. 
p 522. it might also be worth exploring a 
possible connection between colonial 
intervention and the famine. 

(b) Cf Imperial Gazetteer, Vol Vlll, p 407. 

(c) By the l74Us the company was regulating 
the gram tiade of the Konkan to meet 
Bombay's growing demands (cf Lakshmi 
Subramaman, ‘Bombay and the West Coast 
in the 1740s’, lESHR. Vol XVIII. 2 (1981). 

p 216). 

(d) James Douglas, Bomhay and Western India, 

Vol I (Undon, 1893). p 244. 

(e) Ibid, p 242: also Nightingale. Trade and 
Empire in Wextern India, pp 24-5. 

(0 R Henshaw. Custom Master, Bombay, to J A 
Grant. Secretary, Bombay Government, 
August 20.1804, Maharashtra State Archives 
(hereafter MSA), Gram Scarcity Records 
(hereafter GSR), Diary No 319 

(g) l;etter to Bombay Goveramem, August 22, 
1804, MSA. GSR. Dioiy No 319. 

(h) Ibid 

(1) Ibid. 

0) Ibid. 

(k) Letter to Henshaw, August 23,1804, MSA, 
GSR. Diary No 319. 

(l) Douglas, Bombay and We.tfern India, Vol 
I, p 168. 

(m) CfMSA, GSR, Diary Nos 317-22, September 
1803 to June 1806 

(n) Letter to Grant. July 17,1804, MSA, GSR, 
Diary No 319 
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Jtiiy ii»^, a i>moa ot $tx years, wnen he 
in jail".'*’ 

Michel Foucault speaks of die "severe 
repression of illegality”, out of ail proportion 
to the offence, in bourgeois society: “The 
development of ports, the appearance of 
great warehouses in which merchandise was 
stored, theorganisationof huge workshops... 
also necessitated a severe repression of 
illegality. The way in which wealth tended 
to be invested, on a much larger scale than 
before, in commodities and machines 
presupposed a systematic, armed intolerance 
of illegality"."" 

The development of capitalism in Bombay 
was thus equipped to protect bourgeois 
property against peny-crime while, inaworld 
of topsy-turvy morality, colonial and 
indigenous enterprise operating from the 
city merrily peddled opium to the Chinese. 

Notes 

IFinancinI assistance provided by the Indian 
Council of Historical Research is gratefully 
acknowledged.] 
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The United Nations, the US and Northern Iraq 

Ninan Koshy 

The dominance of the US in the security council led to the interpretation and implementation of the resolution 
688 according to the US objectives, and a clear manipulation of UN processes including post-facto legitimisation 
by the UN of US actions. The overriding motive behind the US intervention in Iraq was not assistance to the Kurds, 
but maintenance of the gains of the Gulf war and the assuagement of public opinion in the west. 


WHILE it is generally agreed that the receiit 
missile attacks by the US on Iraq are a 
flagrant violation both of international law 
and Iraqi sovereignty it isnot often recognised 
that practically all US actions in northern 
Iraq since 1^1 are in contravention of 
international norms. A dose examination of 
US actions and UN resolutions will show 
that the US and its allies deliberately 
misinterpreted UN resolutions to suit their 
plans, manipulated UN processes to attain 
their objectives, took actions in the name of 
the UN without authorisation and managed 
to obtain subsequent legitimisation by the 
UN in some instances. 

We attempt here an analysis of security 
council resolution 688 which is frequently 
quoted by the US as the basis for its actions 
with regardtonorthem Iraq. Thccommander 
of the US naval forces in the Gulf claimed 
that the recent strikes against Iraq were 
meant as a warning to adhere to requirements 
outlined in the UN security council reso¬ 
lution. SecretaryofStateWanenChristopher 
said in Paris on September 5 that “importance 
of a no-fly zone was generally agreed to be 
a good way to carry out UN Resolution 
688”. 

The security council of the UN at its 298th 
meeting on April 5,1991 adopted resolution 
688. condemning “the repression of the Iraqi 
population in many parts of Iraq, including 
most recently in Kurdish populated areas, 
the consequences of which threaten 
international peace and security in the 
region”. The resolution outlined a series 
of measures to be undertaken by the Iraqi 
government and by the UN.' 

The resolution was an innovation and 
unprecedented. It clearly departed from the 
traditional interpretation of Article 2. 
paragraph 7 of the UN charter regarding 
non-intervention “in matters which are 
essentially within the domestic jurisdiction 
of any state”.* There were other elements 
also in the resolution which reflected a clear 
departure from previous practices of the 
security council. 

The Background 

‘Operation Desert Storm’, launched 
against Iraq lor its invasion of Kuwait, was 
halted by the US president on February 27. 
1991. at midnight. After less than five days 
of heavy ground warfare which followed hi- 


tech aerial bombardment from January 16. 
1991, the coalition forces led by the US had 
not only pushed Iraq out of Kuwait but 
occupied more than 15 per cent of Iraqi 
territory 

In the wake of the devastating defeat of 
the Iraqi army, revolt against the Iraqi regime 
first erupted in southern Iraq and soon spread 
to the Kurdish populated region in the north. 
Kurdish forces were briefly in control of 
Arbil, Sulamaniyah. Dahok. Zakho and 
neighbouring towns. As government forces 
began to recapture these towns and cities, 
a mass exodus of Kurdish population began. 
By the end of March, it was estimated that 
over one million Kurds had fled to Iran, 
whilehundreds of thousands headed towards 
the Turkish border, to escape the aerial and 
ground bombardment by Iraqi military forces. 

Thus, one of the largest mass exoduses in 
recent history took place. The television 
pictures of hundreds of lhou.sands of Kurds 
seeking refuge in the mountains in the winter, 
dying, destitute and dehydrated, forced 
international action. The pictures were 
politically uncomfortable and strategically 
inconvenient to the coalition states, especially 
the US. To them, it appeared that the gams 
of the war were being lost in the mountains 
bordering Turkey and Iraq. In several western 
nations, there were demands for action. 

Some observers trace the uprising in the 
southern and northern parts of Iraq to a 
statement made by president Bush at the 
height of the war. In remarks made to the 
American Academy for the Advancement of 
Science he said: “But there's another way 
for the bloodshed to stop, and that is for the 
Iraqi military and the Iraqi people to take 
matters into their own hands to force Saddam 
Hussein, the dictator, to step aside and to 
comply with the UN and then rejoin the 
family of peace-loving nations".' It is true 
that the president did not explicitly promise 
coalition support to any rebellion but it is 
quite cone -ivable that at least .some sections 
of those who rsbelledexpected such support.' 

In addition to the immense pressure from 
the public of many western countries, 
intensified by media exposure of the suffering 
of the Kurdish population, the US had to 
deal with the pressure from Turkey, whose 
support to the US was crucial in the war 
against Iraq. It was true that with the sudden 
influx of such a large number of refugees. 


Turkey was facing a massive humanitarian 
problem. It was also important for TXirkey 
to tty to contain the Kurdish problem in Iraq 
without further complicating its own 
problems with the Kurds in Turkey. It how¬ 
ever, realised that this would not be easy. 

Western nations felt that the UN had a 
special responsibility as the situation in the 
Kurdish region developed directly as a result 
of a UN-sanctioned war. It appeared that 
further action against Iraq would fit into the 
scheme of things and the series of actions 
initjated by the security council from August 
1990, and that the continuation of punitive 
action against Iraq would have general 
international support. It is this context that 
made it possible for the security council to 
adopt resolution 688.’ 

The RE-soLimoN 

It is not clear under which provisions of 
the UN Charter this action of the security 
council was taken. The reference to "the 
consequences of which threaten intematiimal 
peace and security in the region” might give 
the impression that the action was taken 
under chapter VII of the charter.* But a 
closer reading of the resolution leaves one 
with the impression that the security council 
did not want to refer to any particular 
provision of the charter under which it was 
acting. In fact the only reference to the 
charter in the resolution is Article 2(7) which 
is a negative one prohibiting the UN from 
intervening in matters which are essentially 
within the jurisdiction of any state. 

The security council acted on the basis of 
letters from representatives oflXtrkey, France 
and Iran. The three letters underlined the 
magnitude of the suffering of Iraqi refugees, 
the international character of the crisis and 
its consequences for regional peace and 
security.* On the other hand a letter from 
the permanent representative of Iraq to the 
UN addressed to the secretary-general had 
alleged that certain circles within the security 
council were taking actions “aimed at 
disrupting the internal security" of the 
country. Iraq thus maintained that the revolt 
by the Kurds and the Shiites was instigated 
from outside.' 

In addition to the recalling of Article 2. 
paragraph 7 of the charter, the preambular 
part of the resolution went on to “reafTirming 
the commitment of all member states to the 
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sovereignty, torritorial integrity and political 
independence of Iraq and of all states in the 
area”.* 

As mentioned earlier the resolution was 
unprecedented. There was no previous 
instance where the security council had 
condemned in such language the domestic 
policies of any government. While the 
security council attempted to mmntain that 
its concern was with the repercussions of the 
Iraqi government’s action for international 
peace and security in the region, it con¬ 
demned “the repression of the Iraqi civilian 
population in many parts of Iraq, including 
most recently in Kurdish populated areas”. 
It demanded Iraq “immediately end this 
repression”.The ‘insistence’ that“Iraq allows 
immediate access by international humani¬ 
tarian organisations” was different from the 
generally accepted principle of consent 
regarding international assistance to affected 
populations within a state. 

i'he resolution gave a rather vague mamlate 
to the secmetary-generul in requesting him 
“to use all the resources at his disposal". It 
was not clear what kind of actions the 
secretary-general was expected to carr> out 
or what the resources were. Statements by 
some member stales later indicated that they 
had different kinds of expectations from the 
secretary-gencial. The secretary-general 
himself referred to this lack of clarity later 
in the year in his report to the general 
assembly. 

It IS important to point out that resolution 
68S did not refer to the Kurds as a people, 
nationality, groupormmority. The rclerence 
i.s only “to the Iraqi civilian population in 
many parts of Iraq, including most recently 
in Kurdish populated areas”. It was known 
that earlier drafts of the resolution did refer 
to the Kurds as a group and that such reference 
was omitted becau.se of objections from 
Turkey. Apparently, Turkey did not want a 
recognition of Kurdish identity in Iraq or in 
Turkey. In effect, the .security council docs 
not admit that it is acting with specific 
reference to the human rights of the Kurds. 
Even in the part of the resolution which 
expresses the hope for an open dialogue, it 
is in order to “ensure that the human and 
political rights of all Iraqi citizens are 
respected”. Of course, it may be argued that 
“all Iraqi citizens” include the Kurds but that 
does not hide the fact tha: the omission of 
specific reference to the Kurds was deliberate. 
TTiis lack of specific reference to the Kurds 
as a group and to their rights is specially 
noticeable when the Iraqi constitution and 
laws themselves recognise Kurds as a 
minority group and refer to the region as 
Kurdistan.'" 

The debate in the secunty council on the 
draft re.solution and the statements made 
subsequent to its adoption became in effect 
a discussion on interpretation of two 


significant aspects of international law: 
'International peace and security' and 
‘intervention in the internal affairs of a state’. 

But for the fact that events in Iraq took 
place in the aftermath of the Gulf war and 
that the UN .security council had taken a 
series of measures against Iraq, including 
resolution 687 on the cease-fire adopted on 
April 4, the debate would have taken a 
different turn." There was a general mood 
of condemnation of Iraq in the UN from the 
time of the Iraqi invasion of Kuwait. It was 
difficult to discuss principles without 
appearing to condone or condemn the actions 
of the Iraqi leadership. The majority of the 
security council appeared to agree that 
Saddam Hussein should be punished. 

'rherc were 10 votes in favour of the 
resolution, three against and two abstentions. 
Cuba, Yemen and Zimbabwe voted again.st 
the resolution. China and India abstained. 
Different sets of arguments were put forward 
by lho.se in each category. 

Those who supported t(ie re.solution argued 
that developments in Iraq were a threat to 
regional peace and security: an internal deve¬ 
lopment of gross violation of humim rights 
which deserved UN intervention and action. 

Turkey, Iran, the U.S and the USSR gave 
emphasis to the' peace and security' argument 
to show that the action was well within the 
competence ol I.IN. Turkey spoke of the 
“grave threat to the peace and security of 
the region posed by the tragic evciirs taking 
place in Iraq”. Iran maintained that “the 
situation inside liaq, due to its gravity and 
implications for the neighbouring countries, 
has consequences that threaten regional and 
international (icace and security”. The US 
argued that the council was addressing the 
transboundary impact of Iraq’s treatment ot 
its civilian population which threatened 
regional .stability. The USSR felt that “the 
Iraqi situation was creating a destabilising 
situation in the area and posing the threat 
of a new international conflict”. 

Among those who supported the resolution 
France, Germany and the U K gave emphasis 
to the violation of human rights by the Iraqi 
regime. France referred to the threat to 
international peace and .security in the region 
but clearly the emphasis was on tiic intcmul 
situation of Iraq. It was chiefly concerned 
about the responsibility of the UN m the 
protection of human rights According to 
France, “violations of human rights such as 
tho,se now being observed become a matter 
of international interest when they take on 
such proportions that they assume the 
dimension of a crime against humanity”. 
Germany maintained that the Iraqi 
government actions “harbour the danger of 
genocide”.” 

The argument by the rcprescntati vc of ihc 
UK deserves special mention. He challenged 
the argument that “this action is in .some way 


outside the scope of the security council, that 
it is an entirely internal matter”. His 
delegation could not accept that argument, 
The UK representative gave his interpretation 
of Article 2, paragraph 7. He said, it “does 
not apply to, matters which, underthe charter, 
are not essenbally domestic and we have 
often seen human rights - for example in 
South .Afnca - defined in that category”. 
This implied that human rights are not 
es.scntially under domestic jurisdiction and 
the actions ot the security council on South 
Africa set a precedent and indicated an 
expanding juri.sdiction on human rights. 
According lo the rcpre.scntativc of the UK, 
the threat to international peace and security 
was a consideraiion which came only after 
Ihc issue of violation of human rights in Iraq. 
The primary issue was human rights. 

niisof course iKlds an important dimension 
to the debate. South Africa was treated as 
an exceptional situation in view ol its policies 
ol ‘ap.irthciJ’ condemned by the UN. Citing 
it as a precedent for action with respect to. 
iniernal policies of governments and arguing 
that hiiiiiun rights do not come under the 
domestic tnrisdiction ot Mates, would imply 
that the. UN is t..ntillcd to intervene In a 
nuinbcrol instances It was not clear whether 
the U K rcpre.sent:it i ve was prepared to follow 
through the argument to other situations of 
violaiions ot luuiian rights and ask for action 
by the UN security council. 

It IS signitiiant to noic that most ol tho.se 
who spoke in favour of the resolutio.i made 
reference to the preamble of the re.solution 
recalling Article 2, paragraph 7 ol the charter, 
as if a reaffirmation ot that would he enough 
justilicatioii fur any aclioii by the security 
council 

Those who s[Hike against the resolution 
based their arguments .s(|iiarely on this very 
article. Yemen, Zimliabwc and Cuba 
maint.iincd that the matter was part of the 
essential internal jurisdiction of Iraq and that 
the UN therefore had no com|H;tencc lo act. 
They argued that it wa, not within the 
councirs purview to address internal is.sues 
in any country and that il was the first 
departure Ironi the rule of maintaimng a 
.■>tnct focus on the council’s responsibilities 
under the chattel. Cuba added ilic argument 
that questions of a liumanitanan nature do 
not belong to the secunty council but to the 
general assembly and therefore the proper 
procedure would be to convene the general 
assembly.'' 

The two countries which abstained were 
India and China. They were apparently not 
convinced that there was a clear threat to 
internalion.il peace and security. They 
maintained that the secunty council should 
not consider or take action on iiiicslions 
concerning the inteinal all airs ol any state.'" 

The debate in the secunty council generally 
reflected the positions of members on UN 
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actions on Iraq from the time of its aggression 
against Kuwait. The US, the UK and France 
were members of the coalition which took 
militaiy action against Iraq. Germany had 
all along joined the other western members 
of the security council in its actions against 
Iraq. The Soviet Union also had regularly 
supported the US in the security council. 
TIte new international situation had not only 
brought the US and the Soviet Union closer 
but had actually made the Soviet Union 
dependent on the US for economic assistance. 
The Soviet Union had already lost its leverage 
ill international affairs. 

Yemen and Cuba were consistent in their 
opposition to the actions again.st Iraq. Ycmen 
was one of the few supporters of Iraq in the 
Arab world. Cuba generally upheld positions 
which would have been in the past voiced 
in the UN by the .Soviet Union and members 
of the non-aligned inovemeiit. Countries 
like Zimbabwe were under considerable 
pressure from the US during the discussion 
on Iraq. Zimbabwe had .supported earlier 
actions of the security council. But it telt 
that resolution 68K was inconsisiem with the 
clear parameters of the council' s competence 
as provided for in the charter. 

India had become a member of the security 
council only in January 1991. Its arguments 
in the council seemed to indicate that it 
would have preferred to oppose the 
resolution. Ii was not however piepaicd to 
displease the IjS to such an extent in view 
of a number of important negotiations on 
economic issues in which the role of the US 
was crucial. It is known that India has been 
wary of the appaiemly expanding inter¬ 
national juri.sdiction of the UN especially 
with regard to human rights and internal 
conflicts. It was particularly concerned about 
international spotlight being focused on 
Kashmir. India's positions in the security 
council during 1992-94 dc.sci vc further scru¬ 
tiny as they seem to reflect the fragmentation 
of the consensus in India’s foreign policy. 
The views c.'.presscd by China showed that 
it was clearly against the resolution. Hut 
instead of opposing it and thus vetoing it, 
China abstained as it had done on the earlier 
resolution 67K which authorised the u.se of 
force again.st Iraq. It has to be pointed out 
that China very rarely uses its veto power 
in the security council Like India, China 
also had an ‘internal problem' often eliciting 
intcmattonal attention, viz,Tibet. .Soiircally 
did not want to create a precedent foi UN 
intervention in inicrnal matters. But it was 
not willing to displease the US because of 
economic and other considerations. 

iNTtRPRKTA'IlON AND iMPltiMliNTATlON 

It was apparent from the subsequent actions 
of some member states and the UN itself that 
the resolution was interpreted in various 


ways. There seemed to be differing 
expectations about actions by the UN in 
implementing the resolution. Some states 
undertook actions whose conformity with 
the resolution was in serious doubt. In 
general, the interpretations and actions 
broadened the .scope of the resolution. But 
more than that, these interpretations and 
actions linked the rc.solution to other actions 
of the security council on Iraq and made it 
part of a package of sanctions against Iraq. 

In an curlier .section, the vagueness of the 
mandate gi ven to the secretary-general in the 
resolution was referred to. This led to some 
states having expectations from the secretary- 
general which he did not tcci were consistent 
either with his powers or the resolution. 

In the security council debate on resolution 
68 S, the representative of Germany linked 
it to the resolution on cease-fire (security 
council resolution 687 laid down conditions 
for the cease fire). According to him 
resolution 688 was a follow-up of the cease¬ 
fire resolution. It could be argued that several 
elements of the cease-fire resolution already 
constituted intervention in the domestic 
jurisdiction of Iraq and that it wa.s possible 
to take action in the case of Kurds only 
because it was in the aftermath of the war 
and because the cease-fire resolution 
contained various actions which curtailed 
the military power as well us the military 
activities of Iraq. However, two things 
deserve mention: in the cease-fire resolution 
there is no icference to human nghts of 
people in Iraq or to domestic policies of the 
government: while the iciioluiion provided 
further ground for continuing economic 
sanctions it did not refer to renewed military 
action. As |)ointed out earlier resolution 688 
docs not refer to re.soluiion 687 in its text. 
However, in the actions by some member 
states and the UN, resolution 688 became 
increasingly linked to the cease-fire 
resolution and its enforcement nica.sures 

I'hc proposal by the British prime minis¬ 
ter. John Major for the establishment of a 
‘safe haven’ for Kurdish refugees was on 
the basis of such a link. At a press conference 
at Luxembourg on April 8, 1991, alter the 
meeting of the F.uropean Community (EC), 
he said that at the meeting he had put forward 
an action plan of four main points “tiiat are 
intended to build on security council 
resolutions 687 and 688”. The first icfcircd 
to “a generous community contribution to 
the in(crnuti''nal appeal which has also been 
launched today by the Secretary-General of 
the UN”. “The second suggestion was to 
pro|wse the establishment of a safe haven 
in northern Iraq under UN control where 
refugees, particularly Kurds, although there 
would be some of course who would not 
nc'-essarily be Kurds, would be safe from 
attack and able to receive relief supplies in 
a regular and in an orderly way”, 'fhe third 


proposal wti. that “sanctions must remain 
in force until Saddam Hussein’s offer of an 
amnesty is made permanent and the 
persecution of the Iraqi Kurds ceases”. 
“Fourth. I proposed to colleagues a total 
embargo must be maintained on Saddam 
Hussein’s Iraq for as long as he rcmain.s in 
power”.” The meeting of the EC agreed to 
all these points. 

The proposal for the establishment of a 
‘safe haven’ in northern Iraq “under UN 
control” was made without any prior 
discussion in the security council or with the 
secretary-general. In making the four 
proposals the prime minister claimed that he 
was 'building on' resolutions 687 and 688. 
He thus not only linked the two resolutions 
but was icady to go beyond them. He linked 
sanctions explicitly to the treatment of Iraqi 
Kurds though there was no basis for such 
a link in the security council resolutions. He 
added a new condition to lift embargo, and 
said that total embargo should be maintained 
for as long as .Saddam Hussein icinaincd in 
power. There was no basis foi this iii any 
UN actions. Statements by the prime minister 
seemed to indicate that he assumed that ‘safe 
haven’ could be established under UN control 
without any further .iction by the security 
counci'.. 

It was president Hush who tollosvod up 
the projw.sals of piimc minister Major He 
was appuicntly nioie knowledgeable .ihout 
UN proceduies than the British ptimc 
minister, and rcaii.scd th.u tlic proposal tor 
‘safehaven’ was on shaky groumJ. On April 
16, president Bush, following consultations 
with (British) prune tnini.sici Major, (Frenclij 
president Mitterrand, president O/al of 
Turkey. (German) chancellor Kohl and UN 
secretary-general Peie/ de Cuellar, 
announced at a press conference, '‘consistent 
with the UN security council resolution 688, 
I have directed the U.S military to begin 
immediately to establish several encamp¬ 
ments ill northern Iraq where relief supplies 
for these refugees will be made available”. 
He added that “adequate security will be 
provided at lhe.se temporary sites by US, 
British and French air and ground forces 
again consistent with UN security council 
resolution 688”."' 

The president was at pains to show that 
the establishment of ‘safe haven' under the 
protection of the coalition troops - not 
‘undci UN coiiliol’ as prime minister Major 
had originally proposed - was consistent 
with resolution 688. He did not mention 
which part of the rc.solution he was referring 
to. He added. “We intend to turn over the 
administration of and .security for these sites 
as soon as possible to the UN. The UN forces 
will be coming down into the south - the 
Blue Helmets - and it may require for a UN 
peacekeeping foicc in there or UN Blue 
Helmets, a new resolution from the .security 
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council. And that i$ a complicated problem, 
given the fact that some of the members who 
were steadfastly with us in the coalition 
might have problems with something of the 
nature”.'* 

The decision to establish a ‘safe haven’ 
was made by the western nations. This was 
clearly an invasion of Iraqi .sovereignty. The 
claim that it was consistent with resolution 
688 cannot be sustained. It was also the 
weiitem nations which .'innounccd without 
any discussion in the security council that 
the UN will lake over the responsibility of 
the ‘safe haven’, in a letter dated April 21, 
1991 from the ministci of foreign affairs of 
Iraq addrcsseil to the secretary-general of the 
UN. the Iraqi government took serious 
objection to the entry of armed forces of ifie 
US and other countries in northern Iraq 
"since it would con.stilutc serious, 
unjustifiable and unfounded attack o t the 
sovereignty and terntonal integiity of Iraq". 

Bush was knowledgeable enough about 
UN priKedures to realise that a new security 
council resolution could be required to send 
any UN troops. He also knew that it wi'uld 
be diffieult to get such a resolution adopted 
His attempt was therefore to legitimise by 
the UN the sending of coalition ires >ps w iilioui 
going through the process of a new .ictioii 
by the security council. 

While president Bush did not directly link 
resolutions 687 and 088 , he was appaionily 
ready to give a generous iiiicrprctatioii of 
resolution 688. On this lie bad agieed wiih 
the EC. They were ready lo bend the lulcs 
to suit their plan Altera European Economic 
Community consultation with secretary 
Baker on April 17, 1991, Luxcmboiiig 
foreign minister lacques Poos said: “The 
■f'wclve and the US also agiecon inteipieliiig 
in an extensive manner resolution 688 
regarding the protection of the .securiiy c.'iir.iis 
inside Iraq itself. 

The joint stutoment by sccreiaiy James 
Baker and Ttiikish foreign minister Ahmet 
Iptcmocin. on April 8. had already linked 
icsolutions 687 and 688. The statement 
said, "the plight of these ictugces - as the 
security council resolution says a threat to 
international peace and security - has thus 
become another important issue in the lull 
implementation of the cease-liie icso- 
luiion”.-' As pointed out earlier nowhere in 
the ecasc-ftre resolution is any tcfereitce lo 
human rights in Iraq orthedomcslii' policies 
of Iraqi government or to the refugees Nor 
is there any reference to any ol die c.irlier 
resolutions in resolution 688 

A link between resolution 688 and the 
cease-ltre resolution was made also by US 
assistant secretary for Near Eastern and South 
Asian Affairs, John H Kelly, in a siatcmciU 
before the sub-committee on Europe anti the 
Middle East of the House Foreign Allairs 
Committee, Washington, DC on June 17. 


1991. He said that "behind UNSC resolution 
688 ate the enforcement provisions of 687 
dealing withconditionsioalleviate sanctions 
and reparation”.” This was a deliberate 
misinterpretation of resolution 688. 

A proposal by the executive delegate for 
the UN inter agency humanitarian 
programme made in his leptiri of July Ui, 
1991 akso linked ol resolution 688 to the 
sanctions policy ol the UN against Iraq.” 
Resolution 706 adopted by the security 
council on August 15.1991 made financing 
of the UN humanitarian operations including 
those toi the Kurdish population contingent 
uiHin Iraq’s eomptiaiicc with the cea.se-fire 
rcsoluti on and part of i he package o f sai icl it >ns 
against Iraq '’Thisdiiiiinished substantially 
llic humaniiaiiiiii value of resoluiion 688 

Iraq did not accept resolution 688. 
However subsequent actions by the Iraqi 
government .show that Iiaq complied with 
.some of the provisions ol the lesolulion 

Fiom April I.H18,the UN iiussion led by 
Eric Siiy, personal vcpresenlaiive ol ihe UN 
sccrclary-gcticra!, and Irom April 16-18, the 
UN inter-agency nii.ssioit led by Prince 
Scidruddin Aga Khan, executive delcgalcol 
the UN secrciary-gencial for the UN 
humaniiaiian |irogratiinic foi Iratj, Kuw.iit 
<iiid Iraq/lraii and Iraq/’liukcy border .ireas 
visaed Iraq The Iraqi govcrnniem co¬ 
operated with bodi die missions. 

The discussions beiwceii the UN and tin- 
liaqi governnieut became dilficult .it one 
stage IIS a re.sull ol statements anci actions 
by piiiiicmmisic-i Ma|oi andpiesident Bush 
A Memorandum ol Understanding (MoU) 
was signed on April 18, 1991 by Alimed 
Hussein, minister of foreign aflairs of liaq 
and Sadruddin Aga Khati.cxeciilivedelegale 
of the UN secretary-general. In the MoU. 
the Iraqi government pledged "its full siippoi I 
lo and co-operation with die UN and ils 


specialised agencies and programmes” in 
the en’orts lo promote the voluntary return 
home ol dtsplaeal persiins. The government 
of Iraq agreed to the "establishment of UN 
suh-offtecs and Humunitaiian ('eittrcs 
(UNHOCs)”. The memorandum also 
provided for "routes of return with relay 
stations along the way as well as logistic 
haek-upcapabilitics’'.’'’ .A lunher agreement 
was made between the government ol Iraq 
and the UN (or the deployment of a UN 
guards contingent within the Iramework of 
die MoU.” 

In geiieial die nu-iiKitaiidiiiri covered all 
die liupi.iiutaiian a.specis in the lesolution. 
The deni.inci that "liaq co-oiicrate with the 
seeictaiy general on liiimariitarian ellorts" 
was III a large measure complieil with at letLsl 
initially. On the |K>litiealas|H'els, the security 
eouneil had expressed Ihe hope "that an open 
dialogue will lake place lo ensure that the 
hinnaiiand [loliiical iighl.sol all Iraqi citi/eics 
aic respected”. The li.iqi government held 
a senes ol diseiissioii.s with leprescntativcs 
ol Kurdish movements regarding aui.momy 
of die Kurdish rc-gii'ii and dcinocralieielornis 
in Iraq as a whole. These talks were not 
siicccsslul .ind have to be seen against the 
backgioiind ol such cli.scussioiis and the 
developments in the* Kiiulisli legion from 
the late l%t)s The iiaqi govcriimenl was 
perhaps neidier .serious nor stneere about 
these talks, 'Hie Kurdish Icuider.s were not 
yet load) to trust .Saddam Hiis.sein 

It may be atgiied that lailier than the 
secuiiiy council itself, ii was the action by 
iiiembcis Ol the council who uiilt.sing of the 
resolution contravened article 2 paragiapli 
7 ol the (barter. But it was in the name ol 
die UN. The creation of ‘sale haven' utili.sing 
Ihe icsolulioii violated Ihe principle of 
domestic' (unsdietion. The legilimisalion ol 
ihi.s bv the UN diu.s con.siiltited a flouting 
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01 ine pnncipie. me miniary operations 
undertaken by the US, the UK and Prance 
was by any standards intervention in the 
affairs of a sovereign country, though osten¬ 
sibly forhumanitarian reasons. Theestablish- 
ment of ‘no-fly zones’ in the north and south 
of Iraq was not endorsed by the UN. 

A Humanitarian iNTimvENnoN? 

At the press conference on April 16,1991 
when president Bush announced the sending 
of coalition troops to northern Iraq he said, 
“And some might argue that this is an 
intervention into the internal affairs of Iraq. 
But I think the humanitarian concern is so 
overwhelming that there will be a lot of 
understanding for it”.“ The president was 
not exactly saying that it was not inter¬ 
vention. He .said this would be justifled 
under the circumstances as humanitarian 
intervention. 

Two examples usually cited as justifiable 
humanitarian interventions are India's 
intervention in East Pakistan andTanzania's 
intervention in Uganda. But even they do 
not go unchallenged. It would be argued that 
both these interventions were hardly 
disinterested, and motives other than 
humanitarian ones prevailed 
After arriving at the conclusion, on the 
basis of analysis of several cases, a ‘blanket 
prohibition of humanitarian intervention’ is 
“neither mandated by law, nor is it desirable 
on policy considerations’’. Ved P Nanda 
offers the following criteria to evaluate the 
permissibility of intervention on humani¬ 
tarian grounds: 

1 The seventy of the rights violations - the 
necessity criterion (a) genocide, (b) gross, 
persistent and systematic violations of 
human rights. 

2 The nature of the intervention - the 
proportionality criterion (a) duration, 
(b) was the lon-e proper/cxcessive? 

3 The purpose of the intervention 
(a) hiimaniiarian concern’.', (b) self- 
interest’’, (c) mixed'.' 

4 Was the action collective or unilateral'.’ 

5 Balancing alternatives and outcomes (a) 
Does the intervention maximise the best 
outcomes'' ”* 

The niilitaiy intervention in northern Iraq 
by the US and its allies may be examined 
with the above criteria. There was no doubt 
about the .severity of the human rights 
violations of the Kurds and others in northern 
Iraq. However the actual intervention was 
only alter the woist excesses were committed 
by the Iraqi forces. It may be conceded that 
the force used was not cxccssi ve. The motives 
were obviously mixed. There was the 
humanitarian concern but that was 
subservient to domestic political interests of 
western nations, strategic objectives in the 
region and the interests ot Turkey. The 
overriding motive was the compulsion to 


pursue me actions against saoaam Hussein 
and therefore the intervention became part 
of a package of punitive measures against 
Saddam Hussein. While the US and its allies 
did not directly support the Kurdish rebellion, 
statements by president Bush and prime 
minister Major retlecled their intention to 
see Saddam Hussein removed from power. 
The intervention though on humanitarian 
grounds was a continuation of the sanctions 
policy against Iraq and it was announced that 
the sanctions would continue as long as 
Saddam Hussein remained in power. 

The action was collective only to the extent 
that the military forces of the U.S, Ureat 
Britain and France were used. It was 
presented as a collective action of the UN 
but this was clearly a case of Icgitimisation 
of actions initiated by the U.S and its allies. 
The creation of ’safe haven’ sending of the 
coalition troops and ‘no-fly zones' were not 
authorised by the security council and the 
link established between resolutions 688 
and 687 (on cease-fire) had no basis. The 
US and its allies pursued actions primarily 
in their self-interest and made use of the UN 
lor the cloak of legitimacy. The concept of 
‘safe haven’ might have become significant 
as a precedent but for the manner in which 
it was created. ’T’he security council was not 
asked to authorise or endorse the protective 
measures in the safety zones, presumably 
because not all of the permanent members 


were prepared to .support them. The absence 
of explicit security council endorsement, 
together with the basic charter provision 
against intervention in matters essentially 
within domestic jurisdiction, was cited by 
dissenting UN members as grounds for 
condemning the use of irtxtps in the safety 
zones as charter violations of serious import. 
All states, it was argued, had reason to fear 
the effect of that precedent. The case would 
have been difterent if the troops were sent 
under the auspices of the UN. 

SOMI- CONCI-UDING ObSKRVATIOHS 

The UN security council resolution on 
northern Iraq was unprecedented. It was 
made possible only as a result of a scries 
of earlier actions against Iraq. It broke 
tradition both in the content and the tenor 
of the resolution. It followed the cease-fire 
resolution which in various aspects was a 
direct intervention in the internal affairs of 
Iraq. Resolution 688 was enforeed the way 
in which it was done because it was linked 
to the ccasc-firc rc.solution, though such a 
link was uncalled for and resolution 688 did 
not contain enforcement measures. The 
cease-fire resolution was in the form ot 
conditions im|X)sed on the vanquished by 
the victor in a war and that attitude of the 
security council was reflected in the 
implementation of the resolution »>n the 
situation in noithern Iraq also. 




A RICH DOCUMENTION 


UTTARAKHAND 

Past, Present and Future 

J. C. AGGARWAL and S. P. AGRAWAL 

Hardbound Rs. 751) 

The book attempts to study the demand for-thc croition of Uttarakhand State in 
the historical perspective of integration of princely states and formation and 
reorganisation of states and Union Territories. The book also includes a 
comprehensive bibliography on Uttarakhand. 

J. C. Aggarwal is former Deputy Director of Education/Exccutive Director of 
Delhi Bureau of Tc.\tbooks, Dcllii Administration. 

S.P. Agrawal is Former Director, National Social Science Documentation 
Centre .'ICSSR). 

Published by : Ph.: 5504042, 5554042 

CONCEPT PUBLISHING COMPANY 

A/15-16, Coininerciai Block, Mohan Garden, 

NEW DELHI - 110059 (INDIA) 

Cable ; CONPUBCO Fax ; (011) 5598898 


2764 


Economic and Political Weekly October 5, 1996 



t lAv |nM<au|5v wi uiw was ■iiauC' 

possible because of the new dynamics in the 
security council at the end of the cold war. 
The US virtually dominated the security 
c(Hincil and the challenge from the Soviet 
Union to the US which had existed for four 
decades had come to an end. In fact the 
Soviet Union became deiiendcnt on the US. 
The western nations followed the leadership 
of the US. The developing nations were too 
weak to oppose the US and even China was 
not ready to displease the US because it 
needed the US support for economic and 
trade benefits. 

This dominance of the US in the security 
council made the objectives of intervention 
in Iraq subservient to the US objectives in 
the region, conditioned very much by the 
Gulf war, This also led to the interpretation 
and implementation of the resolution 
according to the US objectives and a dear 
manipulation of UN processes including 
post-facto Icgitimisation by UN of the US 
actions. The overriding motive for the I IS 
was no) assistance to the Kurds hut the main¬ 
tenance of the gains of the Gulf war and the 
assuagement ol public opinion in the west. 

It can be pointed out that the action by 
the US through UN and the manner in wliich 
It was curried out was veiy much intiuciiced 
by Turkey Alter the collapse of the .Soviet 
Llinon. it was at a lime when a new rationale 
had to be tound for the US’s need loi Turkey 
that Iraq invaded Kuwait It was therefore 
natural that the US gave more importance 
to the interests of Turkey than those ol Iraqi 
Kurds. Turkey’s record ol huni,iii rights 
violations ot Kurds in Turkey often mulched 
that ol liaq aiul was in many wayseven more 
deplorable. It was in the interests ol Turkey 
which has a much Kurdish population than 
in Iraq not to recognise any Kurdish identity. 
The lack of rclerence to the Kurds as a 
pcopleoi-groupdiminishedthc human rights 
aspect of the resolution. 

I'hc stateincni by the foreign minister ol 
7anibabwe in the security council meeting 
at the level of heads of governments in 
January 19^2 is relevant here. 

Ill the era we are entering the Council will 
be called upon lo deal more and more with 
conflicts and humanitarian situations of a 
domestic nature thai could pose ihrcats to 
international peace and stability. Howevc-, 
great care has to be taken to see that these 
domc.slic etmtliets arc not u.sod a.s a pretext 
for Ihc.inlervenlion of the big [H'wci.s in the 
legitimate domcsiit affairs (if small slates 
Ol that human rights is.siies arc not used lor 
totally different purposes of dosiahlising 
other governments. There is. Ihercl ore, need 
to strike a delicate balance between ilic 
rights of states, as cn.shrincd in the chaiicr 
and the lights of individuals, as enshrined 
in the Universal Declaration on Human 
Rights. Zimbabwe supports very strongly 
both the Universal Declaration and the 


V.IIIUICI uii uKsc issues. eamouDwe is a iirm 
subscriber to the principles in the UN 
Declaration on Human Rights. However, we 
cannot but express our apprehension about 
who will decide when to get the security 
council involved in an internal matter and 
in what manner. In other words, who will 
judge when a threshold is passed that calks 
for international action’.^ Who will decide 
what should be done, how it will be done 
and by whom? This clearly calls for a careful 
drawing up and drafting of general principles 
and guidelines that would guide decisions 
on when a domestic situation warrants 
international action, cither by the security 
council or by regional organisation.* 
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within the doniestii. jurisdiction of any stale 
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DISCUSSION _ 

Regional Analysis: Confusion Confounded 

P C Sarker 


IN his aiticic, 'Regional Imhalanccs in 
Indian Economy. Caught in Coinputcrised 
Confusion’ {[•U’W. November 11, IW5), 
S M Vidwans has tried to point out 
‘inconsistencies’ in my paper on 'Regional 
Imbalances in Indian Economy over Plan 
Periods’ (/I’PW, March 12, 1994). However, 
except for one or two points. Ins criticism 
is mostly unwarranted 

At the outset, I admit that 1 should have 
taken equal number ol variables across the 
five time-points. 'I'his limitation has been 
pointed out in the paper; "Thus tioit- 
avatlability ol'daia iinifonnly for all the five 
bench-mark years .utd the use ol estimates 
for some data items have introduced cettnin 
limitations m the study" (Saikci 1994:627|. 
Besides, the conclusions drawn regarding 
the validation ol inverted U-shaped 
hypothesis in itiicrregu'nal disparities could 
have been moderated, though the thrust of 
the argutnent would have remained the same, 
'rherefore, too much ci iiicism on this ground 
.such as "the varying ntiiiiber ol indicatois 
has in tact (ilaycd a havoc with 55arker’s 
analysis and conclusions" (p 2K87) is 
unwarranted. 

Vtdwans has unnecessarily trial to mix 
up p-dimensional plotting ol n untts and 
variance of tial.i set with one-diincnsional 
scale plotting of ’dendrogram’ in cluster 
analysis. His confusion is rctlected m his 
comment, "simple geometrical and statistical 
relationships, however, spoil ihecxcitcrricnt” 
{p 2888). In dendrogiam analysis, euclidean 
distances (d) were u.scd as inputs and the 
linking of d- with the vaitanccdocs not arise 
at all. One can use di rferent tyjKs of distance 
measures (distance or Otssimilarity Matri¬ 
ces) or u.sc correlation matrix (Sinitiurity 
Matrix)foi dcndrogiamplottiiig I'hciclore, 
the concept ol p-dimensiunai plotting of n 
units and relating with variances do not 
come into the discussion of dendrogram. 
Here the rlistances (even rescaled distances) 
are considered for plotting the graph. While 
plotting a dendrogram, at every stage ol 
amalgamation the smallest distances arc 
considered m the smg.ie-linkage method 
which has been used in my exeicisc. Alter 
choosing the cul-olf point at certain distance 
by examining the dcndiogiam, one chooses 
theclustcrs of units based on one’s judgment. 
For choosing the cui-ofl point, 1 have 
calculated ’average’ distain.cs.indpresented 
along with ’maximum’ and ‘mtmmum’ 
distances which incidentally is not required 
for dendrogram analysis 


Vidwans’ other remark on dendrogram 
was that “a dendrogram is further ineffective 
tn reprc.scnting reality becau.se a highly 
developed state and a backward state will 
appear as neighbours in it smiply because 
both arc removed from the rest...it is not 
clear how, by themselves, these pictures 
help in telling anything about disparities, 
development, or structural changes" (p 2892). 
His statement it-self shows that he could 
neither understand the interpretation nor 
the purpose of using dendrogram. In 
dcndiogram, the clujitcrs are formed ba.sed 
on similarity or dissimilarity pattern among 
the units (states) It was not tisicd to measure 
the disparity or judging .structural change, 
but to identify the .similarity (cinscisess) in 
the pattern ol development. Again, inter¬ 
pretation of dendrogram might confuse a 
layntan hut not any genuine multivariate 
iisci The graph should be always interpreted 
with lespcci to real data. The graph helps 
to concieiise the idea in a better way than 
the I aw data do. Thus the anialgamation ol 
a unit (stale) on the tight or left side of 
another unit is not a problem at all to a 
niultivanute user It is the convenience ol 
drawing and depends on the starling 
procedure followed by any individual. Here 
only one thing malters, that is, the distance 
of merger of two units/clustcrs. Therefore, 
Kerala which is drawn near Punjab in the 
first graph docs not mean that they have 
formed a cliistci or they have less distance. 
It can only ho said that Kerala has merged 
with the 'clusicr of the rest of stales' earlier 
than Punjab. The minimum distance with 
Punjab may he occurred with any slate wit hin 
the cluster. If Kerala is drawn even on the 
left side of the cluster, the intcrpietation of 
the result will not differ. Several types of 
giaphs may be plotted using dillercnt 
meibods and in different way.s. Some 
exercises in this respect may be seen in 
Aldcndcifcr and Blushtleld tl990). 

Another major area of his graceless 
criticism IS regarding the use of ‘principal 
component analysis (PTA)’ for developing 
a composiic index and thereby measuring 
disparities bused on these indices/scores. 
He has raised several questions in different 
dimensions. I am quoting some of his com¬ 
ments and presenting my arguments in that 
respect in the following paras. 

Firstly, titc use of principal coniponclit 
score as a development indicator is 
conirovcrsial since the beginning of its 
apjilication in computing is com|x>site index. 


Many researchers have argued in favour 
while many others are against its applica¬ 
tion. In reality, it depends on individual’s 
choice. Principal component analysis (PCA) 
and its related analytical techniques are being 
used in economics from the time of Kendall 
(i 9.'I9). Subsequently, several analyses were 
carried out by Farrar (1962), Anderson 
(1963), Pal (1963), Adelman and Morris 
(1973), Cant (1975), Kundu (1980), Mrtra 
et al (1981), Chakra varty Committee (1981), 
Hcmiata Rao (1984) and many others. The 
advantages and disadvantages have also been 
di.scusscd by many researchers. It has been 
used extensively to judge the level of 
development and thereafter the intcr-rcgional 
disi'ariiies in development have been judged 
based on component scores fscc Adelman 
and Morris 1973, Rao 1984, Dadibhavi 
19911. 

Secondly, Vidwans’ argument that “the 
change m the vuriimcc of the first I’C scores 
and changes in disparities aie two unrelated 
aspects of situation” (p 2888) and his 
sub.scquent argument m the next para that 
"the PCA fails in its objective of assessing 
the changes in disparities over the .study 
period" arc controversial in nature He has 
not given any relerenccs in support ol his 
arguments but tried to prove some other 
established facts In the PC.A, I have derived 
the first component which accounts for the 
maximum vanability (or variation) within 
the data set. If the first PC is highly correlated 
with all the variables, it captures the 
maximum variation and represents the data 
adequately [.sec. Chakravarty Committee 
1981 ]. In reality, it may not happen. If any 
changes occur in any variable as discu,.scd 
by Vidwans, it would not be exactly rellcclcd 
in the transformed vari.ible (i c, PC .Score), 
It depends on what is the percentage of 
variation explained by the component, what 
is the loading of the indicator and .tiso the 
relative changes that have occurred m other 
indicators. It is a well known iact which he 
has tried to re-establish. Many researchers 
like Ashok Miira, S Mukherji, R Bose and 
L Ray (1981) have used lhe.se scores for 
further analysis, where they have cairied 
out ‘factoranalysis’-cum-’di.slanceanalysis’- 
cum-’cltisieranalysis’-cum-’bunch analysis'. 
As against these traditional techniques, 
many have tried to develop alternative 
indices like Iyengar and Sudarshan (1982) 
and UNDP (in its various reports on human 
development). 

Thirdly, though Vidwans has objected to 
the use of principal components, he has also 
suggested different alternatives for 
computing the scores in his Statistical Notes 
(p 2893). Actually, the computation of the 
rc score based on standardised variables 
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limits the variances to lesser dimension. 
The scoring formula used in my paper was 
(G'G) ' C^X, where G is the loading matnx 
and X is the standardised data matrix which 
is similar to the formula suggested for 
calculating scores by Vid wans (.second alter • 
native, i e, y(x)= Zu,x,, where u=a/(j::a,)’') 
(p 2893). In Vidwans’ formula, scores 
depend wholly on the loading vector of the 
corresponding component, whereas the 
formula defined in my paper takes into 
account the whole loading matrix. His 
comment in this respect was that “the u.sc 
of wrong statistic gives an exaggerated 
impression of increase in variance of the first 
PC’ and, by ,Sarkcr’s logic, in disparities over 
this period" (p 2894). I do not understand 
how his formul.t is superior to the one u.scd 
by me. It is well known that aftei stan¬ 
dardisation ol the variables, the variance- 
covariance matnx turns into a coirelaiioii 
matrix and that matrix is the basis ior 
computing the component loading.s 
'I'hcrefore. the scores based on our formula 
will be higher in inagniiude and also will 
generate variance of higher order, which he 
has described unforliinatcly as innnicd one 
in his statistical note. Actually, the tiend 
visualised in the stand.iid deviation (SD) lor 
the PC scores calculated by me was also 
revealed in his calculation for yi x) even alter 
adjustment with number ol \ ariable;., i e, by 
multiplying them by stjuaic root of (I J/14) 
in hi s article I sec Table, jj 2894). The actual 
magnitude of vanance dcjicnds on the scal¬ 
ing of score.s and the trend ot that was 
important but not the actual inapmliide. F-or 
convenience, it can be mllated lot holier 
mtcrpiclatioii. Similar opinion may be loimd 
111 Kundu (198()). whctc he has suggested 
the variables may not be divided with ihcir 
icspective v.'irianccs. Then the vaii.iiicc ol 
the score actually gets multiplied b> the 
variance of x (indicator) if it wcic caK ulaied 
earliei liascd on stand.tt'discd v.ui.ibles. 
Accoiding to him, if the aim is lo examine 
the dispart! y. one should not divide variables 
by SD. An application on the lines suggested 
hy Kundu may be found m Sarket (I99.'i). 

Fourthly, in a sinul.'ir vein Vidw.ins has 
put forward his suggestion loi computing 
combined component scoie.s tCCS) while 
criticising my approach without undor- 
standing the reasons behind that. 1 quote h-s 
statement verbatiiiv “The f'('S should be the 
total of the two y scoret, which m eftccl 
means weighted addition of the two w-scores 
with weights inversely proportional to the 
square root of the respective l.itent mots. 
What Sarkcr htis done is the oppo.siie when 
he uses weights proportional to the variance 
of the respective score, that is piopooional 
to two latent roots” (p 2894). It is a tact that 
I have chosen the projxiilion ot variances 
explained by the corresponding components 
as weights. As the mam purpose m my M'ldy 


was to examine the variation across states, 
it was felt that the first component should 
get more weight a.s it explains the maximum 
amount of variation m the data set. Similar 
logic is also applied while computing 
principal components from the original 
indicators. An indicator which has higher 
variation also gets higher loading. Some re- 
.scarchers like Nanjappa (1968) and Iyengar 
and Sudarshan (1982) have developetl an 
alternative to principal component analysis 
(or factor analysis), some methods where 
weights for calculating index arc chosen as 
inversely proportional lo variance. As wc 
have used PCA method, the weighting pattern 
which I have used seems to be justified. 

Fifthly, Vidwmis has criticised the changes 
in loading pattern or loading values over 
live different lime points. His confusion is 
clearly lellected tn Ins statement “the results 
show some clear aberrations that needed 
explanations which .Sarkcr does not oflcr. 
One dtics not therefore know whether he 
noticed them m hi.s rush lo analy.se and 
interpret" (p 2892). Virtually he has 
questioned all the loading values of the 
indicators and their changes over time by 
putting a question mark; ‘Why?’. Actually, 
getting higher loading values depends on the 
variability of the indicators and the lelational 
dimensions that exist between the component 
and the indicators When there is not much 
variation in the values of the variable, the 
variable will lo.se weight in the loading 
structure. Then it will naturally lose its 
importance as a development indicator lor 
compari.son ot inter-regional disparity 
Again, it any vai lahlc moves lo the opposite 
diiection of the general trend ol other 
variables, it will get negative signs. Thcrei'orc. 
'number of people below poverty line’ gels 
a negative .sign which is valid. II this did 
not happen, it would have contradicted 
common sense liul Vidwans has put a 
question mark on all these poiius. It is true 
that I should have given more explanatK>n 
in this re.'.pcct. As 1 have not prc.sciilcd the 
data set at all, it was not considcicd necessary 
to explain the varmblcs m detail 

Sixthly, the conclusion drawn about the 
trend of disparity taking a few time-points 
was unothci point of objection ot Vidwans. 
Actually, similai tyjic of conclusions arc 
drawn by others also as inlhecaseof Kuzncis 
(19.17), William.son (196.1), Nair (1981), 
Tewan (1981), Hcmiata Rao (1981), Roy 
Choudhury (1992, I99.t), and many others 
al.so. Tlic variation explained by l^T Score 
depends on the coiiimuiiality Zti', which 
itself vari'*d over lime. At each time-point, 
the loading structure was different even 
though variables were standardised. 
Therefore, the capacity of explaining the 
variability is taken care of by loading 
structure also. The trend in disparity was 
examined using coclTicient of variation (CV) 


on the scores by many olhent such as HemlatA 
Rao (1984) and Dadibhavt (1991, 1992). 

In the case of two-dimen.sional plotting 
of first two PC components, Vidwans' 
observation was that "since in actuality the 
two scores arc uncorrelated in all bench¬ 
mark yeais, one would expect roughly 
uniform distribution of IS states in four 
quadrants" (p 2892). He has nut given any 
theoretical ju.stification except making a plain 
statement. I have plotted the graphs taking 
mean at the centre of plotting in the paper 
and also in other papers but have never 
observed this to hapjien. I have also exam- 
inedihegraphs plotted in hooks likcC’halfield 
and Collins (1980) and Ixbart, Morincau 
and Warwick (1984). The validity of his 
statement was not found in any literature. 
Besides, he has .some doubts in respect of 
judging the influence of one factor 
(com[tonenl) on another (actor when they 
arc perpendicular. He should he awtuc that 
this hapjiencd not only in PCA but also 
similar type ol other graphical techniques- 
like bi-ploi, correspondence analysis, etc. 
In correspondence analysis, the main pur¬ 
pose is to examine the inicr-rclationship 
between two factors. In both bi-plot and 
corro.spondcncc analysts, the transformed 
data matt ix is bifurcated into two orthogonal 
matrices using singular value decomposition 
(SVD) meihqd and examine the iclaikinship 
between two factors. Weller and Romney 
(1990) have shown the relationship between 
coriespondencc analysis and I^A and uiso 
other multivariate techniques 

•About the u.sc of cumulative plan outlays 
tCPO), hi.s observation foi not giving proper 
explanation about jicr capita CTO is justified. 

I could have given the reasons lor choosing 
per capita C'PO at current price also. In my 
study, I hiive examined the impact of plan 
outlay on development measuring the 
rehitionship hclwceii |5cr capita CTO and 
index ol development (C'C.S). In his critique, 
he has remarked “it is mentioned that it is 
unrealistic to relate it u> the values of 
indicalms for 1960-61 hceaiisc that assumes 
all indicator values to lie zero at the begin¬ 
ning of 1911-12, i c. before the lir.st I'YP" 
(p 2889). The checking of caus.'il iclation- 
ships, that is, whether development attracts 
lund allocation or allocation of fund leads 
lodevclopinent. was not my aim. My purpose 
wastoexamiiie whelhei the higher developed 
slates had received higher plan outlays or 
not. This relationship was examined by 
.simple correlation analysis Correlation 
measures the linear issociation between 
variables and is independent of both ongin 
and scale. It is not always tnie that tocxaminc 
the effect in regrcs.sion, one has to subtract 
the variables from the starting point because 
the constant cocflicicnt (a) m the equation 
takes care of the unexplainable portion. The 
contributory part is explained by the 
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coefficient of explanatory variable (b). 
Besides, tn social variables, subtraction is 
more dangerous as it is known that to increase 
life expectancy say from 75 to 78 requires 
more expenditure than the amount required 
to increase from 30 to 50. This is also true 
for literacy, urbanisation, irrigation, food- 
production, etc. My statement that planning 
might have played a role in the development 
process of a state is a fact, litis was examined 
by many other personalities, viz, Das (1993) 
and Gupta (1973). 

Considering that the plan outlays trom 
1960-61 onwards had no effect on any state 
and on the values of the 13 indicators already 
reached in 1960-61, he has calculated the 
values of r^ which were 0.47,0.51.0.52 and 
0.53 for the last four bench-mark, years. 
However, his comment that “nodevclopmcnt 
took place at all" is wrong. The result only 
signifies that the trend of relationship 
remains, more or less, the same in nature, 
i e, the explanatory power of per capita CPO 
for development remains ,it same level. It 
IS really strange that he has also calculated 
the correlation between the index of past 
period (say, 1960-61) with the per capita 
plan outlay fur the next decade (say, between 
1960-61 and 1970-71, i e, 1961 -71) (p 2891). 
If he would have taken the plan outlay for 
the pcruxl between 1950-51 and 1960-61, 
he would have got a better relation for the 
year 1960-61 and, applying similar logic, 
muchbctlei relation in 1970-71 would havc 
been arrived. 

Some mistakes in the llgiires in my article 
have been pointed out by him in the wiitc- 
iip. Actually, one can easily verify tlicrn 
from the table as he has done. As the proofs 
were not sent to me for correction, they 
could not bccorrected. The vahiesof'd’ (i e, 
euclidean distance) tor the states were 
compiled t.'iking .standardised vaiiahles where 
decimal corrections had been carried out 
three limes and ultimately presented the 
values in two decmial places in the tables 
The avemge values of d' (squaied euclidean 
distance) which V idwans has pointed out are 
not substantially dilleient trom the avciage 
values calculated by me if one converts the 
91 values of d' in the table into that of d\ 
Thcrclore, magnify’ng these averages as 
‘mistakes’ is imwarramcd. Besides, he has 
shown an alleigy for computer as he has 
mentioned on several counts Linder die sub- 
headi ng ‘ A Greek Tragedy ’. he has s.nd, ‘‘He 
became a prisoner of the analytical 
procedures and mechanisms lather than one 
concerned with their relevance to the 
substantive issues undciivmg his questions. 
The scale of his loinputationa! work led me 
to assume that he used a Lumputer and ready 
softwares, and that assumption made me 
employ the adjective ‘coinpiiierised’ in the 
title of the critique" (p 2893). The fact is 
that I have used only one computer package 


for calculating component loadings in 
principal component analysis. All other 
calculations were carried out manually taking 
some help of pocket calculators because 
multivariate graphical packages were not 
available in my organisation at that time. 

tn some cases, Vidwans has tried to dis¬ 
prove some of my conclusions only to support 
the same at large. It is a matter of regret that 
in.stead ot clarifying some points, he has 
contributed to the popular phobia about 
computers and computer-based techniques. 
Vidwans' critique would have been useful 
had It been directed towards suggesting a 
constructive alternative. Instead, u large part 
ofhis article is devoted to some points which 
have no validity either in theory or in (iracticc. 

I have done no more than to apply techniques 
used by others in different contexts. In 
conclusion, I may point out that no stati.stical 
technique can do Justice to a data set. 
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Language an4 Its Identities 

Kannada nationalism, like all nationalisms, attempts to produce a 
solidarity among ail Kannada speidters in order to efface the specificities 
of caste and class, and pits itself against other dominated minorities rather 
than addressing the hierarchical division of labour that has ensured 
Kannada's dominant status. As long as it continues to privilege the identity 
of Kannada over other democratic aspirations, the Kannada movement 
will tend increasingly towards alignment with strident communal or 
anti-minority forces. Already a range of moderate afid progressive 
intellectual positions within the movement have been overshadowed 
by more strident voices. 2809 

Miracle or Meltdown? 

In the past few months several of the more 'successful' south-east Asian 
economies have been plagued by problems of decelerating exports and 
deteriorating balance of payments positions, slow-down of output expansion 
and decline in employment in export industries, domestic imbalances 
requiring stabilisation policies, and the like. While the situation is not 
anywhere near the Mexican case, the strong dependence on foreign capital 
docs bring out one similarity - that of external vulnerability - which 
also has important policy lessons for other Asian countries. 2778 
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Lessons for the l..eft 

In the context of the nsc of the 
comniunul variant of fascism and 
its striving towards gaining a 
parliamentary majority, the hi.storical 
experience of the Left in grappling 
with the issue.s of consen.su.s and 
nationalism; fa.scism: and bolshevism, 
commune and socialism holds vital 
lessons for th e Left in India. 28 23 

Wrong Model 

For India it will be a sound strategy to 
draft a wide-bodied law to protect 
plant varieties without accepting the 
restrictions of the (iPOV model. In this 
way when TRIPS conics up for review 
in 1999 and the prc.ssure mounts 
to tighten our intellectual property 
rights regime further, we will have 
more sp ace to negotiate. _ 278H 

Not Islam’s Fault 

The law of marriage in its essence, 
like all civil laws, is about regulating 
economic transactions, specifically 
women's access to and ctmtrol over 
property. The Islamic (,rovisions of 
'mehr' and marriage agreements had 
stood Muslim women in good stead 
ill the last century. The siibscquciu 
decline is not a rcflcriton on the Islamic 
law of marriage but a sad comment 
on the fate of wooien’.s rights in a 
communally vitiated and palriarchally 
tilted social order. _ 2832 

Pakistan ^nd Islam 

Irt attempting to Islamise Pakistan, the 
country’s leaders from Jinnah to Zia 
were not so much upholding Quranic 
principles as placating influential 


Credit Disarmed 

The RBI’s conventional approach of 
tinkering with reserve requirements and 
signalling monetary policy changes 
through o{)cni market operations has 
robbed credit of its dynamic role in 
tlie development of the economy. 2781 

Exports in Ninth Plan 

A policy framework for exports in the 
Ninth Plan against the backdrop of the 
trends in exports in the last five years 
and the issues thrown up by them. 2817 

A Rare Man 

A generation ends with the passing of 
Salya Brata Sen, a generation which 
believed that the focus of the nation’s 
affairs deserves to be exclusively on 
expanding the welfare of the hundreds 
of millions of Indians made up by the 
peasantry and the wtirking classes 
and, further, that a scientific approach 
must infoim analysis of the problems 
and issues that affect (he common 
people. 2789 

Power Losses 

Changes in the pattern of demand 
for power and weak distribution 
systems are the major contributors 
to the rising transmission and 
distribution losses. _ 2793 

Rural Credit 

The finance minister’s proposal to set 
up state agricultural finance 
corporations provides an opportunity 
to revive the Agricultural Finance 
Corporation, an all-India public 
sector institution which has the 
necessary consultancy expertise 
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Gay and Lesbian 
Movement 

THOUGH Sherry Joseph's analysis of the 
gay and lesbian movement in India (August 
17) IS mostly an accurate and faithful account 
of what has been transpiring in the movement 
to Ircc sexual minorities in India, there are 
some unconscious discrepancies. Joseph has 
written tp 2229) thus: “None of the publi¬ 
cations have a lesbian on their editorial board 
and the columns arc male dominated. It is 
also known that the lesbians who were mem¬ 
bers of the editorial hoard ot Homhav Dost 
in 1990, no longer serve in that capacity." 

The facts ot the matter arc as follows. 
Bombay Dost started with an editorial 
collect! vcof three gay men and three lesbians. 
There was no imperative or necessity at all 
for the gay men to work with the women 
except for a sincere desire towards both 
gender justice and equity. Bombay Dost was 
started not just as a platform for gay activism 
but primarily to confront issues related to 
unprotected homosexual transmission ot 
HI V/Al D.S and STDs. As pointed out by this 
author in the important session on 'Malc- 
to-Malc-SexualTransmission’at the Second 
international Conference on AIDS in the 
Pacific held in Delhi in 1992, there is a wilful 
and purposeful refusal to accept thccxistcnce 
of homosexual behaviour in India. I*'rom the 
very beginning of the IIIV/AIDS crisis, the 
contention of the Indian government has 
been that homosexuality is a result ol 
“wcsteni hourgeoise decadence”. The very 
refusiil of the West Bengal government to 
agree to sero-survcillance tor HIV in the 
general population can be traced to this 
refusal to accept some uncomlortablc issues 
on sexuality in India. Not only did this 
attitude lead to the victimisation of female 
sex workers but it also cleverly diverted 
attention away from studying the sexual 
behuvioiiral patterns of the male population. 

As a liomuscxual who grew up in the 
sensual urban homocrotic ambienccs of 
Mumbai city. I knew we were sitting on a 
time bomb. With a declining female-male 
ratio, more disposable income in the hands 
of the male working class for iccreational 
sex and the slow hut steady visibility of 
homosexuals because of the urban milieu, 
three of us male homn.sexuals decided to 
publish Homhity Dust around issues of HIV/ 
AIDS. When it w,is pointed nut that safer 
sex messages did not sink in without sticssing 
.sexual orientation, sexual education and 
orientation became the foundation of the 
charter. With that it became very important 
to have both gendci justice and a lesbian 
(lerspcclive in the subcontincntal context. 

When It became impossible for the 
newsletter Bombay Dost to be run on an 
issue-by-issue basis without funding or 
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grants, and with no support in marketing or 
editing from the lesbians (articles, writing, 
poetry either came in Vay past deadlines or 
never arrived at all), new strategies for 
survival had to be charted out. The lesbian 
members were not at ease with each other 
and thus could not work as a cohesive team; 
there was no follow-up to the deluge of 
letters from isolated lesbians in the mofussil 
towns and a personal discomfort working 
with somebody like me who was open and 
guiltless about my sexuality. I also discovered 
the hard wall of political correctness lying 
under the gentle f^eminity of the head of the 
lesbian group. 

Meanwhile, no effort on our part has ever 
been or will be made to break the organic 
relationship. Bombay Dost still functions as 
an address for lesbian mail which is forwarded 
dutifully without even a single protest of 
what the women’s group is doing with it. 
Till date we have no record of who sorts the 
letters and how the letters meant for women 
have been handled or whether they have 
been answered at all. As responsible members 
of this coalition, it was pointed out that at 
least the basic information be shared but the 
answer has been disappointing. Finally, the 
male members of the board decided to do 
some forward planning. I was also exhausted 
running around ItMiking for funding to run 
the newsletter. In late 1994, three years after 
running it with meagre funding, two of us 
(Suhail Abbasi and me) founded Pride 
Publications, a company incorporated under 
the Indian Companies Act, to raise capital 
from within the emerging gay community. 

What was uncomfortable was th^ fact that 
lesbians did not perceive the HIV crisis us 
a feminist problem. As a matter of fact 
neither do the feminist groups anywhere in 
India. And this despite the fact that the worst 


infected groups at risJcarcfemalesex workers, 
the wretched of the earth iii the hell-holes 
of Indian redlight districts. We also did not 
realise that whereas Indian lesbians saw 
private space as their theatre of operation, 
Indian gay men operated in the open public 
spaces as sexual environments where they 
met other men and had sex with them (as 
in public parks, public toilets and public 
transport termini). The problems were thus 
vastly different. Police brutality with us was 
on a completely different level than that 
experienced by women. The lesbians also 
refused to sec us differently from other men 
in heicrosexual patriarchal structures where 
wc operated as subversives luid comrades in 
arms when the need arose. We on our part 
found it increasingly difficult to re-educate 
ourselves about the misogynism within the 
emerging gay community in India because 
of the general drift between the gay men and 
lesbians. But there is no gainsaying that we 
have tried very hard to make progress in this 
direction. The fact that HIV prevalence in 
the gay community in Mumbai has crossed 
50 per cciu, makes it imperative that we heed 
all the support wc can get to help us come 
lu terms with our condition; more than half 
the ’human’ guinea pigs in the illegal BIV 
vaccine trials unearthed recently in Mumbai 
arc gay men. 

The editorial pages of Bombay Dost, 
however, have always remained open to the 
lesbians. Whenever articles are submitted, 
they arc warmly accepted without hesitation. 
We have had fresh meetings with the lesbian 
group, .Stri .Sangam, on our own initiatives 
to evolve a new relationship. Wc sincerely 
wish that this will be a fruitful one. 

Ashok Row Kavi 

Mumbai 
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Chimera of Monetised Deficit 


I N its Annual Report for 1995-96 the Reserve Bank has 
suggested that the central budget should present an esti¬ 
mate of the monetised fiscal deficit consistent with the 
objectives of overall monetary control. The proposal should 
cause some raising of eyebrows for two reasons. First, it is 
difficult to estimate in advance how much of the fiscal deficit 
would have to be financed by RBI credit. Second, and more 
important, what turns out to be the final year-end monetised 
deficit may contain a major component determined not by the 
year’s fiscal operations and needs but by the central bank’s 
open market operat ions i n keeping with the emerging monetary 
situation, over which the RBI should have exclusive control. 

Ail mcasurc.s of the budgetary deficit - whether the 
conventional deficit, the gross and net fiscal deficit, the 
primary deficit or the revenue deficit - yield numbers which 
are endogenous to the budget in that they arc directly derivable 
from the budget’s estimates of receipts and expenditures. 
The monetised deficit, however, is a different animal; it goes 
beyond the govcrnuieni’s budgetary operations to cover the 
Re.scrve Bunk’s holdings of government paper acquired by 
the central bank from the market in pursuance of monetary 
policy objectives or succcsslul debt management. The mone¬ 
tised deficit rcpre.scnts increase in net RBI credit to the central 
government which is the sum of increases in the RBI's hold¬ 
ings of government debt instruments plus any draw-down by 
the government of its cash balances with the RBI. The debt 
instruments comprise (i) ad hoc treasury bills, (ii) 91-day 
treasury bills sold on tap, (iii) 91-day treasury bills sold by 
auction, and (iv) dated securities. While ad hoc trca.sury bills 
are issued to the RBI alone and icpresent automatic mone¬ 
tisation of the budget deficit, the other types of TBs and dated 
securities may enter the RBI’s holdings either by initial 
subscription or by net purchase Irom the market. While 
purchases from the market are essentially guided by monetary 
policy considerations, initial subscriptions by the RBI to take 
up any slack m the market response loo may be part of debt 
management. The finance minister, while framing the budget 
for the coming fiscal year, need not be expected to have any 
clue to the possible si/c ofthe.su centra! banking operations. 
The central bank itself may not be able to anticipate the si/c 
of the monetised deficit that emerges eventually in pursuance 
of various fiscal and monetary policy objectives. Even when 
the RBI plans to inject a certain amount of primary money into 
the system as pan of domestic credit expansion, it may choose 
tocontract liquidity through open market operations in govern¬ 
ment paper and pump in liquidity instead through refinance to 
the commercial sector or through foreign exchange operations. 

Against this background, to expect the budget to ‘‘indicate 
the total recourse to the Reserve Bank whether by way of dated 


securities, treasury bills or other temporary accommodation", 
as the RBI wants it to, is unrealistic. Recent experience 
confirms this. Probably under the impulse of the so-called 
long-term fiscal policy, the ‘Budget at a Glance’ document 
began to pre.sent every year the estimate of ‘net increase in 
RBI credit’ just below that of the ‘overall budget deficit’. 
While the overall budget deficit or the conventional budget 
deficit is the gap between all receipts and expenditures and is 
financed by the issue of 91-day treasury bills (including 
rediscounted and auctioned bills) irrespective of whether held 
by the RBI, banks or c ihcrs. net RBI credit to the government 
covers the outcome of all the operations of the RBI in 
government paper, TBs and dated secuiities alike. Presenting 
the estimate in the budget documents, it was evidently realised, 
served no purpo.se and the practice was abandoned from the 
budget for 1994-95. The irrelevance of the exercise was 
evident from the fact that for every year the estimate of ‘net 
increase in RBI credit’ was si\uwn as identical to that of 
‘overall budget deficit’, implying that the projected monetised 
deficit was the same as the conventional deficit which, of 
course, is never the case in reality. The budget documents then 
carried the disclaimer that the figure of net increa.se in RBI 
credit was not independently estimated, but even if a better- 
grounded estimate of the ‘monetiscddeficit’ could be projected, 
what purpose would it serve? 

Recent experience, even during the period when the ministry 
of finance and the RBI have been implementing the stabilisation 
and structural adjustment programme in concert, is distinctly 
unpro-mising. For 1992-93, the budget deficit was Rs 12,312 
crorc (Rs i2,757 crore according to the RBI), but net RBI 
credit to the central government was just Rs 4,257 crore. In the 
next year the budget had anticipated a deficit of Rs 4,314 
crore, but the year ended with a deficit of Rs 10,960crore, net 
issue of ad hoc TBs of Rs 6,300 crore and, startlingly, one of 
the lowest levels of net RBI credit to the central government 
at Rs 260 crorc. Explaining the outcome, the RBI had claimed 
in its Annual Report for 1993-94 that its open market opera¬ 
tions had partly neutrali.sed the expansionary impact of capital 
inflow.*, and the large budget deficit. Sale of government 
securities to the tune of Rs 9,047 crorc from the RBI’s 
holdings had brought down the monetised deficit. Obviously 
neither the central budget nor the RBI’s monetary policy 
statements could anticipate these developments. Again, for 
1994-95 the budget deficit was initially placed at Rs 6,000 
crore but the final outcome was a deficit of only Rs 946 crore, 
net issue of ad hoes of Rs 1,750 crorc and net RBI credit to the 
government of Rs 2,130 crorc. The RBI had then gone to town 
with the claim that for the first time in almost two decades 
monetary expansion through the year could not be attributed 
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to monetisattonot the budget deticit ana that 
this had been made possible by “the 
fundamental reform announced in the union 
budget 1994-95 and the agreement 
subsequently reached between the govern¬ 
ment and the Reserve Bank to delink 
automatic monetisation from the budget 
deHcit". This ‘fundamental reform', made 
possible only by unprecedented portfolio 
inflows of over Rs 30,000crorc in the second 
half of 1993-94 and the first half of 1994-95, 
could not be sustained beyond one year. The 
government read in (he large capital inflows 
false signals to borrow ma.ssivcly in the 
market and the RBI complacently assumed 
that its agreement with the government on 
limiting and eventually phasing out the u.se 
of ad hoc TBs was already a success. How¬ 
ever, once the ptrrtfolio inflows slowed 
down and the financial assets showed no 
significant rise, these facile expectations were 
belied and the much-vaunted agreement 
between the finance ministry and the RBI 
was frequently breached. 

The official cx|rcctutions were, of course, 
quite unrealistic on many counts - the low 
revenue elasticity and unsatisfactory fiscal 
situation, the unpredictability of portfolio 
inflows and the inudei|uacy of financial 
savings, all of which the finance ministry 
and the RBI refused to recognise. Hence 
their attempt to foist the unsustainable 
‘reform’ of delinking the budget deficit from 
moncti-sation Alrcadyin 1995-96, the overall 
deficit, initially budgeted at Rs 5,(XX) crorc, 
touched 9,934 crorc, but with net issue of 
ad hoc TB.s of only Rs 5,96.5 crore. Even so 
net RBI credit to the centre ro.se to Rs 19.855 
crore because the market simply could not 
absorb the high budgeted levels of gross 
borrowings of Rs 40.806 crore and net 
borrowings of Rs 27,087 crorc. In govern¬ 
ment paper auctions, the dcvolvement on the 
RBI aggregated Rs 12.055 crore (32.8 per 
cent of gross market loans) in 1995-96 
compared with only Rs 157 crore (0 7 per 
cent) in 1994-9.5. Al.so, by the end ol March 
1996 Rfil holdings ot auctioned 91 -day TBs 
had jumped to Rs 3.211 crorc compared with 
only Rs 68 crore at the end of the previous 
March. la:a\e alone thy government, the 
RBlcould not have imagined that its working 
e.stimatc of the expansion of aggregate 
deposits of .scheduled commeicial banks of 
Rs 65,0(K) crore (or 17 percent) would prove 
so wide of the maik, with the actual 
achievement lui iiing out to be only Rs49,370 
crorc (I2.S pel cent). This compared with 
deposit growth of Rs 53,630 1 . roie (16.1 per 
cent) in 1994-95 and Rs 52.114 irore (18.6 
per cent) in 1993-94 

In the ctiircnt year as well the monetary- 
fiscal situation has developed along 
unexpected line.s. While ovciall financial 
assets arc not gtowing, the RBI has pumjied 
in .as much as Rs l2,725cioieb) sl.ishingthe 
effectiveCRR Irom 15.7 percent in March 
1995 to 11.5 per cent by July this year. The 
CRR IS to be brought down further to 
approxiiii.itcly9.2percentb> lanu.iiy 1997, 


releasing yet anotner Ks ^590 eroie. As^a 
result, banks’ investment in government 
securities haverisen by as much as Rs 13,074 
crore so far this year up to September 27, 
against Rs 6,178 crore in the comparable 
period last year. Hie government has already 
completed two-thirds of its net borrowing 
programme of Rs 25,498 crorc for 1996-97. 
Hence the use of ad hoes has dwindled to 
such a low figure as Rs 3,360 crore as of 
October 4 compared with Rs 10,610 crore 
last year and net RBI credit to the centre 
has come down to Rs 3,801 crore as of 
September 27 compared with Rs 8,714 crore 
in the comparable period last year. Clearly, 
such moderate levels of monetised deficit 
and use of ad hoc TBs could not have been 
foreseen at the time of framing the budget 
for 1996-97. 

Such being the record of mismatch between 
initial budgetary expectations and the final 
outcomes, on what basis does the RBI expect 
the government to anticipate the sources of 
financing of the gross fiscal deficit among 
non-bank institutions, banks and the Reserve 
Bank? The relative importance of these 
sources in financing the fiscal deficit will 
fluctuate depending upon the evolving 
financial situation in particular years. In the 
interest of monetary and financial stability 
the RBI necessarily has to combine different 
central banking instruments such as open 
market operations, refinance and rediscount 
facilities and even direct lending to 
promotional agencies. The RBI’s suggestion 
that the central budget present a target figure 
of monetisation of the fiscal deficit for the 
year, on the other hand, stems from a narrow 
monetarist perspective on money supply 
targets and money multiplier processes. 

HEALTH 

In a Shambles 

THE recent outbreak of dengue fever is yet 
another and highly ominous sign of the 
breakdown, not only of the di.seasc control 
programme, but in general the welfare of the 
slate. For the ennui that appears to have 
gripped the health administration has its 
roots in the administration’s helplessness in 
the face of circumstances which are creating 
di.seasc conditions.lt also shows the limi- 
tationsofverticul programmes in the presence 
of an inefficient, badly funded and rigid 
health infrastructure. And what is of even 
greater concern is that the courts had to be 
moved to direct the Delhi and the central 
governments to take preventive and other 
measures against the disease. 

Historically, health planners and administ¬ 
rators have had a blind spot for epidemio¬ 
logical inputs. Partly, this has been a reflection 
of the supposedly modern nnethods of 
controlling 'tropicalVcommunicablediscases 
which prescribed technical/medical solu¬ 
tions, quite ignoring ttie socio-economic 
components. This led in the 1950s and 1960s 
to an overwhelming emphasis being given to 


cmeonuig v«i4on jbgt 
them witn^ giving serious-attention to the 
set ofcircumstances which make thembieed. 
As a consequence of the vertical approaches 
to single diseases, ecological factorsin vector 
control were oRen neglected; a glaring 
example of the current interpretation of this 
approach is the malaria control establishment 
pleading its inability to do anything about 
dengue carriers because its workers did not 
know how to distinguish the different types 
of mosquitoes. For instance, there was at one 
time a plan to eradicate the Aedes mosquito, 
the carrier of the dengue virus. However, 
objections came from a group of eminent 
epidemiologists and entomologists that 
destruction of the Aedes type would 
inevitably provide greater encouragement to 
the ycl lo w fever carriers, and such a changed 
ecologies picture would make for the entry 
of the far-morc-difficult-to-control yellow 
fever into the country. It was felt at that time 
that with a good health care infrastructure, 
early detection and efficient case handling, 
dengue would be the lesser evil. 

Today the dengue ‘epidemic’, not yet 
officially designated so, has brought the 
whole issue into the open in a different light. 
And the real danger is that the health 
establishment's blinkered rc.span.se may be 
to launch an extensive eradication pro¬ 
gramme without comprehensive deli¬ 
berations and without, of course, any move 
to introduce a health component in plan¬ 
ning and implementing development 
programmes, urban and rural. In fact, just as 
industrial and large development projects 
now have to obtain environmental clearance, 
there ought to be a pro vi.sion for considering 
the health consequence of any such project 
or plan before it goes off the drawing board,,. 
Some SO years ago the Bhore Committee 
had appealed, in vain, for just suCh an 
arrangement. 

UTTAR PRADESH 

Calculations Gone Awry 

THE most significant aspect of the Uttar 
Pradesh a.s.sembly elections has been the 
inability of the BJP to approach anywhere 
near the 213 scats mark required for a simple 
majority. The SP-BSP stand-off was expected 
to benefit the BJP in the three-cornered 
contest. Yet, the disjointed effort:: of the 
Congress-BSP alliance on the one hand and 
the UF-Bharatiya Kisan Kamgar Party 
(BKKP) alliance on the other succeeded in 
restricting the BJP-Samata alliance to 176 
seats, exactly the tally the BJP had reached 
when the SP and BSP had joined hands 
together in 1993. This time, for a change, all 
the main contenders in the election-the BJP. 
the SPand the BSP- made a conscious cffoti 
to do away with their caste identification and 
to project themselves as representing larger 
sections of society. TheBJP, nomtally looked 
upon as an upper caste party, distributed 190 
tickets to the OBCs as part of its programme 
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of social enguttcring. The BSP which has a 
stnmghold among the dalits o( UP, gave 
only 86 tickets ot tu 299 tickets to scheduled 
caste candidates There were 102 OBC, 53 
Muslim, 12 brahmin and 25 thakur candidates 
fightingonBSPtickets ThcSP.ihechampion 
of OBC interests, put up 47 Muslims, 36 
thakurs, 18 brahmins and 6 banias as 
candidates Yet despue this conscious re- 
onentation in seat disliibution by the main 
contenders, none ol them managed to 
drasticallyimprovetheii iicilutnuincc Inthe 
recent Lok Sabha elections the BJP had 
secured a majonty in 2^0 t>t the assembly 
segments But in the assc mbis polls it could 
garner only 174 scats The BSP maintained 
Its 67 seats while the SP by winning 110 
scats impioved upon its eailier position by 
one scat The Congress which stuck to its 
uppci caste base, nuipiinlly inipioved its 
tally The parly had given a majoiiiy ol Us 
126 tickets to brahmins mil i ijpuis and won 
33 scats compared tu 29 1 iilict 
By granting siatehooJ to Ultuakhand 
announcing sops lo liinieis ol wcsiein UP 
and forging an allianii with Apl Singh and 
MahenderSingh Itkati piimeimnisiei Deve 
Gowda had made a set tons ittcinpt to ciodc 
theBJPbascinitsstioii>'hokl\ I In loimatiun 
ot Uttarakhand has mint tut ned out tu be a 
boon to the BJP I he BJ P b iggid 18 out of 
the 19 seats liom this le 'ion 1 he f ongicss 
(Tiwaii) was truunicd bn lusc ot the 
impression that it lint illntnl i lap 
prochement with Muliv iiu Sin li Yadav 
thcpimcipaliuiullliui isliiinli inwcstcin 
UP loo the BKKP lonnl win onl\ S seals 
thereby latgcly tailing to mikc t dint into 
the lat votes of the BIP IIk J inata Dal 
won 7 scats conlnminu its inaigmaliscd 
existence in the stale 
The first reports ot the votinc hchavioui 
suggest that till Muslims to i 1 iige extent 
rcm.uncd apathctii to ihi i lei lions Ihcy 
torm 18 pci ccntol the s( iti s population and 
can be decisive in determining the outcome 
in some 130 coiistiiucniics T he BSP made 
an alumpt lo win the Muslim votes by 
soliciting the suppihi ol the Shalii Imam of 
Jama Masjid ot IXIhi I hoiuh the All India 
Milh Council amt the Muslim Peisonal Law 
Buaid opposed the movi Ihi nimmon 
Muslim voicrsecmcdapathitii and resigned 
This perhaps helped the BIP lo c apiiire seven 
out ot 12 seals and six out ot nine seats in 
Muslim dominatedMoiadahad indBucilly 
distncts, respei lively 
Given the poor |)erloi mam c ol ilii allies ol 
the SP and the low Miis im luinoul the BJP 
should have pcitornicO butir bisieaii the 
large number ol OBC t mdidalts put up by 
the BJP seems to have ahtnated the upper 
caste support base ol the pai ly and id versely 
allectcdttsfoitunes The delicate balancing 
ot caste interests is the inti ictablc problem 
facing the BJP in ihc slaii Us opponents, on 
the other hand having c becked the BJP, will 
have the equally dilticult task ol making the 
SP and BSP sit together if the BJP is to be 
prevented horn torming the government 


PQWKIPOUCY 

Beating about tiie Bush 

THE conference of state chief mirasters and 
power ministers in Delhi this Wednesday 
was an indication of how gnm the power 
situation in thecountry, even as perceived by 
the government, is turning out to be The 
prime minister himscit inaugurated the 
conference But while the meeling had the 
benefit ot a ‘national action plan* prepared 
by the central power ministry, judging by 
reports in the press, the prime minister’s and 
the state leadetii choice ol issues to highlight 
docs not hold out much hope tor progress 
towards a transparent long-term national 
policy and the necessary institutions to 
implement it, the absence of both ot which 
has been so largely responsible for landing 
the power scctoi in the present cul-de-sac 
despite all the hoopla about throwing the 
scxiorupcn to foreign capital and thedoincstic 
private sector 

It IS the lack ot a clear policy and ol 
independeni agencies whose objectivity was 
above board which has been responsible lor 
every one ot the initial lot ot private powei 
projects the so called ‘last track projects, 
getting niircd in allegations ot corniptioii 
and padded costs and inflated tariffs The 
piimc minisier, who himself has been the 
butt ot charges over his handling ol the 
Cugcntrix project m Kai nataka when he was 
the slate emet minister evidently had this 
situation in mind when he lamented at the 
conteiencc that it either the states oi the 
cenlie take some decisions there ate toaes 
which try to atlnhute motives alleging that 
there is a nexus between the investors and 
the government" Bui his solution not 
untypically {icihaps was lu try and arrange 
a political tiucc a lime has romc when we 
should dll collectively work lurgctting our 
political patty aftiliaiions" Ihe proposal 
may have its attractions, since political 
power in the states is now shared widely 
enough among dillcicnl parties which may 
tind It mutually bencticial to amve at an 
understanding not to raise inconvenient 
questions 

But, ot couise that docs not take care of 
Ihe problems cither of corruption or ot 
ensuring that power plants with the most 
etticient paiameiers are built It is not Ihc 
case by and large that invesiment in power 
projects has ireen held up because the st.ile 
go vernmerits hive not had sul licicnt authoni v 
or that decision making has been con 
centrated auhe centre Yel the mam burden 
ot the prune mimsier s speech at the chict 
ministers' conference was that the state 
governments would now he given unfettered 
freedom to decide on power projects 3 his is 
proposed to be ensured by lurthcr raising 
the size ot protects which arc required to 
be referred to the Central Electric itv 
Authority (CEA) for techno-economic 
evaluation or indeed even doing away with 
this requirement altogether In the same vein 


Deve Gowda also proposed that oisironment 
clearance of projects should be left to the 
stategovemments Arethestategovemmenis 
not responsible to the people ot their states, 
was his question 

Techno-economte evaluation of large 
power projects and assessment and 
ametioi abon ol their indisputably enormous 
environmental consequences are vital matters 
which require to be handled with compi^ence, 
objectivity and tianspaicney The real issue 
IS not whether these tasks should be 
undcrt.ikcn at the stale orthecenlral level but 
that they call for independent agencies with 
Ihc necessary tec hnic al competence Not that 
the ChA today anywhere near fills the bill 
It had already been maiginaliscd by the 
Narasimha Rao government and the then 
powei minister N K P Salve But there is no 
getting away from (he need tor such agencies 
lor the proper planning and operation of 
power projects, whether in the public or the 
private sector And, contrary to Ihc prime 
minister’s implied suggestion, the popular 
democratic tredcntials of governments at 
the icnirc and in Ihc slates will in no way be 
compromised by setting up such bcxiics and 
placing them and then functioning within 
their legitimate sphere beyond the pale of 
(central or state) political and butcaucrabc 
control Without such institutions however 
much the major political parties, following 
the prime mmislei’s advice, may agree upon 
ariangements lo share the loot, so lo say, 
questions and suspicions will keep cropping 
up about the legitimacy ot the projects which 
will certainly not be in the intcicst ol their 
speedy iinplementabon and smimth working 
One would have expected the Planning 
Coniiiiission to have given a lead on such 
niattcis hut going by newspaper reports, the 
subject of a cicai polu v coveting the many 
dimensionsol the long term development ot 
Ihe powei sector and the concomitant 
institutional tramewoik docs not seem lo 
have figured very prominently m the address 
ol the commission s deputy c hairman to the 
chicl minisicrs conference 
Interestingly, on the very day that thcchief 
ministers were meeting m Delhi finance 
minister Chidambaiam, speaking in 
Vadoda'a was quite categoric that since the 
cenli c was not prepared lo extend its counter- 
guarantee to any mote pow ei project, heyond 
the live to winch a cominiinieni had been 
made piivate investors, whether ioieign nr 
Indian wciciinlikclyloheenlhtisiasticabout 
investing in the power sec tor unless the slate 
electricity boards were resituctured and 
made viable 1 he ai tion plan’ prepared by 
the power imnislry docs apparently stress the 
need tor revising and i cstructuring elc’clncny 
rates espcLially those lor the iigrii ultural 
sectoi, but the prime minister himself 
studiously avoided the subject at the meeting 
ot slate chief niinislcts and power ministers 
He had to for was not hi just weeks back 
promising tanners in UP i heap electricity in 
the course ot Ins lanipaigning for the state 
assembly elections there > 
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CURRENT STATISTICS 


£i^ fdidutotioit 


The current fiionl year hai leen a nae of S 1.4 bn in official foiei(n cucrcacy asaeti (inciudisg SDRi) againat a fait of $ 1.8 bn in Ihe comparable period last year. 
While both importa and exports have slowed down, a sharper contraction in import growth hu resulted in a narrowing trade deficit from S 2.1 bntoS J.4bn, The 
deceleration in industrial growth has been very pronounced, with infrastructure industries suffering a setback since the latter half of I99S-96. While basic industries 
and consumer durables have experienced a sharp dip in growth in the first quarter of this year, growth of capital goods and intermediate goods industries too hu 
slackened. Consumer non-durables, however, continue to do well. 


Macroeconomic Indicators 


Weights 

Index Number!! of Wholesale 
Prices (1981-82= 100) 


All Commoditie.! 

Primary Articles 
Food Articles 
Non-Food Articles 
Fuel, Power, Light and Lubiicants 
Manufactured Products 
Food Products 
Food Index (computed) 

All Commodities (Average Basis) 
(April 6-Seplembcr 28,19%) 


Coal of Living Indices 


Industrial Workers (1982=100) 

Urban Non-Man Emp (1984-85=100)* 
AgriUbd 986-87= UX)) @ 


Variation (Per Cent): Point-to-Point 



1996 


Over 12 Months 
Latest Previous 

Fiscal Year .So Far 
1996-97 1995-96 

1995-96 

1994-95 1993-94 1992-93 

100.0 

316.9 

0.9 

6.3 

8.8 

5.8 

4.5 

4.9 

10.4 

10.8 

-7.0 

.32.3 

330.9 

1.0 

7.5 

10.0 

7.5 

5.4 

5.7 

12.7 

11.5 

3.0 

17.4 

372.3 

0.5 

9.4 

8.4 

8.0 

8.4 

9.7 

11.9 

4.4 

5.4 

10.1 

342.6 

2.0 

5.3 

13.0 

7.9 

0.5 

-1.1 

15.5 

24.9 

-1.4 

10.7 

3.30.0 

1.8 

16.1 

1.6 

11.8 

-0.1 

-O.J 

2.4 

13.1 

6.0 

57.0 

306.6 

0.7 

4.0 

9.4 

3.8 

4.8 

54 

10.7 

9.9 

7.9 

10.1 

305.9 

2.2 

7.3 

4.2 

13.0 

4.6 

0.3 

8.1 

12.3 

6.8 

27.5 

347.9 

l.l 

8.7 

7.0 

9.6 

7.1 

6.6 

10.6 

7.0 

5.8 

lOO.O 

.309.1 

- 

5.7 

9.9 

5.4 

9.2 

7.8 

10.9 

8.3 

10.1 


Latest _ Variation (Per (2ent): Point-to-Point _ 

Month Over Over 12 Months Fiscal Year So Far 1995-96 1994-95 199.7-94 1992-93 
Month Latest Previous 1996-97 1995-96 


343.0* 

1.2 

8.9 

10.9 

7.5 

1.‘. 

8.9 

'in 

9.9 

6.1 

26.3.0"’ 

0.8 

96 

10.1 

7.8 

8.1 

- 

9.9 

8.3 

6.8 

252 0’ 

2 0 

7.2 

I4.I 

6.3 

6.3 

7.2 

II.I 

11.2 

0 .6' 

old and new series (1986-87= 

100 ) 

* For 

1995-96 






Money and Banking (Ks crore)* 


Sept 13. 

1996 Over Month 


Fl.-ical Year So Far 

1996-97 1995-96 J 995-96 1994-95 


Money Supply (M.) 634395 4083(0.6) 325.59(5.4) 

Currency with Public 1232.37 - 639 (-0.5) .5076(4.3) 

Dcpo.sits with Banks 505023 3927(0 8) 24688(5,1) 

Net Bank Credit to Govt 280012 2292(0.8) 22602(8.8) 

Bank Credit to Comml Sector 337241 -2565 (-0 8) -3661 (-1.1) 

Net Foreign Exchange Assets 83341 9I()(I.I) 6184(8.0) 

Reserve Money (Sept 20) 185390 -2334 (-1.2) -8946 (-4.6) 

Net RBI Credit to Centre (.Sept 20) 124430 -2753 (-2.2) 5662 (4.8) 

Ad hoc Treasury Bills (.Sept 27) 28270 -3950 -1175 

Scheduled Commetciul Banks (Sept 27) 

Deposits 461745 8649(1.9) 27926(6.4) 

Advances 2.50949 1638(0.7) -3066 (-1.2) 

Non-Food AdvaiKcs 242513 2947(1.2) -I7l0(-0.7) 

Invc-stments 177028 1088(0.6) 12245(7.4) 

* Based on March 31 figures after closure of government accounts, except for 
Match 29, 1996. 


634395 4083 (0.6) 

12.32.37 - 639(-0..5) 

505023 3927 (0 8) 

280012 2292 (0.8) 

337241 -2565 (-0 8) 
83341 910(1.1) 

185390 -2334 (-1.2) 
124430 -27.53 (-2.2) 
28270 -3950 


325.59 (5.4) 
.5076 (4.3) 
24688 (5,1) 
22602 (8.8) 
-3661 (-1.1) 
6184(8.0) 
-8946 (-4.6) 
5662 (4.8) 
-1175 


13464 (2 5) 
7096 (7..0) 
3475 (0.8) 
17816(8.0) 
.5596(1,9) 
-2575 (-3.3) 
11322(6.7) 
9688 (9.8) 
6440 


79241 (17..5) 
18698 (22 8) 
.59685 (16 2) 
16.328 (7.9) 
48059(19.6) 
25159(47.8) 
30611 (22.1) 
21.30(2 2) 
1750 


1993-94 


73307(19.3) 
14170(20.9) 
.57925 (18.7) 
28855 (16 3) 
17161 (7.5) 
27674(110.9) 
27892 (25.2) 
260 (0.,3) 
6300 


461745 

2.50949 

242513 

177028 


8649(1.9) 
16.38(0.7) 
2947(1.2) 
1088 (0.6) 


27926(6.4) 
-3066 (-1.2) 
-I7l0(-0.7) 
12245(7.4) 


Index Numbers of IndustrialWeighls 
Production (1980-81=1(8)) 


General Index 100.0 

Mining and Quarrying 11.5 

Manufacturing 77. t 

Electricity 11.4 


Capital Market 


Fiscal Year So Far 


11740(30) 46961(12 1) 53629(16.1) .52144(18.6) 

10228(4.8) 42455(20.1) 40638(23.8) 11566(7.3) 

9896(5.0) 4493S(22..5) 37798(23.4) 8875(5.8) 

6964(4.7) 1.5529(10.4) 14171 (105) 28641 (26.9) 

1995-96 (full year) and 1996-97 where the banking data relate to 


_ Fiscal Year Averages _ 

5-96 1994-95 199.3-94 1992-9.3 1991-92 1990-91 


280.0 282.6(8 5) 260.5(14.6)284.3(12.1) 253.7(9.4) 232.0(6.0) 218.9(2.3) 213.9(0.6) 212.6(8.2) 

247.9 251.7(3.6) 243.0(15.7) 265.9(6.9) 248.8(7..5) 231.5(3.5) 223.7(0.6) 222.5(4.5) 221 2(6.3) 

277 8 278.0(10.4) 251.7(14.9)278.8(13.6) 245.4(9.8) 223.5(6 1) 210.7(2.2) 206.2(-0.8) 207.8(8.9) 

327.1 344 5(2.2) 337.0(12.5) .340.3(8.2) .314.6(8.5) 290,0(7.4) 269.9(5.0) 257.0(8..5) 236.8(7.8) 


Oct II. Month Year 1996-97 So Far 

1996 Ago Ago Trough Peak Trough Peak 1995-96 




_ End of Fiscal Year _ 

1995-96 1994-95 1993-94 


BSE Sensitive Index (1978-79=100) 

316l(-6.7) .3389 3572(-19.2) 

3003 

4069 

2826 

.3584 

3.367(3.3) 

.326I(-L3.7) 

3779(65.7) 

National Index (I983-84=I(X)) 

I4I4(~7.6) 1530 l 622(-22.0) 

1321 

1843 

1.304 

1691 

l549(-3 5) 

I606(-I2 2) 

1830(79.2) 

BSF,-200 (1989-90=100) 

3l4(-7.6) 340 .362(-26.9) 

298 

41.3 

289 

385 

345 (-6 .3) 

.368(-18.2) 

45(X92.3) 

NSE(Nov5. 1995=I(XX)) 

909(-8.3) 991 

874 

1196 

- 

- 

- 

- 

- 

SkindiaGDR Index (Apr 15, 1994=1 

I00)59(-1I.9) 67 82(-29 3) 

56 

90 

61 

91 

79(1.3) 

78 

- 

Foreign Trade August 

Fiscal Year So Far 








1996 

1996-97 1995-96 

1995-96 


1994-95 


1993-94 

1992-93 

1991-92 


Exports: Rs crorc 9292 

US S iim 2(>03 

Inipurls: R.s ciore 10370 

US $ iim 2905 

Non-POL US S mn 2219 

Balance of Trade Rs crore-1078 
US $mn -302 


Foreign Exchange Reserves 
(cxi'Uiding gold) 


4739.3(21.5) 
13515(8.9) 
.52449 (15.2) 
149.57 (3.3) 
1127.3 (-4.7) 
-5057 
-1442 


39016(26.5) 106465(28.8) 
124:9(26.2) 31831 (20.9) 
45511 (37.3) 121647(3.5.2) 
14476 (.37.0) .36370(26.9) 


11823(42.3) 

-6495 

-2066 


28822 (26.8) 
-I5I82 
-4539 


82674(18.5) 
26.331 (18.4) 
89971 (23.1) 
28654 (22.9) 
22727 (29.5) 
-7297 
-2.324 


69751 (29.9) 
22238 (20.0) 
73101 (15.3) 
23306 (6.5) 
17552(11.2) 
-3.3.50 
-1068 


53688(21.9) 44042 (35.3) 
18.537(3.8) 17866 (-1.5) 
63375(32.4) 47851 (10.8) 
21882(12.7)19411 (-19.4) 
1.5782 (12.3) 14047 (-22.2) 
-9687 -3809 

-3345 -1545 


Ks crorc 
US $ mn 


Oct 4, 

Oct 6, 

Mar 31, 


1996 

1995 

1996 

Month 

Ago 

65845 

64478 

58726 

630 

18492 

18967 

17126 

263 


_ Variation Over _ 

Fiscal Year So Far 1995-96 


1994-95 1993-94 1992-93 


7119 -1.550 -7.302 18402 27430 5385 

1366 -1849 -3690 5640 8724 731 
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Ifidustrial Production 


Index Nuiiben of IndusIrM Weight AjK-- 

Preduclkm: M^or Groopwbe June 96 

(I980-8UIOO) 

Jan- 

Har96 

Oct- 

Dec95 

Jul 
Sept 95 

Apr- 1995-96 1994-95 
Jun9S 

1991 94 

1992-91 

1991 92 1990 91 

General Index 100000 

Mming and quarrying 114 64 

Manufactunng 77107 

Electncity 114 29 

282 6 
(8 5) 
251 7 
(16) 
278 0 
(10 4) 
144 5 
(2 2) 

1168 
(11 8) 
1126 
(4 7) 
1120 
(14 0) 
1511 
(5 8) 

288 5 
(10 5) 
267 1 
(2 7) 
2840 
(128) 
1400 
(5 1) 

271 6 
(116) 
240 9 
(6 2) 
267 4 
(127) 
310 8 
(96) 

260 5 
(14 7) 
2410 
(15 7) 
251 7 
(149) 
317 0 
(12 5) 

2841 
((12 1) 
265 9 
(6 9) 
278 8 
(136) 
1401 
(8 2) 

2517 
(94) 
248 8 
(7 5) 
245 4 
(9 8) 
114 6 
(8 5) 

212 0 
(6 0) 
211 5 
(15) 
2215 
(6 1) 
290 0 
(7 4) 

218 9 
(21) 
2217 
(06) 
2107 
(2 2) 
269 9 
(5 0) 

2139 
(06) 
222 5 
(06) 
206 2 
(-0 8) 
257 0 
(8 5) 

2126 
(8 2) 
221 2 
(4 5) 
207 8 
(9 0) 
2168 
(7 8) 

Index Numbers of 













Industrial Production. 

Use-Based Classification 

BasK goods industries 

194 18 

286 8 
(4 0) 

321 0 
(7 1) 

290 9 
(4 1) 

281 6 
(116) 

275 8 
(121) 

2921 
(8 7) 

269 0 
(5 6) 

254 9 
(9 4) 

212 9 
(2 6) 

226 9 
(6 5) 

211 1 
(6 9) 

Capital goods industnes 

164 27 

164 0 
(142) 

441 7 
(17 4) 

405 ’ 
(25 2) 

158 6 
(115) 

1ll>7 
(25 6) 

181 0 
(19 5) 

1188 
(24 8) 

255 4 
(41) 

266 4 
(01) 

266 8 
( 8 5) 

291 6 
(15.9) 

Intermediate goods 

205 07 

242 5 

249 7 

215 7 

214 4 

216 8 

714 1 

211 4 

2019 

182 6 

1712 

176 8 

industnes 


(119) 

(159) 

(101) 

(106) 

(6 2) 

(10 8) 

(17) 

(117) 

(5 4) 

( 20) 

(4 7) 

Consumer goods industnes 

216 48 

251 5 
(9 2) 

281 0 
(PI) 

249 2 
(9 7) 

■'26 6 
(126) 

212 1 
(16 2) 

247 2 
(12 6) 

2196 
(8 7) 

202 0 
(19) 

194 2 
(18) 

190 8 
(10) 

189 0 
(6 8) 

a Consumer durables 

25 50 

528 7 
(11 1) 

665 6 
(45 9) 

568 1 
(17 1) 

524 7 
(17 7) 

475 8 
(26 0) 

558 4 
(17 1) 

407 2 
(102) 

169 1 
(161) 

118 1 
( 09) 

120 5 
( 109) 

159 6 
(107) 

b Consumer non durables 

21098 

220 2 

214 5 

210 7 

1906 

202 7 

209 6 

196 9 

181 7 

179 4 

175 1 

168 4 



(8 6) 

(4 1) 

(10) 

(6 2) 

(117) 

(6 4) 

(81) 

(1 1) 

(2 2) 

(4 0) 

(5 8) 

Index Numbers of industrial 

Pioduction GroupwLse 

Code No 

20 21 hood products 

5127 

2118 

(10) 

111 4 
(110) 

212 0 
(2 4) 

124 6 
(9 2) 

177 9 
(42 5) 

206 5 
(136) 

181 7 
(116) 

1600 
( 87) 

175 1 
( 15) 

178 0 
(4 8) 

169 8 
tl25) 

22 Beverages tobacco and 

1571 

180 1 

l/O-t 

158 4 

148-> 

167 4 

161 1 

114 8 

117 8 

1117 

107 t 

104 8 

tobacco products 


(7 7) 

(188) 

(41 1) 

(22 6) 

(2 9) 

(19 5) 

(-2 2) 

(21 2) 

(6 0) 

(2 4) 

(18) 

21 Cotton textiles 

12109 

166 2 
(4 9) 

161 1 
(5 5) 

159 9 
(24) 

157 0 
(16) 

158 4 
(21) 

159 6 
(2 4) 

155 8 
(-2 9) 

160 5 
(6 9) 

ISO ' 

(8 0) 

119 0 
(9 8) 

P6 6 
(127) 

25 Jute hemp and mesti 

19 99 

78 5 

95 4 

98 2 

91 0 

85 8 

92 6 

91 5 

101 2 

87 0 

90 8 

tOI 6 

textiles 


( 8 5) 

( 52) 

(-6 8) 

(100) 

(81) 

(1 2) 

(114) 

(186) 

( 4 2) 

( 10 6) 

(4 1) 

26 Textile products 

8 17 

87 0 

94 7 

91 5 

88 9 

817 

89 7 

78 6 

714 

/5 8 

97 2 

1012 

Ollier Item loulwe.u 


(19) 

(19 7) 

(161) 

(12 0) 

(8 4) 

(14 1) 

(7 1) 

( 12) 

( 2’0) 

( 5 8) 

( 113) 

27 Wood and wood products 

4 48 

248 4 

252 9 

211 4 

244 0 

229 8 

219 5 

205 5 

199 1 

190 5 

185 0 

197 2 

furniture and tixtuies 


(8 1) 

(141) 

(14 2) 

(7S6) 

(12 7) 

(16 6) 

(1 1) 

(4 6) 

(3 0) 

( 6 2) 

(120) 

2H Paper .u)d p ipti products 

and printing publishing 

12 15 

291 5 

291 0 

286 5 

290 0 

277 9 

286 4 

258 1 

2 :f8 

2109 

2010 

1981) 

>md allied industries 


(5 6) 

(5 2) 

(10 4) 

(14 1) 

(146) 

(10 9) 

(MS) 

(6 6) 

(3 9) 

(2 5) 

(9 1) 

29 Leather and tur products 

4 89 

226 6 
( 0 5) 

225 2 
(-16) 

227 7 
(21-*) 

210 1 
(125) 

227 6 
(04) 

227 6 
(7 4) 

211 9 
(17) 

2041 
(8 8) 

187 7 
(3 5) 

181 1 
'-6 7) 

194 3 
(12) 

10 Kuhb( r plastic petroleum 40 00 

202 2 

199 5 

197 4 

2 (X) 1 

188 0 

196 2 

18? 1 

176 4 

174 6 

172 0 

174 0 

and ciial pioducts 


(7 6) 

(II 2) 

(6 2) 

(6 1) 

(7 7) 

(7 7) 

(I-) 

(1 0) 

(1 5) 

( 1 1) 

(0 3) 

11 Chemicals and chemical 

product except products 

125 11 

377 5 

394 8 

1561 

169 0 

111 4 

161 4 

126 1 

297 9 

276 9 

261 2 

254 1 

of petroleum and coal 


(112) 

(181) 

(4 9) 

(14 5) 

(7 8) 

(114) 

(9 5) 

(7 6) 

(6 (» 

(2 7) 

(26) 

12 Non metallic mmeial 

29 99 

269 5 

285 5 

2518 

262 5 

256 5 

264 6 

216 0 

218 5 

209 0 

205 2 

191 1 

products 


(5 1) 

(90) 

(9 5) 

(204) 

(105) 

(12 1) 

(8 0) 

(4 5) 

(1 9) 

(6 1) 

(2 2) 

11 Basic metal and alloys 

98 02 

205 9 

217 5 

226 9 

224 7 

211 2 

225 1 

214 5 

224 2 

168 5 

167 8 

158 8 

industries 


( 2 5) 

(-0 8) 

(01) 

(100) 

(124) 

(4 9) 

(-4 1) 

(11 0) 

(04) 

t‘7) 

(10 5) 

14 Metal products and parts 

except maclunciv and 

22 88 

176 6 

186 4 

184 6 

169 0 

161 5 

175 4 

148 7 

126 5 

124 6 

111 1 

141 1 

transport equipnu nt 

15 Machinery machine tools 

(9 4) 

(118) 

(26 4) 

(152) 

(16 7) 

(180) 

(17 5) 

(1 6) 

(-64) 

( 7 0) 

(04) 

except ciectrical 

62 40 

242 5 

276 7 

2615 

255 6 

209 7 

251 4 

206 9 

189 2 

181 1 

1811 

186 9 

machineiy 

16 Flectrical machineiy 


(15 6) 

(14 2) 

(iy») 

« 

(18 5) 

(159) 

(21 S) 

(9 4) 

(4 5) 

( 1 2) 

( 1 9) 

(8 7) 

apparatus, appliances 

57 79 

697 1 

891 7 

798 9 

669 7 

625 6 

746 5 

609 9 

460 1 

4816 

4917 

5616 

and supplies and parts 


(114) 

(2^ ‘) 

(116) 

(3 1) 

(12 6) 

(22 4) 

(126) 

( 49) 

( 2 0) 

( 12 4) 

(22 7) 

17 Transport equipment and 

63 86 

299 6 

1401 

105 2 

289 6 

248 8 

296 7 

219 2 

211 2 

200 6 

191 1 

192 5 

parts 


(20 4 

(217) 

(25 2) 

(28 5) 

(17 1) 

(24 0) 

(132) 

(5 1) 

(SO) 

(-()■’) 

(61) 

38 Other nunufactui mg 

9 05 

260 9 

121 1 

105 7 

295 9 

2719 

299 2 

269 6 

267 0 

281 1 

269 9 

121 8 

industnes 


(-4 7) 

(17) 

(14 9) 

(16 6) 

(129) 

(110) 

(10) 

(-5 1) 

(4 2) 

( 16 1) 

(-14) 


Noui (i) Supcrscnpi numeral denotes month to which figure relates e g superscript 4 stands fot April (ii) figuies in brackets arc percentage 
variations over the period specilied or over the comparable peiiod of the previous year 
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POUCY WATCH 


South-East Asian Economies: Mirade 
or Meltdown? 

Jayati Ghosh 

AbhyUSen 

C P Chandrasekhar 


In the past few months several of the more 'successful' of the south-east 
Asian economies have been plagued by problems of decelerating 
exports and deteriorating balance of payments positions, slowdowns in 
output expansion and declines in employment in exporting industries, 
domestic imbalances requiring stabilisation policies, and the like. The 
south-east Asian situation is not anywhere near the Mexican case, but the 
strong dependence on foreign capital does bring out one important 
similarity - that of external vulnerability - which also has important 
policy lessons for other Asian countries. 


THE recent growth experience of the south¬ 
east Asian economies has been the focus of 
much worldwide attention. This is partly 
because of the widespread conviction that 
Asia has become the new ‘growth pole’ of 
the world economy, able to sustain high 
growth rates even when there is no impetus 
to growth in other regions; and partly because 
of the assessment that this experience 
constitutes concrete illustration ot the 
virtuous interaction between trade and foreign 
investment to create economic growth The 
successful pniliferalion of capitalism in east 
and south-east Asia is cited as evidence in 
support of economic liberalisation policies 
which encourage greater inflows of export- 
oriented FDI as well as countering the 
arguments that greater international inte¬ 
gration can work against the interests of 
developing economics. 

Thus, past and current patterns of growth 
in these economies are of immense interest 
to countries like India, as arc the recent 
economic warning signals emanating from 
these countries, in the past few months, 
several of the more ‘successful’ of the .south¬ 
east Asian economies have been plagued by 
problems of decelerating exports and 
detenorating balance of payments positions, 
slowdowns in output expansion and declines 
in employment in exporting industries, 
domestic imbalances requiring stabilisation 
policies, and the like, in some of the ‘.second- 
tier* east Asian countries such as Thailand, 
Malaysia and even to some extent Indonesia, 
these problems have been compounded by 
speculative behaviour affecting exchange 
rates, in the context of targe external debt. 
Such problems, appeari ng so .soon after these 
countries have just been getting kudos from 
both multilateral organisations and 
international financial analysts for their strong 
economic performance, inevitably bring to 


mind the Mexican cxpenence of 1995-96, 
in which celebratory appraisals were rapidly 
followed by dramatic collap.se. The south¬ 
east Asian situation is nut anywhere near 
the Mexican case hut the strong dependence 
on foreign capital does bring out one 
important similarity - that of external 
vulnerability - which also has important 
policy lessons for other Asian countries 

Growiii in Asian Oeyllopinu Count kies 

To understand the nature of the cunent 
economic difficulties, it is necessary to 
consider first the pattern of previous growth 
in east and south-east Asia. Over the past 
decade in particular, the Asian region has 
been the most dynamic in the world in terms 
of economic growth as well as incrca.sed 
trade involvement. Both in terms of the 
growth rate of GDP and the late of export 
growth, the developing economies of Asia 
in the aggregate outperform any other 
grouping. In addition, the dominant share of 
capital flows to the developing world is now 
absorbed by Asia, and by a small set of 
countries (such as China) within Asia. 
Furthermore, within Asia, this growth has 
been much more evident in east and south¬ 
east Asia, e.specially China, the four Asian 
NlCs and the second-tier high-growth 
economies of A.^EAN. Indeed, south Asia 
has grown much less rapidly. West Asia has 
expenenced stagnation and central Asia 
declines in per capita incomes. 

The economic growth of east and south¬ 
east Asia is usually'secn as trade-led, and 
certainly it has been fuelled by, or expressed 
in, high rates ofgrowth of imports andexports, 
as shown m Tabic I. it is evident from this 
table that while world trade - in terms of 
exports - has grown more than twice as 
rapidly as world income, developing 
countries as a group have shown faster rates 


for both of these than industrial countries, 
and Asian developing countries have been 
the fastest of all. The rapid rate of export 
expansion is usually'seen as the engine of 
growth in these countries. Yet it is also 
evident that import volumes have also grown 
significantly faster in developing Asia than 
in the rest of the world, and have also grown 
more rapidly than export volumes. Con¬ 
sequently, many of the high-growth Asian 
economies have actually had continuing 
current account deficits despite the emphasis 
on exports. This suggests that there have 
been other factors, such as the ability to 
attract capital inllows, which have been 
significant m explaining balance of payments 
‘stability’ in these cases. 

It is worth noting another feature which 
emerges from Table I: the difference in 
purchasing power ol exports between 
developing Asia tmd industrial countries is 
much less than the ditfcrence m export 
volume growth. In fact, for all developing 
countnes the purchasing power of exports 
has actually increased mine slowly than that 
for industrial countries, despite more rapid 
growth in export volumes in the former. This 
suggests a fairly sharp movement in the 
terms of trade against all developing 
countries, and a slightly less sharp but still 
adverse movenicnt inlcnnsof trade lor Asian 
developing countries. 

There are currently two standard ways of 
interpreting these data The first suggests 
that exports have been the engine of growth 
m these countries, fuelling rapid incicuses 
in GDP and thereby al.so m import voluinc.s. 
Within this broad interpretation, there are 
varying positions on whether the export 
growth Itself has been related to 'market- 
friendly' economic policies which en- 
courag^ production lor expoit. or whether 
such growth was the outcome of systematic 
nco-mcrcantilist strategies in such cconcv 
mies. The second approach treats export 
growth as a result rathei ttian a cause of the 
growth process, and relates all of these 
features to the observed high rale of capital 
inflow into Asia. The most well known 
exposition of this notion is the ‘flying geese’ 
model originally developed by die Japanese 
economist K Akamatsu in 1932, and sub¬ 
sequently applied to the recent expenence. 
It IS worth considering the elements of thi.s 
paradigm in some more detail. 

‘Flying Glesi-,’ Paradigm 

Thisisessentially a variant of the ‘product- 
cycle’ hypothesis of Raymond Vernon, in 
which trade becomes the vehicle for 
transferring new goods and technology acro.ss 
countnes. As countries indu.strialtse and their 
factor proponions change, some production 
(of certain more labour-intensive goods ot 
particular labour-intensive processes) from 
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che^tejutfei^ coiMtrtet Is sighted to the 
‘follower'counines Imports from the mote 
advsncedcountnesallowtor the introduction 
of oew goods, transfer of technology and 
capital goods mto 'follower' countries, and 
eventually for theirexport to other countries 
Ultimately, the leader country loses com- 
peativeness in a particular prtiduct, whose 
domestic production is then phased out and 
replaced by imports from the ‘followers’ 
who have by then built up competitiveness 
in that product FDl here becomes an 
additional channel tor this process, as 
domestic investment withdraws from those 
sectors sutfenngiromiossof competitiveness 
(typically labour-intensive sectors, such as 
textiles and leather goods) and instead 
becomes FDl relocating to places where 
labour is cheaper, in order to supply both 
domestic and foreign markets Despite this, 
aggregate investment in the leader* country 
does not diminish because industry is 
constantly restructured and upgraded tu move 
towards higher-skill, higher-technology 
products 

The result is a constantly evolving division 
of labour within a gioup ol regional cco 
nomics increasingly, this tormulation is used 
to describe a process which (contrary to 
Akamatsu's original exposition) is con¬ 
sistently benign and harmonious tor all the 
countnes involved Since aggregate invest 
ment continuously increases and simul 
taneously promotes trade flows there is no 
iradc-nff between domestic investment and 
FDl m either the investing le.Klci country 
or in the ‘follower host countnes FDl is 
seen to be essentially tiadi oiientcd and is 
always complemcniary to the productive 
structure ot the host economy, even as it 
increases the exports of the follower Tech 
nological ads antes and transfers shifts in 
competitiveness and changing tiadc patterns 
operate to the mutual advantage ot all the 
concerned countnes and do nut involsccither 
frictions or dislocations 

This process is said to be in operation in 
Asia over the past decade in pantcular, with 
relocati ve FDl from the leader country Japan, 
moving first into the first-uer NlCs and trans¬ 
forming productive structures there and 
then entering the second-tier NiCs (the 
ASEAN-4 of Indonesia Malaysia, fhailand 
and the Philippines) and now even spread¬ 
ing into countnes such as Myanmar and 
Bangladesh in ever spieading dynamic .on 
centne circles ot export onented expansion 

Obviously, the reality ot the obscived 
process IS both more complex and more 
problematic than this rosy picture It is clear 
that the initial penetration ot imports into a 
‘follower’ country will adversely atfect 
domestic producers even it consumers are 
better off Similarly, when followercountnes 
can compete successfully in a range ot 
products, the leader country’s interests may 
be affected The many costs, difficulties and 


ocdasuMiti Itnpos^iity of rettnictuiing in 
both leader and foUowo^ countries are ignored 
in this paradigm Further, the complex 
integration strategies of global MNCs mean 
that activities m any particular host country 
may not be such as to definitively benefit 
thehost Intact, the requirements of flexibility 
and the need to safeguard technologic^ 
advantages have meant that MNCs have 
typically ignored the specific requirements 
of their hosts in terms of building national 
competiti veness, and where this has occurred 
It has usually been an accidental by-product 
of overall MNC designs rather than port of 
the strategy 

Most significantly of all, relocative FDl 
ot this variety has rarely been of sufficient 
magnitude to ensure dynamic shifts in 
comparative advantage by itself Most of the 
more successful Asian economies - that is 
those who have completed or are success¬ 
fully completing the transition to indus¬ 
trialisation and higher value added produc 
live stiuctures-had crucial domestic policies 
in place, as well as particular initial condi¬ 
tions (including an early levelling of asset 
or income distnbution through institutional 
reforms) which allowed them to benefit 
from increased trade The most successful 
counines in Asia Japan and South Korea, 
did not industrialise using FDl at all, and 
South Korea relied largely on foreign aid and 
then external borrowing to tinance its balance 
of payments deficits during the 19S0s and 
19^s The largest FDl hosts among the 
Asian countnes until recently have been 
Singapore and Hong Kong, and in both of 
these countries, it is accepted that FDl has 
contributed little tu upgrading and industnal 
deepening, and has been much more footloose 
than in the other Asian NICs 

In fart the actual pattern of FDl nflow 
intocastand south Asiasugge.ts that although 


reeemn>Iinto somepans Of lootii-east Alta 
may be broadly consistem with the ‘flying 
geese' paradigm, in general the model is of 
very limited sigmficance in explaining the 
relationship between FDl and growth m Ana 
Closer examination suggests that there is no 
‘homogeneous’ east or south-east Asian 
experience with regard to either the pace of 
industrialisation or the role that FDl can 
play Rather, there are four broad and quite 
difterent categories ot industnabsation and 
FDl experience, even in the south and south¬ 
east Asian region, as described below 
Elsewhere, FDl has played a very limited 
and typically ambiguous role, and certainly 
in most of south Asia, central and west Asia, 
there is no evidence of a virtuous cycle ot 
growth spurred by foreign investment 

RiciIonal Division or Labour 

Asian economies can be divided into four 
sub legional groups (1) the flrst-tier NICs 
(newly industnalised countnes) consisting 
ol Republic ot Korea, Taiwan Province of 
China Singapoie and Hong Kong, (2) South¬ 
east Asia, compnsing Indonesia, Malaysia, 
the Philippines. 'Thailand, Cambodia, Laos 
and Vietnam, (3) China, and (4) south Asia, 
including Bangladesh, India, Pakistan, Sn 
Lanka, Nepal Bhutan. Myanmar, and 
Maldi ves These sub-regional groupings have 
vaned in terms of recent growth rates of 
GDP, as evident from Table 2 

It IS clear thai the average high rates of 
growth mask substantial differences between 
groups of countnes The differences would 
be even more noticeable it all the countnes 
were considered individually, since some of 
the countnes which are already among the 
least developed, such as Nepal, Bhutan and 
Myanmar, have also expenenced very low 
rates of growth In general, the countnes and 
sub-groups with lower rates of growth in the 


Iaiul 1 Would Income and Tradl 198*! 94 


Rates of Growth of 

World 

Industrial 

Countnes 

Developing 

Countnes 

Developing 

Asia 

GDP 

21 

21 

36 

6 1 

Export volume 

54 

47 

88 

12 8 

Purchasing power of exports 


62 

38 

88 

import volume 


SO 

86 

112 


Note Developing Asia here excluiies China It should be nolcdihat including China wou'd actually 
raise Ihc growth rates of GDP as well those of exports and imports 
Soune UNCTAP Handbook of 7 fade anti Development Siautitct 


T 

1abix2 CDu Gaowmi Ratts in DEVt-ionNij Asia 


Rale of Growth ol 

1992 

1991 

1994 

f991» 

1996* 

World GUP 

07 

09 

2 1 

27 

31 

Asian GDP 
ot which 

7S 

79 

82 

76 

74 

NICs 

S8 

62 

74 

70 

67 

China 

112 

114 

118 

98 

89 

South-East Asia 

63 

68 

71 

71 

74 

South Asia 

48 

4 1 

S 1 

17 

61' 


* ADB Estimates 

*>0UFce Avian Devehpmenl Outlook 1995 96 ADB Manila 


Economic and Political Weekly Ociobn 12-19,1996 


2777 



1990s ate typically also those which in 19$0 
stalled from a much lower base of per capita 
GDP. The virtuous nexus between TOI, 
exports and economic growth is supposed 
to describe the first three sub-regions, with 
the exception of the least developed countries. 
Yet even here, the experience is not uniform, 
and can once again be classified into four 
groups. 

First, there is the experience of city-states 
such as Singapore and Hong Kong, which 
have been completely open 'free ports’ from 
the start. Singapore in 199.^ had the third 
largest stock of inward FDl in the developing 
world (after China and Mexico) at more than 
$ 5S billion. Hong Kong too figured among 
the top 10 recipients of FDl, but the special 
characteristics of these two city-states make 
them unconvincing examples of the ‘flying 
geese' style FDl-based expansion. This is 
particularly sohecause(as mentioned above) 
inward FDl in these countrie.s has nut been 
associated with technological upgradation in 
frontline areas, and ha.s been part of footloose 
capital seeking further avenues in the 
immediate neighbourhood of these city- 
states. Thus Hong Kong is not only one of 
the largest recipients of PDI but al.so the 
single largest outward investor among 
developing counlrics, suggesting that 
much of its role may be in recycling and re¬ 
exporting capital just as it docs in goods 
trade. A similar story could be told of 
Singapore. 

In the other first-tier NICs of South 
Korea and Taiwan, FDl was never central 
to the industrialisation process. Rather, the 
government played the critical role, and state- 
directed production onented towards the 
world market was the factor that determined 
the export thrust in these countries. Both 
these countries in 199.') had total inward FDl 
.stock of only around $ IS billion each, just 
above one-third the level in Malaysia and 
one-fourth that of Indonesia. Since the mid- 
1980$, inward FDl has amounted to less than 
I percent ufgross domestic capital formation 
in South Korea and less than 4 per cent in 
Taiwan. However, in recent years the.se two 
countries have become capital exporters of 
significance, contributing strongly to the one- 
third of FDl flows into Asia which come 
from within the sub-region 

The case ol China, which has the largest 
stock of inward FDl in the developing world, 
ataround$ I.IObilliunin 199.'), is exceptional 
on many counts. Having been through many 
phases of reconstruction. China has managed 
to generate relatively high domestic savings 
and invc.stment rates. It embarked on the 
‘reform and liberalisation’ path some years 
ago, but on the basisof an egalitarian agrarian 
.structure and the almost complete ab.scncc 
of a domestic capitalist cla.ss, with the 
industrialisation process still firmly under 
overall state control. It is noteworthy that 
China has recorded extremely high foreign 


investment iitflowt, along witii n^itd jtMes’'’ 
of industrialisation, GDP growth and export 
expansion, within the framework of a 
‘restrictive’ and controlled economic regime, 
excepting in the special export enclaves. 
Much of the GDP and export growth has 
been concentrated in the south-eastern part 
of the country, especially the coastal regions. 
The role of overseas Chinese in inward FDl 
has been crucial especially in the early years 
of FDl inflow into China beginning from the 
laic 1980s. Nonetheless, despite this record 
of very high FDl inflow which is quite 
spectacular by contemporary standards, there 
is evidence that inward foreign investment 
is decelerating (World Investment Report 
1996) and may have reached a temporary 
peak, nils is partly because the Chinese 
government has become more selective in 
screening FDl projects to ensure compliance 
with national development priorities, and 
has also introduced measures to prevent 
speculative investment, for example in real 
e.stute. But it is al.so related to the fact that 
outward FDl from the top sourcc.s for China 

- Hong Kong, Macau and Taiwan - is losing 
momentum as the transferorlabour-intensi ve 
production slows down. Becau.scofincrea.ses 
in land and labour costs in the coastal regions, 
labour-intensive export-oriented production 
has already become less attractive in China 
than in several other Asian economies. 

1 lo wever, as long as the large domestic market 
continues to grow, China will still continue 
to receive a sizeable amount of FDl, although 
not necessarily of the ‘flying geese’ variety. 

Finally, there is the more recent experience 

- really confined to the past decade - of the 


Asiii; 

kKludingeMentialiylndonedatlitelaysiaand 
Thailand (ranked third, fourth and fifth, 
respectively, in terms of inward FDl stock 
in Asia in 1995) and to a much lesser extent, 
the Philippines. These could be said to 
constitute the second phase of industrial 
proliferation in south-east Asia, which 
corresponds most closely to the positive view 
that links ‘openness’ with economic growth 
based on FDI-led export expansion, ff any 
countries could be said to approximate the 
mechanism suggested in the ‘flying geese’ 
paradigm, it is these, which have experienced 
very large increases in relocative FDl in the 
past five years, and have also delivered very 
high rates of export growth. Yctitis precisely 
these economies which are currently en¬ 
countering the most severe di fficulties, which 
calls into question the validity of the entire 
hypothesis. 

Export Deceleration and Balance w 
Payments DiFHt-uLnis 

An important backdrop to the current 
predicament of the south-east Asian countries 
is the deceleration in exports which had 
become llic engine of growth for these 
economics over the previous decade. Most 
Asian countries have experienced decelera¬ 
tion or decline in their manufactured export 
since the middle ol 1995, and the causes for 
this sudden drop have .still not been adcq' lately 
explored. Two factors are most commonly 
cited: the saturation of developed country 
markets for electronic goixls, which have 
been among the most dynamic export 
sectors; and the increased protectionism 


NAVDANYA 

A CALL TO JOIN THE MOVEMENT FOR THE CONSERVATION 
OF AGRICULTURAL BIODIVERSITY 

Navdanya is a national agriculture biodiversity conservation 
programme that promotes in-situ conservation and the building of 
community seed banks. Navdanya works with farmers, farmers’ 
organisations, NGOs and government to facilitate seed conservation 
activities. 

We invite people with appropriate technical background committed 
to the cause of conserving genetic resources in agricuKure to join 
this emerging movement. 

if you are interested write to us at Research Foundation for 
Science, Technology and Natural Resource Policy, A60, HauzKhas, 
New Delhi - 110 016, Tel: 6515003 and 6968077, Fax: 6856795. 
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ClATr and the Wit)) by industrial 
countries in the area of textiles and clothing 
imports, which remain the mainstay of NIC 
exports. 

Yet these two factors arc surely not 
sufficient to explain the precipitous decline 
in export expansion which many countries 
have felt in the past year. Thus, China's 
exports for 1996 are slated to decline in 
absolute dollar terms, after growing at an 
annuai average of nearly 20 per cent over 
the 1990s. South Korea’s exports, which 
grew at 13 per cent per annum in the period 
1980-94, have fallen by 6 per cent in the past 
year, and the decline has been particularly 
marked in July and August 1996 (Asim Wall 
Street Journal, September 3, 1996). In 
Thailand, the deceleration in exports meant 
a growth rate of only 6 per cent in the first 
half of 1996, compared to 27 per cent in the 
same period last year. This reflects absolute 
declines in at lca.st 18 important exporting 
sectors, and has been e.stmiated to involve 
a likely decline in foreign exchange earnings 
in the current year and lead to job los.ses of 
more than 4,40,(X)0 workers (Thai Banker 
Association, Biuiness Day, September 3, 
1996). Similar stories abound across Asian 
NICs and even soulh Asian countries like 
India and Bangladesh arc experiencing export 
deceleration. 

The point is that such patterns in exports 
have not been accompanied by reductions 
in imports, w Inch have contmued to increase 
strongly, thus leading to widening trade and 
current account deficits throughout tnost of 
south-east Asia. In the second-tier NICs, 
which have been more dependent upon 
foreign capital as well as less developed 
internally, this has in turn led lo collap.scs 
of investor confidence, with worrying im¬ 
plications. 

The most dramatic example is that of 
Thailand, whose intcrnaiional credit rating 
was recently downgraded by the rating agency » 
Moody’s. Until very recently, Thailand was 
being held up as a model of prudent macro- 
economic management and liberal economic 
policies that all other developing countries 
could usefully emulate. Thus the World Bank 
in 1994 reported that “Thailand provides an 
excellent example of the dividends to be 
obtained through outward orientation, 
receptivity to foreign investment, and a 
market-friendly philosophy backed up 
conservative macro-economic management 
and cautious external borrowing policies". 
However, the recent speculative run on the 
Thai currency, the baht, exposed a number 
of features of several such economics, which 
had hitherto been underplayed. 

Principal among these is a high current 
account deficit projected at 7.8 per cent this 
financial year. High current account deficits 
have been an accepted feature of Thailand’s 
balance of payments during her ‘miracle 
growth’ years. Between 1988 and 1990 such' 


deficits rose from 3 to 9 per cent of GDP. 
Since then deficits in the range of 6-8 per 
cent of GDP have been the norm. How do 
we explain these deficits, which are not only 
high when compared with deficits in most 
developing countries, but way above the 
level of 3.2 per cent, for example, at which 
India faced a balance of payments crisis in 
1991? 

Thailand's current account deficits were 
recorded in acontext of robust export growth, 
averaging close to 15 per cent per annum 
during the 1990s. International comment on 
Thai economic performance focused on this 
aspect and her high current account deficits 
did not draw attention. Part of the reason for 
this silence was the perception that an ex¬ 
ternal current account deficit is acceptable 
so long as it does not reflect a deficit on the 
government's budget. but * merely' an excess 
of private investment over private domestic 
savings, financed with an inflow of foreign 
capital. Countries with significant budget 
deficits, such as India in 1991, are presented 
as unduly profligate even when the current 
account deficit on their balance of payments 
is much lower. Alarmist statements from 
intcrnaiional agencies often trigger the 
‘capital flight' needed to generate a balance 
of payments crisis. This provides the setting 
for adjustment programmes involving a 
‘retreat of the state' and a more open trade 
legime. 

On the other hand, in countries with 
balanced budgets or budgetary surpluses, a 
high current account deficit is merely seen 
as reflecting the appropriate environment for 
foreign private investment rather than public 
or private profligacy. The acceptability of 
Thailand's unusually high current account 
deficits was thus due to the fact that, uespitc 
rising budgetary expenditures, it was a 
country which had run a budget surplus in 
recent years. Financial year 1996 is also 
expected to end with a ‘healthy’ budget 
surplus of 3 per cent of GDP. 

It now appears that pri vatc fi nanciiig alone 
is inadequate to sustain a high current account 
deficit. 'The nature ol that financing matters. 
Initially, ITiai deficits were financed with 
FDI inflows which also supported the 
country's export effort and raised the rale 
of growth. FDI inflows into Thailand rose 
from a little more than .$ 250 million in 1986 
to almost $ 2 ,.500 million per annum by 1990. 
Further, host country data suggests that, evcii 
by the mid-I980.s foreign affiliates in the 
manufacturing sector diverted a substantial 
part of their sales, cstiinaied at 33 per cent, 
to the export market. 

However, the situation appears to have 
changed recently. After 1990. annual FDI 
inflows have been on the decline from a peak 
of $ 2,444 million to $ 2,014 million in 1991, 
$ 2,116 million in 1992, $ 1,726 million in 
1993 and $ 640 million in 1994. A temporary 
reprieve in 1995 took the inflow to a 


reasonable $ 2,300 million. While FDI 
inflows were slowing, exports were not 
growing, fast enough to finance burgeoning 
imports. As a result, after taking account of 
FDI inflows, the current account deficit left 
to be financed from other sources has risen 
to an e.stimated 7.5 per cent of GDP. The 
‘structural deficit’ in Thailand’s current 
account stemming from the openness of its 
economic regime, was no longer accom¬ 
panied by adequate inflows of private direct 
foreign investment. 

To finance its external deficits, therefore, 
Thailand had to resort to borrowing from 
international credit markets, i mplying a rapid 
increase in external debt from $ 23 billion 
in 1989 to more than $ 60 billion in 1994, 
amounting to nearly half of GDP. Much of 
this was necessarily short-term debt, which 
is very .su.sceptiblc to the level of investor 
confidence. Financial markets had been 
concentrating on the rate of export growth 
as the single most important indicator of 
creditworthiness, rather than the external 
imbalance, and once the export deceleration 
led to an increase in the projected current 
account deficit, the run on the bahi began. 

llic Malay-siancasc is similar, even though 
it has not experienced a balance of payments 
crisis like that of Thailand. Malaysia has 
benefited from much higher FDI inflows 
than Thailand, which has meant that the 
current account deficit lo be financed from 
sources uthWthan FDI has been more limited 
at 3.8 per cent of GDP in 1995. Nonetheless, 
the recent export deceleration has also 
increased Malaysia’s reliance on borrowing, 
and the external debt-to-GDP ratio has risen 
to 39 per cent. Malaysia's principal problem 
is that becau.se of large oulflow.s on account 
of consumer goods imports, the current 
accoiini deficit has been large even in years 
of relatively good export performance, and 
lends to widen sharply in bad years like the 
current one. As a result, in recent limes the 
M al ay si an currency, the ri nggil, has reflected 
the pressure stemming from the current 
account deficit. As in the case of Thailand, 
the blame cannot he laid on fiscal imprudence: 
the Malaysian government’s budget is 
expected to register a surplus this year. In 
response lo the potential crisis, the govern¬ 
ment has already said it may impose quota.s 
and import permits to curb imports of non- 
essential goods. 

Similar rumblings are also evident in 
Indonesia, which currently runs a current 
account deficit amounting to 8 per cent of 
GDP. and whose inward FDI also has been 
declining after a peak in the early 1990s. 
Here too, the external debt amounts to nearly 
40 per cent of GDP. In fact, the potential for 
disaster is greater than that in Thailand or 
Malaysia, because otficial foreign exchange 
reserves in Indonesia are barely adequate to 
cover three-fourths of its short-term foreign 
debt. Thus, if a speculative run on the rupiah 
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occurs, the Indonesian government vnll be 
forced to seek direct help irom its traditional 
patrcms, the US and Japan, since it simply 
cannot cope with any crisis on its own The 
economy of the niilippmes has always been 
the weakest of these four, and it has weathered 
an earlier debt crisis in the 1980s Itscunent 
difficulties are no less intense than those ot 
the other countnes, although they may appear 
less sharp simply because the Philippines 
was never touted as a major economic success 
story along the lines of its ASEAN partners 

Impucatiuns 

The story of the south-east Asian NlCs is 
by no means over Yet the process that has 
already unfolded does contain important 
lessons for other developing countnes in 
Asia The first is that lelocativc investments 
can play a role in increasing output and 
employment, but there is no evidence that 
they will occur in sufficient quantity and 
qu^ity toatfect an industrial transformation 
as projected in the Hying geese model in 
fact, if excessive reliance is placed on FDI 
then reversals or declines in such inflow can 
play havoc with the industnalisation pro¬ 
cess Ultimately there is no alternative to 
increasing rates of savings and investment 
domestically 

Second the advantages of cheap labour 
are fundamentally ephcmcial Pven if 1 


country is recogmsed as an attractive site fmr 
FDI at one point of time, there is no guarantee 
that It would remain so for long, especially 
when alternative attractive sites (in tenns of 
cheap labour) are available in abundance 
Nor IS It the case that FDI always responds 
positively to fiscal and other incentives 
offered by desperate governments Rather, 
the evidence seems to indicate that FDI 
typically goes where it is needed the least, 
that IS where a sustainable growth process 
IS already under way 
Third, liberalisation ot economic policies 
which IS aimed at attracting FDI need not 
have the desired affect, but it can still lead 
to other undcsired consequences Thus in 
developing countnes it typically results in 
a laige inflow of imports that may not be 
matched withexports Furthermore it permits 
domestic entrepreneurs to borrow in inter 
national markets to finance projects (for 
example in infrastructure) that yield only 
domestic currency revenues This can create 
the seeds ot future balance ot payments and 
debt repayments difficulties 
Fourth, and related to this, any source of 
external financing other than relocative 
FDI even if it is available in amounts ade 
quale to finance a current account deficit 
and build official reserves, tends to increase 
external vulnerability if it is depended upon 
for long penods of time The irony is that 


policy paebtges that are designed to attract 
relocative FDI are also those which set to 
motion these other forms of external 
vulnerability 

Final!*’ the widespread belief that stable 
and prudent macro-economic poliaes and 
high doftiestic savings rates are adequate 
guarantees against nsing current account 
deficits IS false, as cle^ly indicated by the 
examples of Thailand and Malaysia In both 
of these countries, the current account 
deficit has been nsing despite budget 
surpluses of the government This has 
reflected pnvate sector decisions about the 
structure of consumption and the level and 
composition of investment, which govern¬ 
ments have ceased to try and direct because 
of their commitment to nco-liberal market- 
fnendly policies In a financially liberali¬ 
sed world this also means that private 
decisions about borrowing affect a 
country's external debt position, and render 
It vulnerable in ways that a government 
may not anticipate 

Ihc experience of these south cast Asian 
countnes indicates that it is the structure of 
economic growth, and not whether or not it 
IS dominated by govemmem that can create 
a predicament for a so called successful 
tndustnalismg economy This is a lesson 
that those in other Asian countries can 
Ignore only at their own penl 
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MONEY MAKKET REVIEW 


BPW Researdi FoondalioB 


Queless against Emerging Recession 


The RBI's conventional approach, reiterated in its latest,Anmai Report, 
of tinkering with reserve requirements and signalling monetary policy 
changes through open market operations may achieve the objective, to 
which the RBI evidently attaches the highest importance, of establishing 
closer links among the money, capital, gilt and foreign exchange 
markets, but it will certainly not help stimulate the dynamic role of 
credit in the development of the economy. 


1 

The Macro Scene 


THE operations of the financial system have 
begun to reflect some distinct signs of a 
slow-down in overall industrial activity, in 
the real economy, the reduced rate of 
industrial growth does not fully reflect the 
arresting of the tempo of activity. The growth 
of infrastructure indu.stries has suffered badly, 
many industrial projects have been kept on 
bold, and there are clear indications of 
stockpiling of finished products and growing 
receivables amongst corporates. Even the 
persistence of a reasonably tow level of 
inflation is attributable to reduced demand 
for manufactured goods. Apart from the 
deleterious effects of unprecedentedly high 
real rates of interest, the reduced flows of 
bank credit and institutional finance into the 
industrial sector reflect both the cause and 
consequences of the subdued tempo of 
economic activity; slower exports of 
manufactured goods also seem to display the 
same phenomenon. 

A major contributory factorforlhesluggish 
economic activity appears to be reduced 
aggregate demand in the economy which 
has originated in the cutback in public 
expenditure with a view to projecting a 
better fiscal scenario. An indication of this 
is to be .seen in a drastic drop in the central 
government’s resort to ad hoc treasury bills 
from the Reserve Bank of India (RBI). From 
a peak of Rs 22,095 crore as of July 5, there 
has occurred an unusual turnaround in the 
use of ad hoc TBs in the most recent period; 
such use has dipped to a negative figure of 
Rs 1,175 crore as on September 27, 1996 
against the rise of Ks 6,440 crore in the 
comparable period last year. Such a re¬ 
markable turnaround could not have 
happened but forsoniecompres.sionof public 
expenditure by the central government. Of 
course, to an extent the government’s 
borrowing programme has run at a faster 
pace than last year. 'Though RBI credit to 
the central government has declined from 
Rs9,688 crore during April-September 1995 
to Rs 5,662 crore during April-September 
1996, other banks’ credit to government 
(central and states together) has shot up from 
Rs 6,861 crore to Rs 14,664 crore. But at the 


same time, during the first half of 1996-97 
revenue receipts have remained considerably 
sluggish, particularly under union excise 
duties and direct taxes. 'The annual growth 
in direct tax receipts during April-September 
has stowed down to 11 per cent compared 
to the year’s target of 17 per cent. Likewise, 
excise duty receipts during April-August 
grew by 8.7 per cent against the target of 

14.4 per cent. 

A di.squieting aspect reflecting the sharp 
dip in inve.stment intentions is .seen in a 
reported 20 percent absolute fall in financial 
assistance sanctioned by the all-India term¬ 
financing institutions. During April-July 
1996, their sanctions aggregated Rs 12,930 
crore against Rs 16,551 crore during the 
corresponding period of 1995. The first 
quarter of the year of course, saw a 40 per 
cent rise in financial disbursements but the 
rise was over a low base, for the rate of 
increase in disbursements had actually 
dropped from 22.9 per cent in 1994-95 to 

12.4 per cent in 1995-96. Funds mobilised 
from the capital market by the corporate 
sector during April-September 1996, at 
Rs 8,103 crore have also been only frac¬ 
tionally higher than the Rs7,989 crore raised 
during the comparable period of 1995-96. 
In 1995-96 the level of funds mobilised by 
non-government public limited companies, 
government companies, PSUs and financial 
institutions at Rs 22.919 crore was about 26 
per cent lower than that (Rs 30,824 crore) 
in 1994-95. There has been some .shift in 
favour of debt instruments but the authorities 
have recognised that debt fatigue has set in 
among the investors as evident from the fact 
that such triple-A rated companies as TISCO 
and L & T were hard put to secure 


subscription for their bond issues of Rs 500 
crore each. Mutual funds, including the UTl, 
have also mobilised a lower amount of 
Rs 1,299 crore during April-September this 
year against Rs 2,;^ crore in the same 
period last year. During the year 1995-96 
as a whole, net collections by mutual funds 
were a negative figure of Rs 5.141 crore due 
to large redemptions of many UTI funds; in 
1994-95, they had collected Rs 11,275 crore 
in net terms. 

A more complex aspect of the financial 
scene during the recent period concerns the 
contraction in bank credit. Between March 
31 and September 27, advances of scheduled 
commercial banks experienced an absolute 
fall of Rs 3,945 crore (-1.5 per cent) 
compared with a rise of Rs 10,228 crore 
during the same period of 1996-97. As is 
evident from the banks’ deposit growth and 
deployment of funds in investments of 
government and other approved securities, 
the short-term liquidity situation appears 
comfortable and yet there has been a large' 
reduction in credit offtake, which can be 
only partly explainedin seasonal terms. Both 
the supply and demand (actors seem to have 
triggered this phenomenon. On the supply 
side, the banks have been charging unusually 
high rates of interest for commercial loans 
and preferring government securities for 
deployment funds. It is now recognised 
that the recent Supreme ( ourt judgment 
casting full responsibility oa bank officials 
sanctioning loans has had aa adverse effect 
on decision-making by the banking 
bureaucracy. On the demand side, the cor¬ 
porates arc reluctant to borrow from banks 
partly because of the high rate of interest 
and partly because of the sluggish industrial 
activity. 

POUCY PERSPFXmVBS 

The root cause of the current impasse is 
the premature liberalisation of interest rates 
which has produced unbridled competition 
amongst banks, financial institutions and 
non-banking financial companies (NBFCs) 
for mobilising scarce financial assets of the 
community. It is now proven beyond doubt 
that high real interest rates have of late hurt 
production and investment activities in the 
industrial sector without, at the same time, 
producing benefits in terms of any rise in 


Table 1: Aiktions of 364-Dav Treasusy Buxs 

(Amtmni in rupees, crore) 


Date of 

Bids Tendered 

Bid.s Accented 

Cut-off 

Cut-off 

Auction 

No 

Face Value 
(Amount) 

No 

Face Value 
(Anumnt) 

Pnee 

(Rupees) 

Yield Kate 
(Per Cent) 

1995 

Sept 13 

24 

116.50 

4 

32.00 

88 60 

12.87 

Sept 27 

13 

86.10 

5 

69.60 

88.57 

12.91 

1996 

Sept 11 

12 

242.91 

6 

195.00 

88.80 

12.61 

Sept 25 

19 

436.60 

8 

321.00 

88.80 

12.61 
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financial savings. Depending solely on 
conventional stabilisation and structural 
adjustment programmes, the monetary 
authorities have responded to the complex 
situation by injecting larger liquidity 
through reductions in reserve requirements. 
The effective CRR has been brought down 
from 1.^.7 per cent in March 1995 to 11.5 
per cent in July 1996. Instead of helping 
improve credit offtake by reducing average 
interest rates, and promoting commercial 
credit expansion, scheduled commercial 
banks have used the excess liquidity to 
increase their investments in government 
securities (as indicated above) and, more 
significantly, to drastically curtail their 
export refinance from the Rill. Since March 
31, banks have surrendered over Rs 15,000 
crore of invcstibic funds available in the 
form of RBI refinance - an unimaginably 
large loss for the productive sectors. 

De.spite the all round recognition and the 
crying need for reducing average interest 
rates for banks and financial institutions, 
expanding both short-term and long-term 
cr^it offtake, and helping to improve the 
tempo of economic activity, the RBI in its 
latest zl/muo/ Report for 1995-96 continues 
to place faith in monetarist perspectives of 
breaking price expectations and hoping that 
"nominal interest rates would eventually 
decline”. The reduction in CRR, which the 
RBI recommends, may be necessary but not 
enough of a measure to break the impas.se 
of high cost of funds, high lending rates and 
reduced credit expansion. The situation calls 
for reimposition of interest rate regulations 
fur bank deposits and lending and also fur 
inter-bank money market borrowings; this 


will have to be followed up by defimtive 
norms for the inter-sectoral distribution of 
bank credit, as also for credit drawals by 
medium- and large-scale industries. Mere 
injection of CRR funds would not expand 
the community’s savings and competition 
amongst banks and institutions would 
persist, pushing up the rates of interest. 
Secondly, the RBI ought to have re¬ 
considered its narrow perspective on 
sector-specific refinance and deployed the 
refinancing arrangement as a potent 
instrument of credit policy with twin 
objectives of stabilisation and promoting 
sectoral growth, both by modulating the 
supply of funds and their cost at the margin. 
Agai.’i. in this regard, the RBI has chosen 
to tread the conventional path, as reiterated 
in Its Annual Report of “reducing reserve 
requirements and reducing refinance limits” 
and of signalling monetary policy changes 
through open market operations. Such a 
strategy may result in massive treasury 
operations and bring closer the links between 
money, capital, gilt and foreign exchange 
markets which the RBI has sought to 
commend in ils Annual Report, but it would 
have less social relevance and certainly would 
not help stimulate the dynamic role of credit 
III the process of development; it would 
rather hinder the latter. 

OmiiR Policy Dhvia,opMRNTS 

As a major liberalisation measure, the 
union finance minister, wlule granting a 
number of tax concessions to buoy up the 
capital market, announced that Fils operating 
dedicated debt funds would be permitted to 
incieasc theirinvestments indebt instruments 


from the present 30 per cent to 100 per cent 
of their funds. Pll investments in government 
securities, however, remain pn^ibited. This 
measure along with the permission granted 
to RIs to invest in unlisted companies is 
expected to facilitate creation of separate 
funds for infrastructure projects. The SEBl 
would issue detailed guidelines regarding 
the '.investment limit of each FII (roughly 
$100 million) and the cap to be fixed for 
all Fils together (reportedly $1.5 billion). It 
is unlikely that Fils would be allowed to 
invest in short-term debt instruments of less 
than one year maturity. 

Secondly, the six primary dealers (PDs) 
authorised by the RBI have created a self- 
regulatory organisation so that they observe 
certain discipline in their operations. This 
was found necessary because there have 
been .severe criticisms when some of the PDs 
have passed on the benefits of commission 
with their parent banks who preferred to 
route their bids for government paper through 
the PDs. The RBI has frowned upon such 
a practice and made it clear that the 
commission offered was intended for 
facilitating the PDs to fulfil their role as 
market makers until the PDs came of their 
age. Apparently, the PDs have now decided 
to dispense with the practice of sharing their 
commission with investors, including their 
parent bank:>. 

II 

Operatioas of Primary Markets 

The primary debt market in September 
was dominated by bond issues of manu¬ 
facturing firms and fniiincial institutions. 


Tabli' 2 Aii(iion.s ok 91 -Day TuRASimv Bius 


(Amount in rupees, erorr) 


Date of 
Auction 

Notified 

Amount 

(Rupees) 

Bids Tendered 

Bids Accepted 

Subscnption 
Devolved 
on RBI 
(Amount) 

Cut-off 
Price in 
(Rupees) 

Cut-off 

Yield 

Rule 

(Per Cent) 

Amount Outstandimg (Ru|)ccs)iid 

No 

Face Value 
(Amount) 

No 

Face Value 
(Amount) 

Total 

/ 

With RBI 

Outside RBI 

I99.S 












.Sept 1 

5(X).<X) 

45 

706.85 

21 

286.27 

0.00 

96 96 

12..54 

65(X).(X) 

1771 16 

4728.84 



(5) 

(1075) 

(5) 

(213.7.3) 







SiiplK 

500.00 

16 

179.50 

7 

47.5.3 

0.00 

96.96 

12 54 

65(X).00 

16.39.16 

4860.84 



(6) 

(1450) 

(6) 

(452 47) 







Sept 15 

5(K) 00 

19 

107.42 

8 

29.92 

0.00 

96 96 

I2..54 

6500.00 

1285.16 

5214.84 



(4) 

(1000) 

(4) 

(470.08) 







Sept 22 

5(K).0() 

1.5 

47.75 

4 

19.99 

0.00 

96,93 

12.67 

6500.00 

9.58.16 

5541.84 



(4) 

(8.30) 

(4) 

(480.91) 







.Sept 29 

StK.'.OO 

7 

23 00 

2 

4.5.3 

0 00 

96 93 

12.67 

6500.00 

8.34.16 

5665.84 



(4) 

(930) 

(4) 

(495.47) 







1996 












Sept 6 

.500 (K1 

t.t 

465.54 

22 

2.34 31 

0.00 

97.57 

9.96 

6500.00 

- 

6.500.00 



(3) 

(900) 

(3) 

(265.69) 


I97.59J 

19.88) 




Sept 1.^ 

.S(X) (X) 

20 

165 80 

8 

75 98 

O.tX) 

97.56 

10.00 

65(X).(K) 


6.500 00 



t.3) 

(850.(H)) 

(.3) 

(424 02) 


[97..57) 

19.96) 




Sept 20 

500.00 

22 

220 40 

6 

5t).(H) 

129.60 

97 53 

10.13 

6500.00 

- 

6.500.00 



(1) 

(.300) 

'!) 

(.300) 

20,40 • 

197.54) 

(10.09) 




Sept 27 

.500 (K) 

17 

187 60 

7 

I0<).2I 

0.00 

97.52 

10.17 

65(X).00 

129.60 

6.370.40 



(3) 

(550) 

(.3) 

(390 79) 


197.53) 

(10.13) 





Figures in purcnthe.ses represent numbers and amounts of non-competitive bids which are not included in the total. 
Figures m the square brackets represent weighted average price and respective yield. 

* Devolvemcnl on primary .dealers, exclusive of RBI. 

Outstanding amounts arc estimated for last few weeks of .September 1996. 
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OHAPH A; Daily To^End Quotations of Call Money Rates, 
July 1996 to SErrEMEEit 1996 


CitAni B; Spot Quotations pdr the US Dollak in the Domestic 
Inter-Bank Market 




30nm 2/9/96 ‘ 27 / 9/96 


with the government having achieved a 
substantial part of its borrowing pro¬ 
gramme in the early pan of the year. A major 
motivation for the corporates to prefer bonds 
has been the unusually high rates of interest 
charged by banks and FIs on their loans. 
Bond and debentures issued by corporates, 
PSUs, government companies and banking 
and linancial institutions had aggregated Rs 
10,550 crore during 1995-96, which is 
expected to jump to a range of Rs 20,000- 
25,000crore during the current year. A large 
number of manufacturing firms arc also in 
the fray this year. PSUs alone are slated to 
raise over Rs 10,000 crore during the year 
as against Rs 2,082 crore during 1995-96, 
Such a heavy demand for debt instruments 
in a period when banks have preferred to 
surrender their refinance facilities with the 
RBI, will imply that yield rates on 
government sti uritics including treasury bills 
will remain high as has been shown in the 
September floatations, and that the 
government's programme of disinvesting 
PSU shares may suffer a setback. 


Dato Government SECURmtis 

The government came to the market only 
once during September, seeking to float for 
the first time during the current financial 
year a medium-term paper. It sought to raise 
Rs 2,000 crore through a six-year paper 
which was auctioned on September 17. It 
was in July 1994 that the government had 
come up with a six-year paper on the earlier 
occasion. 

Despite offering such a high yield rate 
as 13.82 per cent compared with 13.85 per 
cent offered for a 10-year paper less than 
a month earlier on August 26, the market 
has shown lukewarm interest in this paper. 
In 82 bids, its contribution was Rs 1,611.10 
crore. The Reserve Bank accepted 43 bids 
which brought in Rs 1,026.10 crore or 
51.31 per cent of the notified amount. The 
Reserve Bank and the primary dealers 
took the slack and contributed Rs 872.61 
crore and Rs 101.29 crore, respectively. 
This poor response once again demonstrated 
a few important features: the market's 


appetite for insisting on high coupon rates; 
its reluctance to invest in long- or even 
medium-term securities; and the government 
is being pushed by the process of 
liberalisation into high interest cost leading 
to high debt. Also, due to lack of interest 
in medium- and long-term papers, the yield 
curve on the primary government paper has 
remained distorted this year (see table below) 


Tenure of the paper 
(No of Years) 

Coupon Rate 
(Pw Cent) 

2 

13 62 

3 

13.70 

4 

13.72* 

5 

13.75 

6 

13.82 

10 

13.85 


* Zero coupon bond 


Foreign banks reportedly did not parti¬ 
cipate in the auction but subsequently 
bought the paper from the PDs. With SO 


TABi.fc -T: Call Money Rates 

(Per cent per annum) 


Itemsf 


September 1996 




August 19% 



27(RF) 

20 

13(RF) 

6 

30(RF) 

2? 

16(RF) 

9 

2(RF) 

Weekly range 

0.25-10.95 

10 25-11.00 

0.25-7.25 

5 50-7 00 

0,25-10.75 

9.25-11.00 

0.10-11.00 

2.00-5.00 

0.25-6.25 


(0.25-22.00) (I2..5()-18.50) (1.00-11.25) 

(1()..50-11.50) (0.50-11.25) 

(t0..50-11.50) 

(0.25-11.25) (10 

1.25-12.00) (0.25-9.75) 

Weekend (Friday) 

0.25-0.50 

10 50-10.80 

0.25-0.50 

5,50-5.75 

0.25-0.50 

9.25-10.00 

0.10-0.50 

3.50-5.00 

0.25-0.50 

Weekly weighted average* 10.55 

10.43 

6.00 

5.75 

7.64 

10.48 

7.04 

2.84 

3.78 

DFHI lending 










rates (range) 

1.00-10.95 

10.00-10.90 

0-50-7.50 

5.75-7.00 

0..50-10.75 

10.00-11.00 

0.30-11.00 

2.25-5.00 

0.40-6.50 


* Weighted average of borrowing rates reported to the RBI by selected banks and DFHl, weights being proportional to amounts borrowed. 
Figures in the parentheses represent weekly range during similar period la.st year. 
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Omph C: Annuaused DaOtY I-Month, S-Month, and 6-Month 
Forward Premia in Pbrcentace for the US Oouar 
BY THE Domestic Inter-Bank Market 
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Oraph D: Ynsu) Cmvd for 364-Day Treasury Bnxs and Dated 
SECURITIBS - WEtOHTED AVERAOE FOR Seftbmber 1996 



poise commission appa>cntly shared with 
them, the yield on this paper worked out to 
13.95 per cent. 

The market also paid the last instalment 
ofRs 1.250crore forthe partly-paid security 
floated ill June. Subsequently, the 
government offered on September 25, sale 
of one more issue of Rs 2,0(XJ crore zero 
coupon bonds (third series) maturing 2000. 
To be sold on October 7, the bonds were 
offered at a discounted price of R$ 60.66 or 
the cut-off yield of 13.31 per cent, at which 
the same bonds were issued early this year. 

364 Duy TIh 

In two auctions of these TBs, the 
government raised Rs 516 crore during 
September (Table 1). Despite significant 
improvement in short-term liquidity, the cut¬ 
off price has remained constant at Rs KK.80 
giving an YTM of 12.61 percent for the third 
month in succession. 

91-Day Ttts 

Further Rs 2,000crore were i ai-sed through 
four auctions of 91-day TBs during 
September. With the commercial banks 
preferring to surrender their refinance with 
the RBI (borrowal at 11.5 per cent), the 
money market conditions became relatively 
tight. Hence, the market response to this 
paper sharply declined and the YTM offered 
steadily increased in September, thus 
reversing the declining trend in yield noticed 
since April. In fact, in three out of four 
auctions, theic was no dcvolvement only 
because of the iion-compctitive bids. They 
bid for as much as Rs 2,600 crore. 
Nevertheless, between the first auction and 
the last auction held in this month, the yield 


on this paper had to he increased by 21 basis 
points; it went up from 9.96 per cent to 10.17 
per cent. From the market, only Rs 469.50 
crore were raised. Of the balance, Rs 1,380.50 
crore were contributed by non-competitive 
bidders and in one auction the Reserve Bank 
and PDs contributed through dcvolvement 
Rs 129.60 crore and Rs 20.40 crore, 
respectively. 

The Reserve Bank has been, for the past 
couple of months, announcing the weighted 
average price on 91 -day TBs along with the 
cut-off price it has been found that initially 
in August the weighted average yield 
considerably lagged behind the cut-off yield 
reflecting a general tilt in favour of lower 
yields but in .September this gap has been 
narrowed implying a firming up of the 
preferred yield (Table 2). 

Bonds Market 

The bonds market boom which began 
around the beginning of April 1996,gathercd 
momentum during September. Issues of high¬ 
rated corporates such as, TISTO, L&T, and 


Arvind Mills dominated the market 
However, surprisingly even with high yield 
offers of over 17.15-17.44 percent by TISCO, 
17.12-17.49 per cent by L&T, and 18.26- 
18.33 per cent by Arvind Mills these bonds 
barely scraped through. TLSCO was lorced 
to raise the front-end discount to 3 per cent, 
following which L&T raised the discount to 
2.8 per cent and Arvind Mills to 4 per cent. 
ACC also entered the market for a five-year 
bond with an effective yield of 18.27 per 
cent. The difficult sailing of these issues was 
to an extent attributable to their bunching. 
After large issues of IDBl, ICICI and IFCl, 
the market found it difficult to support three 
additional large issues of the private sector. 

The market was caught off-guard when 
IDBi offered 16 per cent for one year for 
its Omni Bond V series and 16.5 per cent 
plus one per cent commission on its 3-year 
bonds, totalling Rs 300 crore to f« closed 
on October 31, 1996. With the growing 
competition, ICICI privately placed bonds 
for IS months at a yield of 16.3 per cent 
and 3 years at a yield of 17.7 per cent. IFCl, 


Tabu: 4: Daii.y Quota hons of Hiohs and Lows of Call Rates in Per Cent Per Annum; 
Simple STATisncALCiiARAcrERLSTics 

All Four September 1996 All Five August 1996 

Weeks Week Ended Weeks Week Ended 

of the -of the -^- 


Month 

26* 

20 

I2» 

6 

Month 

29* 

23 

15* 

9 

2 

Mean 

.Standard 

8.20 

10.70 

10.68 

6.11 

S.8I 

6.15 

5,45 

10,55 

7.94 

2.95 

3.06 

deviation 
Cocfficicni of 

241 

0 28 

0.27 

0..54 

0..58 

3.70 

3,66 

0.42 

2.36 

0.99 

2.35 

variation 

(pcreen(age') 

29 47 

2.66 

2.60 

8.86 

9.95 

60.14 

67.16 

3.94 

29.77 

33.77 

76 66 


* Data fur reporting Fridays (RF) ure omitted. 
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a regular borrower, also entered the market 
to mobilise unlimit^resources by providing 
yield rates of 17.8 per cent. After Pis and 
top-rated companies, now state financial 
corporations have started entering the debt 
market. During September, Haryana Finance 
Corporation intended to raise R$ SO crore 
through 6-year SLR bonds at a yield of 19.18 
percent. Similar amount was raiited by Punjab 
State Industrial Development Corporation 
through S-year SLR bunds at yield of 17.84 
per cent. Also, Rajasthan state electricity 
board placed privately SLR bonds at very 
high yield of 19.02 per cent. In addition, 
MPFC also chose to raise Rs 17 crore through 
10-year SLR bonds at 13.85 per cent. These 
state-level bond issues scraped through 
after strong pursuance by respective state 
governments as the investors are very wary 
of such issues. Recently, state guvcrninent 
guaranteed bonds roi.scd by the SBBs of 
West Bengal, U.P. and Bihar had delayed 
their debt repayments. 

The spirit of issuers, however, is far from 
dampened. Following the private sector, large 
PSUs, such as, IPCL and Coal India are 
likely to tap the bond market in the near 
future. IPCL will enter the market with its 
Rs 300crore non-convertible debenture issue 
along with R» 200 crore worth of deposit 
offer. Coal India is planning to raise Rs 400 
crore. Rond issues bv financial institutions 
like IDBI, ICICI, IRBl and Krishna Valley 
with their sizeable oftciings and corporates 
like F..scorts and Sanghi Polyesters with their 
moderate offerings arc further on the anvil. 

The sudden resurgence of the debt market 
has been induced by the unusually high rates 
of interest charged by banks and FIs and the 
simultaneous depression of the share markets. 
Corporates have obviously found it cheaper 
and easier to borrow through bunds and the 
investingpublic gets attractive returns. Yields 
of 16 to 18 per cent per annum on bonds 
issued by FIs, 18 to 19 per cent on taxable 
bonds of P.SUs and 20 to 24 per cent on 
NCDs of pnvate companies, have tended to 
place the equity market at a discount. The 
only competition now faced by corporate 
bonds arc the deposit rates offered by N BFCs 
which range from 18-20 per cent. Many of 
theNBFCsseem to violate the RBI guidelines 
whereby only the registered and rated 
companies are freed from the 15 per cent 
deposit rate ceiling. 

The continued buoyancy of debt market 
was further boosted by the recent 
liberalisation policy measures, such as, first, 
permitting the Fils to invest 100 per cent 
of their dedicated debt funds in bunds, 
debentures and other commercial debt 
instruments; secondly, individual investor’s 
access to bank funds again.st shares and 
debentures was doubled from Rs 5 lakh to 
Rs 10 lakh; and thirdly, the investment made 
in the CBDT notified bonds and debentures 
through mutual funds up to 3 years would 
be exempt from capital gains tax under 
Section 54E of the Income-Tax Act. 

As the debt market expands, it is also 


undergoingsignificant transformation. Hrst, 
contrary to (heeariierpracticeof plain, vanilla 
type of bond issues, the recent period has 
witnessed multi-option, family bonds to cater 
to the asset preferences of investors. Among 
these instruments, deep discount bonds 
(DDBs) are much sought after due to the 
advantages of no tax deduction at source, 
initial below par payment and the setrpe of 
availing capital gains tax if sold in the 
.secondary market before maturity. Also 
several innovative characters are being 
attributed to debt instruments, such as. front- 
end discounts, cariy bird incentives, 
redemption premium, put and call options, 
facility for housing loans, etc. Of course, 
many of these offerings commit the 
borrowing institutions to high-cost funds on 
a long-term basis which has implications tor 
their lending rates. 

Secondly, further innovations were added 
to the debt market when the tnini.stry of 
finance permitted ICICI and SCICl to go 
in for (i) self-registration which would do 
away with the delay associated with frequent 
vetting by SF.BI, and (ii) bunds on tap which 
will help companies to mobilise resources 
as per the availability of liquidity in the 
system at cheaper rates. Thirdly, the debt 
market is noticeably dominated by a spate 
of issues of NCDs by pnvate corptirate sector, 
mostly led by NBFCs. Most of these issues 
are fur shorter maturity of 18 months and 
less, so as to obviate the SEBI’s mandate 
of rating required for longer maturities. The 
market is likely to get additional boost with 
the expected permission of SEBI to allow 
rollover of debentures before 18 months. 
Currently, SEBI’s rules permit rollovers for 
18 months to 36 months, but do not explicitly 


ban others. Riurthly, the process of book 
building is the current fashion of resource 
mobilisation through private placements. 
Book building is a process of share fnice 
fixation based on realtime feedback from bulk 
investors. Finally, the debt instruments have 
become more liquid following the BSE’s 
introduction of on-line trading of 698 debt 
instruments out of 1,700 and add listed 
instruments.effectivefrom September 10,19%. 

Other Instruments 

Tlie i merest rates on CDs dropped to a low 
of 9-10 per cent. As banks refused to roll 
over the CDs thanks m a robust growth in 
deposits, the investors had to look for other 
attractive avenues to invest their surplus 
cash. The corporate sector’s interest in 
commercial paper (CP) was renewed as it 
could form a cheaper resource avenue at a 
time when banks were unable to lower their 
interest rates beyond a point. There were not 
many issues as without a standby facility, 
but now the instrument has rendered itself 
riskier. Corporates were also complainingpf 
the delays encountered in obtaining no 
objection certificate from the bank 
comsortium leaders for issuing CPs. As a 
result the corporate sector wa.s found stuck 
with high-cost cash credit. 

'I1ie inter-corporate deposit (ICD) market 
has been experiencing lack of confidence for 
.some time now. During the credit squeeze 
of the last'financial year, mimy corporates 
had delauited or delayed repayments of their 
ICDs. As a result, the market had become 
extremely wary of lending through this unse¬ 
cured route, l^st month, there were reports 
of arrest warrants issued to the chief 
executives of two well known corporate 


Table 5: Opekaiions oi^ Na-iional Stuck Exchanue (NSE) uukinu Septcmbek 1996 - Aciual. 

Tradko Amount 


Descriptors 

Week Ending Seplembcr' Amount in Crore of Rupees 

fotul during 
August 

27 

20 

13 


Tolul iluring 
September 

1 Treasury Bills 

110.68 

52..56 

70 00 

184.00 

417 24 

1152.84 

i) 91-day Bills 

.‘)2.68 

42..56 

40.00 

157 00 

392.24 

838.54 

li) 364-day Bills 

.38 00 

10.00 

30.(K) 

27.00 

105,00 

289.30 

iii) Repo 

20.00 

- 


- 

20 00 

25,00 

2 baled SecuriUcs 

6.60.62 

243 07 

175(K) 

314.36 

1383.05 

1793.44 

A GOI Secunties 

650.47 

24? 97 

170,00 

303.33 

1366.77 

1779.46 

i> Converted 

112.00 

50.00 

30 (X) 

64 (X) 

256 (K) 

253.00 

ii) Regular 

340.51 

167 02 

56.50 

163,31 

727 .16 

1250.66 

iii) Zero Coupon 

197 96 

25 95 

36.50 

71.00 

331.41 

230.60 

iv) Floating Rare Bonds 


- 

- 

500 

SIX) 

lO.tX) 

V) GCB 

- 

- 


- 

0(X> 

5.20 

vi) Repo 

- 

- 

47.00 

- 

47.00 

.30.00 

B Suite Govts Stocks 

0,15 

0.10 

5(K) 

11.0.3 

16 28 

13.98 

3 PSD Bonds 

18.46 

10.35 

13.90 

24 90 

67 61 

59,99 

i) Tax free 

3 15 

10 35 

13.90 

15 20 

42.60 

18.84 

li) Taxable 

15.31 

- 


9.70 

25.01 

41 15 

4 Commercial Papers 

- 

- 

5.(X) 

4.(X) 

9.00 

000 

5 Certificates of Deposits 

1.00 

6.00 

5.00 

8.55 

20.55 

13 65 

6 Debentures 

- 

0.10 

24.96 

- 

25 06 

7.44 

7 Floating Rate Bonds 

20.50 

- 

3 00 

0 10 

23 60 

2.67 

8 ID-HBt^BB+PD 

38.35 

17.46 

26.15 

2(i.06 

102.02 

34.24 

Grand total (volume) 

839.61 

29.54 

323.01 

555.97 

2048.13 

3064.26 


- No trading. ID Non-SLK Institutional Bonds IB .Sl.K Institutional Bonds CCB Government 
Compensation Bonds BB Bank Bonds PD Promis.sory Note. 
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ArPENDix Tasu: Secondary Market Operations in Government Paper, RBI's SGL Data 

(Amiiuni in rupees, crorei 


Descriptions 



Week Endins Sentember 19%; Yield to Maturitv on Actual Tradina 


Total for the month 
of September 19% 


27 



20 



13 



6 


Aint 

YTM 

CY 

Aim 

YTM 

CY 

Amt 

YTM 

CY 

Amt 

YTM 

CY 

Amt 

YTM 

CY 

1 Treasury Bills 
















A 91-Day BiUs 
















i) .Sept 7, 1996 

- 

- 


- 

- 


• 

- 


19.50 

6.41 


I9..50 

6.41 


ii) Sept 14.1996 

- 



- 

- 


15.42 

5 67 


169.32 

6.38 


184.74 

6.32 


iii) Sept 21.1996 

. 



59,45 

9.92 


71.00 

8.54 


15.00 

6.58 


145.45 

8.90 


iv) Sept 30,19% 

62.03 

10.13 


I0.(X) 

10.65 


25.00 

9.67 


10.00 

8.00 


107.03 

9,87 


V) Oct 5.1996 

20.75 

10.30 


12.35 

10.06 


- 

- 


2.00 

8.73 


35.10 

10.13 


vi) Oct 12, 1996 

. 

- 


- 

- 


11.00 

8.51 


4.00 

8.48 


15.00 

8.50 


vii) Nov 16. 1996 

18.50 

10.26 


6,00 

9.97 


- 

- 


- 

- 


24.50 

10.19 


viii) Nov 30. 1996 

- 



6.50 

10.03 


55.62 

10.03 


200.51 

10.01 


262.63 

10.01 


tx) Dec 7, 1996 

- 

- 


- 

- 

143.86 

10.11 



- 


143 86 

10.11 


X) Dec 14,1996 

0 48 

10.27 


82.00 

10 17 


- 

- 



- 


82.48 

10.17 


xi) Dec 21. 1996 

46.60 

10.28 


- 

- 


- 

- 



- 


46.60 

10.28 


Sub-total 

148 36 

10 22 


176..10 

10.09 

.321.89 

9.45 


420.33 

8.19 


1066.89 

9.17 


8 364-Day Bills 
















1 ) Oct n, 1996 

3.00 

10.47 


- 

- 



- 



- 


3.00 

10 47 


ii) Oct 25. 1996 

1000 

10 47 


- 

- 



- 



- 


10.00 

1047 


iii) Jan 3. 1997 

2.98 

10.26 


- 

- 



- 


- 

- 


2.98 

10.26 


iv) Jan 17. 1997 

- 



500 

11.57 



- 





5.00 

11,,57 


V) Jan 31. 1997 

. 

- 


.5(K) 

11.62 



- 



- 


5 00 

11.62 


vi) Apr 14. 1997 

5.00 

11.72 


- 

- 



- 



- 


5.00 

11.72 


vii) Jul 4, 1997 

1.15 

12 62 


- 

- 


2.93 

12.62 


18.00 

12.56 


22.08 

12.57 


viii) Jul 18. 1997 

- 

- 


- 

- 


5.00 

12.62 


53.00 

12..59 


58.00 

12.59 


ix) Aug 29, 1997 

9.00 

12.66 


5.00 

12.86 


14.00 

12.86 


25.00 

12.67 


.53 00 

12.74 


X) Sept 12. 1997 

73.75 

12.82 


26..50 

12.89 


94.75 

12.77 


* 

- 


195 00 

12.80 


xi) Sept 26. 1997 

76.00 

12.83 


- 

- 


- 

- 


- 

- 


76 (X) 

12.83 


Sub-total* 

180.88 

12.57 


41.50 

12 58 


116.68 

12.77 


96.00 

12.61 


435.06 

12.63 


2 GOI Dated Secunties 
















A Converted (Per Cent; Year) 















i) 13..50, 1998 

65.00 

1240 

13.33 

15.00 

12.48 

13.31 

35.05 

12 53 

13.32 

109.00 

12.64 

13 34 

224.05 

12.54 

13..33 

ii) 12.00. 1999 

18.00 

13.18 

12.31 

25.00 

13.24 

12.32 

15.00 

13.23 

12.32 

25.06 

13.26 

12.34 

83 06 

13.23 

1.4.32 

iii) 11 75. 2001 

- 

. 

- 

1.00 

13.87 

12.69 

- 

- 

. 

. 



1 00 

1387 

12.69 

iv) 12 50,2004 

. 

- 

. 

* 

- 

- 

7.70 

n.69 

13.23 

5.30 

1.3.68 

13 22 

1300 

13 69 

13.23 

Sub-total 

83 00 

12 57 

13.11 

41 00 

12 97 

12.69 

57 75 

12.86 

13.05 

139.36 

12.79 

13.16 

321 II 

12 77 

13 07 

B Regular (Per Cent; Year) 















i) 6.25,1996 

0.02 

II 38 

6,31 

0.01 

11.94 

6.33 

0.01 

13.-58 

6.35 

- 


- 

004 

12.11 

6.32 

ii) 13.25, 1997 

- 

- 

- 

10.00 

12.32 

13 16 

- 

- 

- 

- 

- 

- 

10.00 

I2..32 

13.16 

ill) 13 50.1997 

152.00 

12.81 

13 42 

85 (X) 

12.97 

13.44 

47.00 

13.02 

13.44 

201 00 

12 99 

1.3.44 

485.00 

12.94 

13 44 

iv) 13.50. 1998 

1.5.00 

13.31 

13 44 

- 

- 

- 

6.00 

12.41 

13.30 

. 

- 

- 

21.(X) 

13.05 

13.40 

v) 13.62. 1998 

78.00 

13.20 

13.53 

43.56 

13 31 

13.56 

20.00 

13.31 

1.3 56 

192.60 

13 39 

13.55 

334.16 

13 33 

I3..55 

vi) 13.6.5. 1999 



- 

. 

- 

- 

. 

- 

- 

10,00 

13..55 

13 63 

1000 

13.55 

13.63 

vii) 13 70.1999 

45.53 

13.31 

13.59 

14.00 

13..34 

13.60 

35 33 

13 37 

13 60 

6.11 

13.35 

13 60 

100 97 

13 34 

13.59 

viii) 14.26. 1999 

- 

- 

- 

- 

- 

- 

15.00 

13.41 

13 97 

I5.(X) 

13.47 

13 99 

30.00 

1.3.44 

13 98 

ix) 13.85.2000 

- 

- 

- 

5(X) 

13 57 

13.74 


- 

- 

- 

- 

- 

5.00 

13.57 

13.74 

X) 5.75,2001 

- 


- 

- 

- 

- 

- 

- 

- 

0.55 

13.()4 

7 90 

0 55 

13 64 

7 90 

xi) 12.75,2002 

- 

- 

- 

0.05 

14 03 

13 43 

- 

- 

- 

- 

- 

- 

0.05 

14.03 

13.43 

xii) 13.82,2002 

93.06 

11.96 

15 15 

501.99 

13.75 

1.3.85 

- 


- 

- 

- 

- 

595.05 

13.47 

14.05 

xiii) 14.00.2005 

I..50 

13.66 

13.77 

400 

13,67 

13.76 

0.90 

|3.99* 

14.00 

- 

- 

- 

640 

1.3.71 

13.80 

xiv) 14 00,2005 (INST) 

- 

- 

0,05 

13 81 

13 87 

- 

- 

- 

- 

- 

- 

0.05 

13.81 

13.87 

XV) 13.8.5,2006 

0.03 

13.75 

I.J.78 

12.75 

13 89 

13.88 

44.55 

13.89 

13.88 

20.95 

13.89 

13.88 

78 28 

13,89 

13.88 

xvi) 11.50.2007 

- 

- 

- 

0.55 

14.48 

1.3.72 

5 00 

1.3 88 

13 26 

- 

- 

- 

5.55 

13.94 

1331 

Sub-total 

385.14 

12.77 
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houKs for defaulting in ICD repayment. 
This confounded the nervousness of the 
market. The outstanding volume as a result 
of this has fallen from the peak of Rs 4,511 
crore in August 1994 when this market was 
in full bloom to Rs 234 crore in July 1996; 
it had touched the lowest level of Rs 71 crore 
in April. 

Ill 

Call Money and Foreign Exchange 
Markets 

Call Market 

The call market ruled firm during 
September except lor the customary drops 
in the rates on reporting Fridays (Graph A). 
The rates inched up from the 3-5 per cent 
range of the past couple of months to reach 
only slightly below the 11 per cent barrier 
by the middle ol the month where they re¬ 
mained for the rest of the month (Table 3). 

The indications of firming up of rates were 
visible in the first fortnight of the month 
when the rates moved up to 5-6 per cent 
levels in anticipation of the tightness in the 
following fortnight. As against an inflow of 
Rs 4,(X)() crore by way ot coupon payments 
and treasury bills redemption, the outflow 
wuo. sizeable at aiound 11,000 crore towards 
advance lax payiiients (Rs 6,.300 crore), 
government loans (Rs 2,250 ciorc), and 
treasury bills sub.scription (Rs 2,4(X) crore) 
One holiday (.September 16) also influenced 
the expectations. All these factors took the 
mtes up to 10.2.5/75 per cent levels. The 11 
per cent cx[K)rt refinance barrier, however, 
was not breached as the robu.st deposit growth 
matched the outflows Towards the last week 
of the month, rumours of a hefty cut in the 
cash reserve ratio of banks prompted them 
to arbitrage between the calls and the gilt- 
edged market. The rates nevertheless kept 
steady at 10.25/75 percent levels. Overall, 
the volatility in call rates was the least during 
September (Table 4). 

Foreign Exchange Market 

The spot market largely remained stable 
during September as demand was more or 
less met by supply. 'Hie rupee moved in the 
narrow range ot Rs 35.67/87 a US dollar. 
The Reserve Bank supported the mpee at 
these levels with frc(|ucnt buying of small 
amounts. With a view to shoring up official 
reserves to service the bunching of 
obligations towards the end of the year. 
Interestingly, though the demands were large 
‘as some repayments on account of IMF 
obligations, maturing FCNR (A) deposits 
and forward liabilities undertaken by the 
Reserve Bank during the volatile phase in 
February this year were due. the rates did 
not see much volatility as supplies matched 
the demand and did not allow pressure to 
build up on the currency. During September, 
inflows of foreign exchange had increased 
on account of higher Fll investments flow, 
GDR issues and FDIs. 


The forward market, however, reflected 
much volatility especially at the short end 
(Graph C). "rhis was largely on account of 
interest rate uncertainty. In fact, rumours of 
a likely CRR cut dampened the one-month 
forward premia in two weeks during the 
month. The benchmark six month premia 
have remained stable at around 10 percent. 

IV 

Secondary Markets in Debt 
Instruments 

Government Paper 

Tlie firming up of call rates and rumours 
of further CRR cut gave a boost to trading 
volumes in government paper during 
September, interest in the .secondary market 
for dated paper continued to be in papers 
at the shorter end. The 13.50 per cent 1997 
paper and 13.62 per cent 1998 paper were 
by far the most popular. Due to higher interest 
in this paper, the price of short maturity 
papers fell by at least 12 to IS paise raising 
the yields by 15 to 20 basis points. With a 
possibility of a fall in interest rates, trading 
in zero coupon bonds also picked up. The 
price of zero coupon 1999 had already 
appreciated by 56 paise and that of zero 
coupon 2000 by 37 paise. Softening of 
interest rales would result in further 
appreciation in these papers. An important 
factor was the commission sharing system 
after the auction of 13.82 per cent government 
stock. 2CK)2 on September 17. The total 
trading volume on this security alone was 
considerably large at Rs 711.64 crore during 
the week ending .September 20, Thirdly, the 
clariUcation of CBDT regarding zero coupon 
bonds that such bonds if sold before maturity 
would attract only capital gains lax, gave a 
big push to the secondary market trading in 
zero coupon bonds. Consequently, the total 
traded value in .such gilts stood at a very high 
level of Rs 454 crore during September. 
Trading volumes in long-dated papers have 
been low and the yield range has been around 
13.90-14 per cent. 

Rumours of an inevitable CRR cut gave 
fresh impetus to the securities market as 
banks prefericd to luck themselves into high 
yielding government paper rather than keep 
cash for lending at low rates in the call 
market: there is also some leluctance to 
increase commercial credit. Foreign banks 
were notable players in this game although 
their interest was rcstiictcd to short dated 
paper. 1'hc nationali.sed banking sector thus 
could sell some of its excess SLR .securities. 
Foreign banks which have bought securities 
at lower price currently arc hoping to sell 
them at higher prices on a later date as the 
security prices arc expected to rise on buying 
interest after CRR cut. 

Hardening of call rates also increa.scd the 
dependence on repo market quite 
significantly. This was evident from the fact 
that on several occasions, especially on 
reporting Fridays, repos worth over Rs 500 


crore were recorded in SGL account (see 
Appendix Table). The duration of the repos 
varied from 3 days to 14 days and the repo 
rate ranged between 4.80 per cent for 3 days 
to 10.85 percent for I4day.s. Expecting high 
call rates to prevail in the short run, banks 
preferred to cover themselves with 
borrowings through repos as cash borrowings 
on reporting Fridays attract reserve 
requirements whereas borrowing through 
repo docs not. Interest in TBs was across 
the maturity spectrum in 91-day bills and 
was confined to bills maturing in July-August 
1997 ill 364-day TBs. 

Yield Curve 

A distinct aspect of the yield curve 
behaviour during August 1996 was its 
flatness both in the primary market offerings 
and in secondary operations. This had 
reflected a situation of sharper increases in 
short-term rates with practically noincreases 
in long-term yield-rates. Theoretically, the 
flatness of the yield curve also indicatco that 
both short-term and long-term rates remained 
relatively high. In September, the yield curvf 
depicting the primary offerings of 
government paper remained flat suggesting 
the persistence of the phenomenon of high 
yield rates offered on short-term and long¬ 
term papers. However, in the secondary 
markets, there has occurred some fall in 
short-term yield rales in September unlike 
in the long-term ones, us a result of which 
the yield cuf ve appears upward sloping and 
normal (Graph D). 

Open Market Operations 

'The Reserve Bank purchased Rs 90 crore 
worth of zero coupon bond 1999 ai its 
purcha.se price of Rs 72.50 in mid-Septem¬ 
ber. Banri ng these tnidcs, there was no buying 
or selling activity under the open market 
operations. Notably, the Reserve Bank 
included in its price list, thcoffcrio purchase 
the Gold Bonds 1998 since September 14. 
At a price of Rs 4443.21, the purcha.se offer 
ot RBI was attractive. It is, however, 
surprising that despite offenng goixl leturns, 
the Reserve Bank has not been able to 
purcha.se a single bond so far. The lure of 
yellow metal could well be the reason for 
this. 

Other instruments 

Tile volume ol trading in the .secondary 
market in CDs and CPs was extremely 
limited. There was one deal of Rs 5 crore 
each in CDs of IFCI, ICICI and Times Bank 
according to the NSE data. Commercial paper 
of Kitply also changed hand once. Among 
the PSU bonds (Rs 68 crore) and debentures 
(Rs 25 crore), the traded amounts on the 
N.SE were similar to the previous month 
(Table 5) 

(The supporting review and statistical 
compilations for this paper were undertaken by 
V P Prasuiith and Rafiq I. Ansari) 
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COMMENTARY 


Protecting Plant Varieties: UPOV 
Should Not be Our Model 

Suman Sahai 

As a matter of strategy, it makes sense for India to draft a wide-bodied 
law for protection of plant varieties without accepting the restrictions of 
UPOV. In this way. when TRIPS comes up for review in 1999 and the 
pressure mounts to tighten our intellectual property regime further, we 
will have more space to negotiate. 


THE agriculture ministry has just concluded 
a joint meeting in Delhi with UPOV 
officials. The purpose was to discuss the 
UPOV Plant Bre^er-s Right (PBR) as a 
model for India’s sui generis system to 
protect plant varieties. UPOV stands lor 
the Union for the Protection of New Plant 
Varieties. It is the organisation which since 
1961 has been formulating and granting 
PBR. UPOV IS based in Europe and its 
members are industrial countries. The 
UPOV model is not the model that India 
should adopt as its sui generis system. 

TheGATf/WTO icquircsevery member 
country to provide either a patent or an 
cffecti ve .sui generis system to protect newly 
developefi plant varieties. Nowhere doe. it 
slate that WTO members have to follow the 
UPOV model. Bureaucrats concerned with 
TRIPS are however advising their political 
leaders that India must adopt UPOV and 
accede to the UK)V treaty ot 1978. TTiis 
unfortunate mesmerisation with things 
western will not serve us well. 

We should devise our own sui generis 
system. It is possible to build greater 
flexibility into what is defined as .vmi generis 
in TRIPS than there would be in accepting 
a precast UPOV rntxlel. As a matter of 
strategy, it makes .sense for us to draft a wide 
bodied law now without accepting the 
re.stnctions ol UK)V. In this way, when the 
TRIPs comes up for review in 1999 and the 
pressure increases to tighten our intellectual 
property regime further, we will have more 
space to negotiate. 

Apart from the fact that the UPOV system 
is based on components that are alien to us, 
it is fartoo expensive. Calculating at tixlay’s 
exchange rates, the costs ot testing, approval 
and acquiring an UPOV authorised Breeders 
Right certificate will amount to something 
like Rs 2 to 3 lakh at least. This could go 
up to Rs 8 to 10 lakh. These rates will 
effectively preclude the participation of all 
but the largest seed companies. There 
certainly will be no space in such a system 
for small companies, tarmers’ co-operatives 
or farmer/breeders. 


Another factor that goes against accepting 
the UPOV system is the fact that once we 
arc in the system, we shall be forced to go 
in the direction that UPOV goes. If not 
today, then tomorrow. The writing on the 
wall in UPOV is clear. It is a system headed 
towards outright patents. Starting with its 
first amendment in 1978 when limited 
restrictions were placed on protected seed, 
the 1991 amendment brought in very strong 
protection for the plant breeder. In this 
version, breeders are not exempt from royalty 
payments for breeding work and the 
exemption for farmers to .save seed has 
become provisional. 

UPOV now also permits dual protection 
ot varieties, that means in the UPOV system, 
the same variety can be protected by PBR 
and patents. It would seem obvious that 
UPOV is ultimately headed towards patent 
protection for plant varieties. It would be 
wise for India to stay out of a system which 
has plant patents as its goal since that is 
neither our goal nor our interest. 

For the information of those not familiar 
with how breeding work takes place and 
how new varieties are released, farmers play 
a significant role as breeders of new varieties. 
They often release very successful varieties 
by crossing and selection from their fields, 
l^ese varieties arc released for use as such. 
In addition, in almost all cases, these varieties 
are taken up by agriculture universities as 
breeding material for producing other 
vaneties. Such farmer/breeders would niH 
be able to participate in an expensive system 
like UPOV. 

Their material along with their labour and 
innovation would be misappropriated by 
those with the money to translate such 
valuable ,"ermplasm into money-spinning 
varieties registered in UPOV. Poor farmers 
unable to pay the costs of getting an UPOV 
certificate, would tend to sell their varie¬ 
ties tor small sums to larger seed com¬ 
panies. This will be the ultimate irony, 
creating an institution that will snatch away 
from the farmer his material and his 
opportunities. 


Essentially the UPOV system is wong foi 
us because it embodies the philosophy of the 
industrialised nations whereit was developed 
and where the primary goal is to protect the 
interests of powerful seed companies who 
are the breedi^. In the UPOV system, rights 
are granted only to the breeder, there is 
nothing for the farmer. In India the position 
is very different. We do not have big seed 
companies in essential seed sectors and our 
major seed producers are farmers and 
farmers’ co-operatives. 

Logically, our law will have to concentrate 
on protecting the interests of the farmer in 
his role as producer as well as consumer of 
seed. The philosophy of our seed law has 
to be distinctly pro-farmer and pro-rural. It 
must clearly reflect the fact that India is a 
germplasm-owning country whose farmers 
have contributed in an important way to the 
conservation and refinement of this 
germplasm. None of this features in the 
UPOV system. 

UPOV laws arc formulated by countries 
which are industrial, not agricultural 
economics. In these countries the farming 
community is by and large rich and 
constitutes from 2 per cent to 7 per cent of 
the population. These countries do not have 
the large numbers ot small and marginal 
farmers like we do. 

What is more, UPOV laws arc framed in 
countries with a completely different 
agriculture profile from ours. These arc 
countries where .subsidy to agriculture is ot 
a very high order unlike India. Becau.se they 
produce a massive food surplus, farmers in 
industriidiscd countries get paid for leaving 
their fields fallow. The UPOV system does 
not have to protect the farming community 
of Europe in the way that our seed law will 
have to protect ours. 

In Europe agriculture is a purely 
commercial activity. For the majority of 
Indian tarmers however, it is a livelihood. 
These fanners are the very people who have 
nurtured and conserved genetic resources. 
The same genetic resources that breeders 
want to comer under Breeders Rights. We 
must protect the rights of our farnicrs and 
these rights must be stated unambiguously 
in our sui generis legislation. 

Thenatureof agricultural research in India 
is also different from that in Europe and 
other industrialised countries. Almost all 
agricultural research and plant breeding in 
Indiais financed with thetax-payers’ money 
It is conducted in public institutions like 
agricultural universities and institutions ot 
the Indian Council of Agricultural Research 
(ICAR). This research belongs to the public. 

The laws of UPOV on die mher hand are 
formulated by societies where seed research 
is conducted more in the private domain than 
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in public institutions; where big money is 
put into breeding using recombinant DNA 
technology which is expensive. Because they 
invest in expensive breeding methods and 
need to secure returns on their investments, 
seed companies in Europe seek market 
control through strong IPRs. These 
conditions do not apply in India. 

India’s seed law must cinphasi.se that it 
is a germplasm-owning country. Its position 
should be that seed companies wanting 
protection for plant varieties through PBR 
will first have to pay for the genetic material 
used by them. Genetic resources like other 
natural resources are a source of revenue and 
must be paid for. The economic value of 
genes can be assessed by case studies in 
order to help tlx a price for their use. 

India's sui generis system must recognise 
the Famiers' Rights, which is absolutely 
different from the fanners’ exemi'tion to 
save and .sell seed under the older UPOV 
rules. Even now. there is confusion among 
officials on this score. Farmers’ Rights refers 
to the rights of the farming community of 
the third world in creating and maintaining 
the genetic resources of the world. It is in 
acknowledgcmenlof this stupendouscumri- 
buiion that the FAO passed the Farmers’ 
Rights bill in 1988. This bill acknowledges 
that the contribution of farmers is on par 
with those ot the breeder and if one is to 
be rewarded by a Breeders’ Right, the other 
must be rewarded by a Farmers' Right. 

In June 1996, the Food and Agricultural 
Organisation (FAO) held a meeting in 
Leipzig in which the principle of Farmers’ 
Rights was strengthened. There is also a 
commitment that new and additional funding 
will have to be found to honour Farmers’ 
Rights. India should build on this progress 
by being the lirst country to incoiporate 
Faremrs’ Rights into its Plant Variety Act. 

In addition to Farmers’ Rights, our law 
should require use of gcrmplasm and 
indigenous knowledge about that gcrmplasm 
to be paid for. The faimers must continue 
to have complete freedom to use, reuse, sell 
and modify seed. .Scientists and breeders 
should have unrestricted access to gcrmplasm 
for breeding new varieties. 

Our law should be distinctly supportive 
of sustainable agriculture and con.scrvation 
of genetic resources. It should encourage 
genetic diversity in the field by promoting 
rctca.se of several varieties. Instead of a few 
large seed companies pu.shing t’neir few 
successful varieties, a decentralised seed 
industry should be established in rural areas. 
Such regional seed producing units will be 
able to produce region specific seeds far 
more effectively. Our sui generis system 
wiU finally have toensure the country's food 
security and the livelihood of farmers. 

India should seize this initiative to do 
some creative thinking and craft a creative 
and sensitive sui generis legislation to present 


the viewpoint of the south, emphasising the 
strengths of the south. If India succeeds in 
doing this, it will provide an alternative sui 
generis model for all developing countries 
to follow. In time, with succc.ssful lobbying, 

A Rare Man 

Ashok Mitrn 


.SOME six decades ago, in a couple of rooms 
non-formally appropriated from the Baker 
Laboratory in Presidency College, Calcutta, 
P C Mahalanobis started what later became 
the Indian Statistical In.stilute(l.SI). A sparse 
group of young men kept him company, 
R C Bo.se. S B Sen, V G Pendharkar, B N 
Datar amongst them. As the years rolled on, 
ISI carved its own history, even as most of 
the young contingent went to their different 
destinations. S B Sen was still groping to 
discover his moorings. He had already a 
crowded, mixed-up past: a revolutionary 
and political activist, with two prison terms 
behind him and steadfast .sojourn intoMarxist 
faith. The science of statistics was young and 
the possibilities of its application in the 
country, once it extricated itself from colonial 
clutches, were immense. Existence as a 
detached academic was hardly reconcilable 
with .Sen’s persona though. Mahalanobis 
was however a charming authoritarian; he 
had, besides, an exciting parallel ideology 
to trap young dreamers i nto: statistics, applied 
statistics, don't you know, would transfoim 
the nation. Sen was, for a full decade, in and 
out of the ISI, alongside stints with the 
United Nations Statistical Sub-Commission 
and as UN staff member, part of the faculty 
assembled at Manila to train young statisti¬ 
cians for the fledgling administration in the 
Philippines, the archipelago declared to be 
independent only a while ago. The lure of 
lucre and international travel soon palled; 
other, stronger stirrings of praxis look charge 
of Sen’s intincrary. The immediate task at 
that juncture was to assist Mahalanobis to 
develop the infrastructure of the grandiose 
National Sample Survey (NSS). The 
mystique of interpenetrating .samples had 
not quite worn off. a spirit ot adventure was 
abroad, admixed with patriotic ardour of an 
intense sort. A nation, on the threshold of 
embarking on co-ordinated social and 
economic planning, was in quest of basic 
data, basic data not just on consumption and 


such a legislation should succeed in ending 
the era of gene-exploitation by demanding 
the true rights of countries that have been 
the developers and custodians of the genetic 
resources of the world. 


expenditure patterns, but on the structure of 
landholdings, on other types of assets at the 
disposal of humdrum households, on 
demographic, ethnic and linguistic profiles 
ot people inhabiting the different regions 
of the country, and so on. The NSS has 
now been rendered into a bureaucratic 
commonplace. In that particular phase, it 
was both a beacon and a promise. Organising 
the NSS called for meticulous work, 
including design, stratification and testing 
of samplcs.^locating and training the field 
staff, and analysing and interpreting the data 
and assessing their statistical significances. 
PC Mahalanobis was adrumbeater; perhaps 
planning needed drumbcaiers of his stature 
at that moment. There was however an equal 
need of one or two quiet individuals wno 
would contribute to the spadework and knit 
the organisation together. As one of the 
principal functionaries in the ISI after 
Mahalanobis, S B Sen filled that crucial 
space. The NSS excited Jawaharlal Nehru 
no end, there were, for days on end, rapturous 
reports about its .scope and potential in the 
newspapers. The latter had, reasonably 
enough, no iKcasion to mention Sen: he did 
not provide them with any opportunity to 
mention him. Sen and self-effacement fitted 
snugly into each other. 

That was still a temporary situation, 
activism in the cause of the communist party 
was always the priority. 'Fhe links with the 
ISI loosened in due course. Party work 
beckoned. Here too, Satya Brata Sen 
preferred the niche of the quiet comer to the 
limelight. The cause of the people was 
coterminous with the cause of the party; 
writing pamphlets and holding party classes 
were part of the daily drill, combined with 
forays into trade union work and on the 
pea.sant front as well. Soon, a succession of 
other responsibilities was loaded on him. He 
was summoned to be economic adviser to 
the first democratically elected communist 
regime in the country, the short-lived 


A generation ends with the going of Satya Brata Sen, a generation 
which believed that the focus of the nation’s affairs deserves to be 
exclusively on expanding the welfare of the hundreds of millions of 
countrymen made up by the peasantry and the working clas,\e5. A 
scientific approach, besides, must also inform, in the view of the same 
generation, the analysis of problems and issues which affect the 
common people. 
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administration in Kerala headed by E M S 
Namboodiripad. That government was 
tlismisscd in no time, but Sen's agenda 
icmained full. It was increasingly activities 
calling for the highest commitment, but his 
functioning was always from behind the 
demure curtains; chalking out the party’s 
programmes and .strategies, writing tracts 
and preparing educational material for the 
party’s young cadres, drafting blueprints for 
effective land reforms, contributing his bit 
as a member of the editorial boards of party 
journals. The scientific approach to things 
and events was however never missing; 
analyse the data before you formulate your 
prcmi.scs, and plan your action in the light 
of hypotlicses that have firm roots in facts 
and logic. Sen would not hustle others, but 
he would not allow himself to be hustled 
cither. And his (lolitcncss, even when dealing 
with ideological adversaries, was a legend. 

The best was yet to be. Few people, 
whether inside or outside the movement, 
know even us late as today the details of the 
hard work that went into the creation of the 
edifice of the three-tier panchayat system in 
West Bengal, the resounding success of 
which largely explains the durability of the 
l.cft Front administration, without 
interruption, over the past two decades. It 
was. lubric by rubric, mostly S B Sen’s 


construction. As planning adviser and, 
subsequently, vice-chairman of the State 
Planning Board, he slaved away and 
produced the practical grammar for a vibrant 
grass roots demcKracy come to full bloom 
in rural West Bengal. A popular democratic 
revolution engulfing the entire land will 
have to wait; meanwhile, though within its 
limited contours, West Bengal has provided 
the illustration, how to mobilise and deploy 
people's power in the cause of the people 
thcm.sclve.s. Sen demonstrated for his party 
comrades how a simple proposition could 
fetch huge dividends; land reforms facilitated 
the acceleration of the pace of decentralised 
rural administration and, vice versa, you got 
even richer dividends if you decentralised 
the educational system and integrated it with 
the decentralised administrative framework. 

There were other comrades around, but it 
was essentially Sen’s miracle. Not that flaws 
and inadequacies have been weeded out 
wholesale; that is a somewhat improbable 
target to reach in a national milieu which 
reeks of both insensitivity and self-seeking. 
The outcome of S B Sen’s theism would still 
appear to be winning the day, at least in some 
parts of the country. 

Which is perhaps why the present Left 
Democratic Front administration in Kerala, 
soon alter assumption of office, sought his 


advice on the mechanics of meaningful nird 
decentralisation it should lean on. He accepted 
the invitation with alacrity; the contents of 
the task were near-identical with what they 
were in the case of West Bengal, the cause of 
the people was invariant; the ambience was 
however different, and therein lay the chal¬ 
lenge. That work-in-progress, alas, was left 
unfinished when it was time for him to go. 

A generation ends with his going, a 
generation which believed that the focus of 
the nation’s affairs deserves to beexclusively 
on expanding the welfare of the hundreds 
of millions of countrymen made up by the 
peasantry and the working classes; the rest 
of the agenda is dross. A scientific approach, 
besides, must also inform, in the view of the 
same generation, the analysis of problems 
and issues which affect the common people. 
These men and women equally firmly 
believed that insen.satc profit-seeking does 
not further, but actually ruins, the prospects 
of a nation. Sen, one of the earliest Indian 
entrants into any of the United Nations 
agencies, could have accumulated on a world 
scale and led a life of indolence and luxury; 
instead, he chose to be a humble functionary 
of the communist party, and he would not 
accept even the minimal wages the party 
could spare for a wholetimer, A rare man 
has gone gentle into the night. 
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Rural Credit: New Role for AFC 

H B Shivamaggi 

The finance minister’s proposal to set up state agricultural finance 
corporations provides an opportunity to revive the Agricultural Finance 
Corporation, an all-India public sector institution which has the 
necessary expertise, currently under-utilised, in rural sector consultancy 
for financial services. 


SINCE the co-operative and coiniiicrcial 
banks have their inherent limitations in 
rendering techno-rinancial assistance in a 
big way to the development of hi-tech export- 
oncnied agricultural activities which have 
been expanding on an unprecedented scale 
in Karnataka, the state government felt the 
need for a separate state-level lending 
institution like the Karnataka Agricultural 
Finance Corporation (KAFC). on the lines 
of the Karnataka State Finance Corporation 
(KSFC) meant to Uxik after the indusrnal 
sector, to give a further thrust to hi-tech 
agriculture. Accordingly, the state govern¬ 
ment availed of the consultancy services of 
Agricultural Finance Corporation (AFC) to 
advise it on the feasibility and viability ol 
this proposal. The AFC has rccommemlcd 
the establishment of KADFC. 

Now that the union finance mini.ster has 
opted to establish such institutions in di 11 ereni 
stales with NABARD as the chicl pioinoter, 
this becomes an all-India programme In this 
changed context, it is es.scntial to remember 
that there arc two public sector institutions 
at the apex level for agricultural fiiuuicc - 
NABARD and AFC iVe have to examine 
in what manner and to what extent this new 
work can be shared by these two institutions. 
It IS in this regard that the role of AFC has 
to be re-examined and redefined. 

Backgrouno 

Established in 1968 following social 
contiul over banks, the main objective of 
AFC was to finance agricultural projects and 
to assist commercial hanks to participate 
extensively in agricultural development. The 
objects of the corporation were defined 
comprehensively so that it could finance or 
help in financing all activities relating to 
agricultural production, marketing, tianspoil 
and storage of farm produce, fann mechani¬ 
sation, animal husbandry, iictivities relating 
to inputs for agnculturc, forestry and all 
other activities connected with agricult.ire. 

In the first year or two of its tunctioning, 
AFC had the dual role of directly financing 
agriculture and indirectly promoting 
agricultural credit operations of its member 
banks. However, the nationalisation of 14 
major commercial banks in 1969 changed 
the whole situation. Direct financing of 
agriculture by AFC was short-lived becau.se 
the banks started to build up their own 
organisational set-up to take updirect lending 
in the rural sector. Realising that the banks 
were no longer keen to finance agriculture 


through AFC, the latter decided in 1971 that 
it would not nonnally undcrtakcdirect lending 
but instead would help the banks in their 
agricultural lending activities. This change 
ill the role of AFC was spelt out by the then 
chairman of AFC, M L Dantwala, in his 
annual address to the shareholders in 1972: 
Agricultural Finance Corporation is somewhat 
like a research and development wing servicing 
the comiiicrcial banks, rather than an 
independent financial institution. It .seeks to do 
collectively for the meinher bonks what each 
of them would have been required to do 
individually the AFC tries to explore and 
identify liesh avenues of financing agricultural 
development, test the technical and financial 
viability ofnewveiitiia's. remove the procedural 
road blocks and legal hurdles, provide 
cncourngeineni and as.sisiance to new 
entrepreneurs, acquaint the bank personnel with 
complexities of new propo.sals and even make 
Its services available to llie member banks to 
supervise implemunlulion and check perfor¬ 
mance The approach Olid thcteclinical expertise 
which an organisation like this builds up is 
.somewhat diltercni fiuin tlie one ivqutrcd by 
an apex financial mstituliun. 

From Financt ki Consultancy 

This change in perception meant that 
AFC hcncelorwuid would speciali.se in 

(1) surveying potential tor agricultural 
project lending in different parts of India, 

(2) formulation of viable schemes for ready 
use of the banks, < ^) bringing newly identified 
rural sector entrepreneurs in touch with 
banks, (4) undertaking monitoring of 
schemes, and (5) performance evaluation of 
completed schemes. 

Many doubts and questions did arise in 
this rc.spcct. Was it a tall order for AFC and 
beyond its organisational and expertise 
capabilities? Would AFC be able to obtain 
and retain expert staff required for the multi - 
pronged job? Would member banks agree 
to draw a line as to how far they will build 
up their own rural credit set-up and encourage 
AFC tc build up expertise as envisaged? 
How far would NABARD encourage and 
promote .such institutional development? 

.Subsequent events belied most of the hopes 
of Dantwala and brought AFC to the 
crossroads once again. The end-users of 
services of AFC are ultimately the banks and 
NABARD. While AFC has shown 
commendable initiative and zeal for 
cxp.inding and diversifying its activities as 
can be seen irom the data givenbclow.banks 
and NABARD have tended to become self- 


reliant in all their project work. Since they 
are now less interested in AFC, the latter has 
reached a dead end. The recent developments 
need to be reviewed in this changing context. 

Since its establishment in 1968, AFC has 
handled over a thousand multi-disciplinary 
assignments. A look at the list of recent 
assignments given below brings out the 
diverse nature of its consultancy work both 
in India and abroad which has surpassed all 
expectations. 

Agro-industries (8) 

Area development (12) 

Bio-technology (1) 

Command area development (7) 

Dryland agriculture (1) 

Fishery (2) 

(uircstry and wastelands (2) 

Hi-tech agriculture (10) 

Morticullure and plantations (6) 
irrigation (4) 

Livestock, diary, poultry (.1) 

M.irkct development (3) 

Monitoring and evaluation (10) 

Rural credit (7) 

Others (4) 

Rehabilitation (S) 

Besides providing services to government 
bodies, AFC has recently completed 
assignments for private corporations and 
voluntary organisations. As regards foreign 
consultancy work, AFC has done work in 
nearly 25 countries. The infoimation availa¬ 
ble from the atmuai icport for the year 1994- 
95 broadly indicates that out of about 129 
domestic assignments completed or on hand, 
eight were from NABARD whereas only 
five schemes were from banks. The rest of 
them were mainly from the goveinmenl 
.sector. This iiiiplics that barring five banks 
including three co-op bunks which have 
availed ol AFC .services to some extent, 
other banks have remained away from AFC 
though nine among them are on the board 
of AFC and in that sense air involved in build¬ 
ing up AFC. To goad banks and NABARD 
to make greater use of the services of AFC, 
a meeting of a senior-level operational co¬ 
ordination committee was called in AFC in 
1989-90 with a view to tinding out what 
type of assignments NABARD and banks 
could give to AFC Each member bank was 
expected to identify the projccts/studies 
which could be taken up by AFC in the next 
five years. 

It appears that while the concerned bodies 
do no) feel the necessity of approaching 
AFC for specific work, AFC is keen to get 
work from them to justify its existence and 
to remain viable. This struggle to get 
assignments for justifying its existence is 
not healthy. Instead of the present ad hoc 
role of AFC, its role vis-a-vis NABARD and 
banks should be redefined so that it can plan 
its work on a long-term basis. In the pre.sent 
context of increasing work-load at the apex 
level, this IS an appropriate time to re-examine 
the role of AFC. 

As stated above, the diversification of 
AFC's activities has surp3.ssed all expecta¬ 
tions. In the earlier period, besides land 
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development, irrigation and other agri-based 
scheme!!, it also handled schemes such as 
forest development, infrastructure 
development, rural industries, gobar gas 
plants, financing Hood and cyclone affected 
areas. More recently, it has taken up hi-tech 
agricultural projects, bio-tcchonology, 
wasteland development, integrated district 
credit plans, etc. AFC has also taken up 
many international assignments. It goes to 
the credit of AFC that faced as it was with 
decreasing demand for its services, it 
continued to maintain its consultancy role 
by its readiness to go to difficult areas and 
accept difficult projects both in India and 
abroad. Though all this is commendable, the 
question arises; what is the role for AFC in 
the long run? 

Expressing this worry, the Annual Report 
for 1W4-95 says, “the corporation has earned 
a profit of Rs 6.72 lakh for the year 1994- 
95 as against Rs 58 lakh for the year 1993- 
94. The fall in profits during the year was 
mainly on account of the decline in business 
from the government sector...". While the 
number of new consultancy assignments (19 
in 1992-93, 11 m 1993-94 and 15 in 1994- 
95) is not going up as much ns is desired, 
overall earning from this work is nut able 
to take care ol increasing salary and other 
overhead expenses as can be seen from the 
approximate data given below; 


(Wi croie) 


1W2.V3 

1993-94 

1994-95 

Total incoiiK- trum 




consultancy 

5 63 

6.83 

6 01 

Total expensc.s 

6 4« 

7.68 

7 33 

oj which 




(t) Project cxpcnsc.s 

3,V5 

4.93 

4.38 

(ii) Salanc.s. etc 

1.56 

1 70 

1 88 

(iii) Other ov'-rhcad.s 

0 97 

1 05 

1.07 


Note: Figures aie roiindcJ off 


It appears that but mainly for the interest 
income, AFC finds it difficult to remain 
viable purely on the basis of consultancy 
earnings. Some of its branches like tho.se in 
Bhubaneshwar, Ahmedahad. Trivandrum 
and Calcutta spend much more than they 
earn primarily because neither the state 
govemmcnis nor tiie banks with dominant 
presence in these states show interest in 
availing of services of AFC. It is surprising 
that the directors’ annual reports of AFC do 
not give adei|uate attention to this upcoming 
predicament. 

Craucard’s Vihw 

It is important to remember that earlier in 
197!, the National Coinmi.ssion on Agricul¬ 
ture in its interim report on ‘Credit Services 
for Small and Marginal Farmers and 
Agricultural l.abourers’ tiad held the view 
that 

it might he ulliinately neeess.iry to set up an 
ADBI on itie tines of the lOBI lo consolidate 
theex|H;ruse andcxpenenceof various agencies 
such as llic A('I) of RBI, the ARC and the AFC 
into a single nalioniil urgunis.'ilion. 


In 1972, the Banking Commission also 
pleaded for the merger of ARC and AFC 
into one new institution. This new institution 
“will be in a better position to help promote 
development financing to a much greater 
extent by both co-operative and commercial 
banks”. 

Craficard which was appointed in 1979 
to review the working of rural credit sy.stem 
in India was specifically asked “to study the 
consultancy services provided by the AFC, * 
and suggest improvements for achieving 
satisfactory co-ordination between it and 
iinancing institutions”. After examining the 
various viewpoints, the committee stressed 
the need for AFC to remain as an independent 
all-India body. To quote its words. 

Taking inlu account the nature and magnitude 
of nirol development work m which banks 
have to play a catalytic role luid keeping in 
mind the cfforl.s needed lo nurturing and 
bringing up a rural development consultancy 
organisation, our view is that not only is there 
need for an independent all-India body like 
AFC bui also fur regional or specialised 
consultancy bodies to cater to specific problems 
of siiecific areas. 


Apart from an expanded role of AFC 
through its services to government and 
development organisations, Craficard has 
stressed the need for linkage between AFC 
and NABARD. This is expected to ensure 
that the work undertaken by the AFC is by 
and large acceptable to the latter. Unless 
such a link is forged, AFC’s efforts may not 
yield the maximum benefits. For this purpose. 
Craficard suggested as follows; 

NAB ARD should lay down (i) the basic criteria 
for programmes that have been developed 
widely so far and (ii) in new cases, fix ia 
advance, aAer discussion with the AFC, the 
enteria that will satisfy them. 

NABARD was also expected to assign to 
the AFC Jobs in areas covered by RRBs who 
on their own cannot afford to employ AFC. 
Besides, NABARD was also expected to 
utilise AFC for developing innovative 
projects. Craficard also emphasised the need 
to redefine the specific role which AFC has 
to play ill respect of certain areas and for 
certain purposes, and particularly in pockets 
of ptwerty. AFC has also to help the co¬ 
operative sector. All this as envisaged has 
not maleriali.sed. 
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Staff Motivation 

A consultancy organisation like AFC faces 
a dilemma in regard to staff. Though its 
diversified assignments nujuired innovative 
approaches and experts in different fields, 
it will not be feasible to keep all the expertise 
required as regular staff. It has therefore to 
depend on outside consultants. While this 
arrangement works out satisfactorily insofar 
as work is concerned, the regular staff tends 
to get disenchanted in the absence of adequate 
number of officers to carry out the work 
efficiently and because of lack of promotion 
avenues on the lines found in sister institutions 
like NABARD and banks. Thert are only 
about 72 officers as against a sanctioned 
strength of 222. Another aspect to be kept 
in mind is that mobility of staff is important 
for better motivation of stall' to shoulder the 
varied assignments entrusted to AFC. This 
is an issue which needs urgent attenti<<n. One 
practical solution lies in making AFC part 
of a bigger set-up without compromising on 
Its independent status so that staff 
development becomes more ficxiblc. 

Bkxu-r Roi f i or AFC 

Craficard, attci emphasising that the 
linkage between AFC and NABARD is 
important foi the m.iximum use ol AFC, did 
not provide lor any buill-in link but only 
hoped that things will work out as desired. 
However, the position at piescni is that even 
the ehairmcn of banks who aie on ihe boaril 
ol directors of AFC have not availed ol 
AFC's services (or their own banks AFC 
has to go from door to dooi lo canvass lor 
Us bu.siness. While Ihcic is no doubt that 
AFC has pursued vigoiously its elforis in 
expanding and diversifying its acliviiics, 
much of what Ciaficaid envisaged as a part 
ol the lulurc role ol AFC has not niatcnalised 
particularly in its relationship with 
NABARD. Wheteas some banks give .some 
work if only to oblige AFC. NABARD, on 
the other hand, has not shown much inlctcst 
in AFC. But for the ellorts of AFC itself to 
canvass for work and willingness of the 
goveniment of India and slate governments 
to avail of AFC’s services, this organisation 
would have stagnated. In the circumstances, 
AF'C IS not able to plan its woik on a long¬ 
term basis llic choice now therefore is 
either to allow AFC lo diift as at picsent or 
lo link it effectively with NABARD so that 
not only will banks no longei be reluctant 
to avail of AFC services hut also NABARD 
Itself will have the obligation to ensure 
maximum use of AFC. This kind ol link can 
be operationally meaningful only il AFC is 
made a subsidiary of N AB ARD. The specific 
advantage of this arrangement is that AFC 
continues to be an autonomous entity but 
it will also be assured of a .steady flow ol 
work. Further, NABARD can have a regulai 
flow of innovative projects covering complex 
purposes and backward areas. In this 
connection, a suggestion may be made. As 
it is with large-scale lending and refinancing 
work, the proposal to take up direct lending 
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and inspection of co-operative banks, 
NABARD is already overburdened with 
work. It is hence appropriate to raise the 
question whether the additional work of 
launching state-level Agncultural Finance 
Corporation can be entrusted to AFC which 
is also a public sector apex institution, under 
the overall guidance of NABARD. AFC has 
all the expertise and experience to shoulder 
such responsibility and even at this point of 
time it has the ability to complete this work 
as a time-bound programme. The financial 
arrangement for this purpose and for 
converting AFC into a subsidiary ot 
NABARD IS an administrato'c issue .andean 
be worked oui between NABARD, AFC and 
the 37 banks who presently arc shareholders 
in AFC under the overall guidance ot 
government of India and the Reserve Bank. 

The broad changes may be as below; 

(1) After AFC becomes a subsidiary of 
NABARD, there has to be a common board 
ot directors lor NABARD and AFC. 

(2) The present board of NABARD has lo 
he reconstituted keeping in mind the fact that 
AFC IS now a N ABARD-subsidiary and this 
hoard will be common to both apex bodies. 

(3) The managing diiectors ol NABARD 
and AFC will he on Ihe common boaid. 

(4) The hoard may con.stitute a sub-comniitlee 
ot Its own to oversee the sharing and co¬ 


ordination of work between NABARD and 
AFC on the one hand and between AFX: and 
banks on the other so that duplication of 
efforts noticed at present is avoided and the 
role of AFC via-a-vi: NABARD and banks 
is properly spelt out. 

(.S) It IS logical to transfer the evaluation and 
monitoring department ot NABARD lo AFC. 
(6) The Staff of AFC will be fully absorbed 
in NABARD in due course so that complete 
mobilily ot staff and entry ot new blood in 
AFC on .1 continuing basis are taken care 
cl I Indcr this arraiigement the caieer prospects 
and motivation ol AFC staff will improve. 

By way of conclusion, it needs to be 
emphasised that AFC. an all-India public 
.sector institution, which has built up expertise 
and an international reputation in rural sector 
consultancy tor financial services, should 
not be allowed to function in an uncertain 
and ad hoc manner and should be fitted into 
the whole institutional system for lending 
tor agricultural and rur.il development. Now 
IS tlie opportunity and it should not he missed 
by(i()I.Rm.NABARDandAFC.i.sclf.The 
extra woik ol launching new agriculturaf 
institutions at the stale level should be .shared 
by NABARD and AFC. Through this 
measure, not only will NABARD not be 
over-huidcned but AFC's services will be 
lully utilised. 


I-OWER 

Expanding Systems, Poor Management 

.S N Roy 


Changes in the pattern of demand and weak distribution systems are 
contributing to increasing transmission and distribution losses. A 
decreasing proportion of bulk and high tension users and financial 
constraints which reduce system losses, and financial stringency which 
luive forced state electricity boards to extend provide poor seivice and 
extend the system without aelequate services are the two main factors. 


THE transmission and distribution 
(T and D) losses in India, at about 21 (xir 
cent, has icmuined .i subject of debate for 
the last several years There is no doubt tha' 
these losses are quite high when compared 
lo only .5-8 per ctmi losses in develojied 
countries What should be ihe reasonable 
level of T and D los.ses in a vast country 
like India and the scope lo bung down these 
losses is a matter which has been delibera¬ 
ted upon al length by Rajadhyaksha Com¬ 
mittee conslituicd by the government ot 
India in 1978. This committee recommen¬ 
ded tha' T and D loss should not exceed 
15 per cent, keeping in view the vast net¬ 
work of disirihulion system in rural 
electrilication and multiple transforma¬ 
tions. The commillcc also recommended 
the .strengthening and augmentation of the 
transmission anddistnbulion.sysiemstobnng 
down the losses and adopting counter 


measures ug.iinst pilfciage and theft of 
electricity. 

The T and D losses have leporlcdly 
declined irom23 28percent to2l 8peiccni 
during Ihe l.isi five years But analysis 
indicates that .SEBs are making taisc claims 
and in lact the losses aic rapidly inctcasing 
as they have I ai led to strengthen and augment 
the sub-transmission and distribution system 
adequately to cope with the incteasing 
availability ol power 

Tlie growth rate of powci has been quite 
high in Ihe recent pa^t and as the area to be 
served is large stress has been given to 
achieve (he maximum with the limited 
resources, it has re.sulted in a weak T and 
D network with an overloaded system 
ins ol vmg longer lengths of distribution lines. 
Apart tiom the high technical losses, the 
energy theft in distribution system covering 
even industnes i.s a ctiusc of great concern. 
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Transmission losses hardly contribute to 
less than 20 per cent of ibe total losses which 
means that 80 per cent of the losses are in 
the distribution mains, it has been felt that 
accurate estimation of unmetered supply 
may reveal quite a good percentage of theft. 
Utilities abroad have the T and D losses 
within about 8 per cent. The scenario in India 
however cannot and should not be compared 
with tho.se prevalent in Europe and America. 
Their loss figures are not due to pilferage 
and theft and have been contained to a low 
figure due to strongly meshed network. 

The T and D losses were contained at a 
level of about 15 percent till the end of Third 
Fi vc-Ycar Plan. The percentage losses during 
the Fifth Five-Year Plan increased from 15 
per cent to 18 per cent when a massive rural 
electrification programme was undertaken. 
From the Fifth Plan onwards the T and D 
losses has been varying between 20 to 23 
percent. This is the period when a substantial 
percentage of theTand D losses and pilferage 
of electricity have been transferred and 
shown as agricultural consumption to hide 
excessive T and D loss and heavy pilferage.' 

The changes in the pattern of demand and 
extremely weak distribution system have 
contributed to the ever increasing T and 
Dlosses in this aiuntry. It is well known that 
the bulk and HTconsumers reduce the losses 
as no LT lines are involved for power supply 
to them. The percentage of HT connections 
however is gradually declining and in a short 
time frame of 1979-93 its consumption has 
declined from 52 per cent to 32 per cent and 
is continuing to decline at a faster rate. ITic 
connected load of HT consumers has also 
declined from 25 per cent to 18 per cent in 
the same period. Most of the bulk consumers '' 
are setting up their own captive |X)wer plants 
due to uncertainties of grid power and 
therefore their percentage in the total demand 
will further go down. 

The allocation to T and D during the last 
15 years is merely 30 per cent against ihc 
standard norm of 50 per cent of the total plan 
outlay. Due to inadequate allocation, the ' 
SEBs have been forced to extend the 
distribution system in most of the cases to 
provide new connections. Tlie length of the 
distribution system has therefore abnor¬ 
mally increased from 9.4 lakh circuit km in 
197()-71 tt> 43.00 lakli circuit km in 1992-93, 
giving a five-fold increase. On the other 
hand the increase in .sub-transmission system 
comprisingof 132 and 33 KV lines to provide 
new stepdown sub-stations has only doubled. 
The longer length in the distribution system 
has not only resulted in overloading and 
poor voltage supply to consumers hut has 
immensely added to losses. The distribution 
system in our country involves 100 km of 
LT lines for each MW of demand which is 
four to five times higher as compared to 
Japan, where the losses have been contained 
at only 5.8 percent. This is the main technical 
reason of high T and D losses. 

The SEBs have neithersuiiably augmented 
the distribution system nor changed their 
policy to provide more HT connections 


leading to considerable increase in the losses. 
In order to hide their inefficiencies they have 
resorted to large-scale manipulations of 
agricultural consumption to transfer the 
excessive T and D losses as also pilferage 
to agricultural consumption where the energy 
is not metered but only estimated. The 
agricultural sector happens to be a politically 
sensitive area and therefore, the policy¬ 
makers have preferred to keep mum on the 
large inflated consumption in agriculture 
and thus SEBs have been saved from criticism 
for their inefficient working. Not only that, 
the boards arc strangely putting claims for 
large subsidies to the state government for 


the excessive T and D losses and pilferage 
of electricity. The claims on this account 
exceed Rs 5,000 crote per year. 

The extent of manipulation in the agri¬ 
cultural consumption can be gauged from 
the following analysis: 

(i) The agricultural consumption per KW 
of the connected load has increas^ from 
755 units in 1970-71 to 1,846 units in 1993- 
94 and at its present high growth rate of over 
12 per cent, it may even exceed 2,400 units 
in 1996-97. This gives a three-fold increase 
in agriculture consumption, although the 
duration of supply is gradually reducing due 
to shortage of power. During the period 
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Tabib: Decunino Percentaoe of Revenue Earning Energy Saur 
(Generation and Consumption in MUs) 


SEBs 

Gross 

Generation 

Total 

Sales 

Agricultural 

Others 

Per (3ent of Sales of 
Others wrt 
Gross Genenuion 

Haryana 

11,237 

7,923 

3.959 

3,964 

35.28 

Punjab 

20,066 

14,084 

6.345 

7,739 

.38.70 

Utbir Pradesh 

33,960 

23,229 

8,924 

14,305 

42.12 

Gujarat 

28.698 

19,070 

8,652 

10,418 

36 30 

Maharashtra 

44.877 

27,950 

8.703 

19,247 

42.90 

Andhra Pradesh 

28,570 

20,678 

9,068 

11,610 

40 64 

Karnataka 

18.185 

13.996 

6,077 

7,919 

43.55 

All India 

3,24,050 

2,38,670 

70,700 

1,67,970 

51.84 


1971 -94, the average consumption per KW the agricultural sector is merely over- 
of ail sectors have remained constant at estimated to hide excessive T and D losses 
about 1,500 units. The manipulations are so and pilferage. As the consumption for 
large that the agricultural consumption per agriculture may exceed 40 per cent during 
KW may even overtake HT consumption l996-97,onacon.scrvativcbasi.s,50pcrccnt 
during the next year. of this consumption or 20 per cent of the 

(ii) In the first three years of the current total energy sales reflect the overestimates 
plan, about five lakhs pumping sets per year made by the SEBs. At least half of the 
have been energised which should give a inflated energy may account for excessive 
growth rate of only S.S per cent on a base T and D los.ses and the balance towards 
of 9.2 million pumping sets at the com- pilferage. Titus, the actual T and D loss may 
mcncement of the plan. The actual growth exceed 32 (ter cent as against 22 per cent 
rate however is about 12 per cent, i e, more being reported by the SEBs. 
that, double the projected growth, it The government had introduced incentive 
establishes therefore, that 50 per cent of schemes and awards for reduction of f and D 

the energy growth accounts for excessive T losses. Instead ot introducing technical 
and D loss and pilferage of electricity tor remedies for high T and Dlos.ses, it becomes 
which there docs not appear to be any logical easier for the .SEBs to 0,107 out greater 
explanation. manipulatiotis to win the awards. The 

The Planning f!!ommission in the Eighth guidelines of using modem computer aided 
Plan dixrumcnt has set a gtowth rate of 7.28 technique for planning, design and control 
|K;r cent and a ceiling of agricultural con- ofdistribulionsystemshave merely remained 

sumption at 76 billion units in 1996-97. It onpaperandcannotbemadccffcctiveunlcss 
may be interesting to note that this ceiling the root causes are tackled with a firm hand, 
has already been exceeded in the first three T and D losses and consumption in 
years when the agricultural consumption has agricultural .sector exceed 60 per cent of the 


energy sales in the states of Haryana, Punjtdi, 
UP. Gujaiat. AP and Karnataka and other 
slates are fast approaching this figure. At the 
present growth rale of 12 per cent in agri¬ 
culture the above percentage is likely to go 
up. Certainly the SEBs cannot manage their 
affairs by earning revenues only from 40 per 
cent of the energy generated and as such they 
are on the way to bankruptcy in the Ninth 
Plan (refer table). 

The high system losses are neutralising 
growth To bring down the losses would 
mean a massive dnve to plug the leakages 
improve and refurbish the di.stribution system 
through sufficient investment and the 
adoption of state-of-the-art techniques in 
optimising the distribution system, shunt 
compensation and proper metering to 
establish energy accounting. 

ITie couiitry is witnessing a sharp increase 
in domestic demand due to change in 
lifestyles and the addition of a large number 
of new connections. This trend may continue 
for the next 2/3 decades as so far only about 
40 per cent of the population is deriving the 
benefits of electricity. The evening peak, 
demand on the system is thus using fast. An 
analysis carried out indicates that the peak 
time lo.s.scs arc alxiut 50 per cent higher than 
the average T and D losses since the entire 
LT distribution system comes into operation 
for meeting domestic demands. On this basis 
the peak time T and L) los.ses arc estimated 
at 48 per cent which means that the country 
requires a idige installed capacity to meet 
the peak demands. 

The high level of pillerage of electricity 
and excessive 1' and D losses are of great 
concern to policy-makers and unless the 
piifcragc is curbed and T and D losses 
controlled, all the .SEBs may be headed for 
a financial disaster. 


reached about 80 billion units. The power 


planners therefore, should deliberate on this 
massive manipulation of agricultural con¬ 
sumption to find out a viable solution to 
tackle this malady. In view of the unmetered 
supply to the agricultural sector and other 
social electrification programmes in many 
states, the extent of accuracy of the T and 
D loss figures are not predictable and ihcir 
authenticity could be questioned. 

In order to evaluate the percentage of 
excessive T and D losses and pilferage we 
may consider the actual figures of 
consumption in Tamil Nadu, where the 
energy is mostly metered. In their ca.se the 
average consumption per KW in 1992-93 
was only 1,129 units. This is very close to 
the manipulated consumption figures of 
1,212 units for the country during 1986-87. 
It appears reasonable to put the agricultural 
consumption at an even higher level of 1 , 2 (X> 
units per KW compared to 755 units in 1970- 
71 .Theconsumptionin 1996-97 may exceed 
2,400 units per KW or over 40 per cent of 
the total energy sales of the SEBs. The actual 
consumption during 1992-93 stood at 33 per 
cent and will certainly exceed 40 per cent 
during the terminal year of the plan. It thus 
implies, that 50 per cent of the energy in 


OECENTRALiSEO PLANNING 
AND THE NINTH PLAN 

1. Decentralised Planning for Small Enterprise 
Development: An Experiment at Kalady, Kerala 
(Report of the Local-level Skill Mapping- The first 
experiment in India) : Rs.300.00( US$ 30 00) 

2. Aasoothranathinte Puthiya Maanavum 
Vyavasayavalkaranavum (Malayalam ) Rs. 35.00 

3. Liberalisation from Below ; An Alternative 

Agenda . Rs. 25 00 (US$8.00) 

4. India Needs a Small Enterprise Commission 

: Rs. 25.00 (US$8 00) 

Payment by DD only. Postage Rs. 20 per copy extra 


Institute of Small Enterprises and Development, 

Vennala, Cochin - 682 028. 


Economic and Political Weekly October 12-19, 1996 


279f 




Quebec Separatism 

October Referendum and Beyond 

Sudha Pai 

Since the J960s Quebec has experienced the most powerful separatist 
movement in the west. The referendum held in October 1995 failed to 
gamer a majority of votes for sovereignty, but the campaigns have led 
to a hardening of attitudes between Francophones and Anglophones. 


QUEBEC has experienced since the 1960s 
the most powerful separatist movement in 
the west, followed probably by Flcmist 
nationalism in Belgium. In the early 1980s 
it was considered ‘dead', but following the 
failure of the Meech Lake and Charlottetown 
Accords in the late 1980s, there has been 
a dramatic resurgence of francophone sepa¬ 
ratist nationalism. This has been particularly 
marked since the victory of the .separatist 
Parti Quebecois (PQ) in the provincial 
elections of 1994. 

In the referendum on sovereignty held on 
October 31, 1995 by the ruling which 
attracted worldwide attention. Quebeckers 
were asked to vote ‘yes’ or ‘no’ on the referen¬ 
dum question put before them by the Quebec 
government. There was a record turnout of 
over 90 per cent, and out of a total of 
4,756,229 voters who cast votes, 48.5 per 
cent voted yes while 49.7 per cent voted 
against leaving Canada in order to form a 
separate country. More than 87,000 spoiled 
ballots - 2 per cent of the votes cast - may 
have made (he difference because they 
accounted for many more votes than the 
spread between the yes and no votes (‘No 
by a Whisker'. Globe and Mail (G and M), 
October 31. 1995). The Parti Quebecois - 
which has been the main separati.st party in 
(^ebec since its formation by the late Rene 
Levesque in 1968 - failed to convince a 
majority of Quebeckers that their future lay 
in leaving Canada to form a separate country 
under its aegis. This is because since its 
inception the party has oscillated uneasily 
between supporting the secessionist cause 
and providing ‘good government', and also 
between the idea of total separation from 
Canada or sovereignty-association with it. 
Even today it suffers from internal factions, 
divided leadership and lack of clarity of 
ideology and goals, and therefore the inability 
to convey a clear message to the public in 
the recent referendum. Corresponding to 
this has been the uncertain position adopted 
by Quebeckers on the subject. Studies show 
that in the 1970s and 1980s, a group of bet¬ 
ween 7 to 10 per cent of Francophones voted 
for the PQ w’hile having serious doubts 
about independence (C and M. September 
13, 1995). Many of them today remain 
unsatisfied with confederation as it exists 



and Quebec’s position within it, but are not 
sure if they want the separatist alternative 
offered by the PQ. Thus in periods of 
constitutional crisis, nationalist feelings and 
support for sovereignty run high, but when 
the same is linked to aclear vote for imminent 
secession then there is a sharp drop. These 
problems - of doubt, uncertainty and lack 
of clarity about the future - have been faced 
by separatist movements everywhere, 
Yugoslavia providing a good example. 

Many of these problems were visible in 
the October referendum, and underlie the 
defeat of (he sovereignists led by the PQ: 

(1) The term sovereignty was never clearly 
defined and its meaning and implication 
shifted during the campaign from total 
separation to the ‘softer’ option of sover¬ 
eignty-association. While Parizeau and his 
supporters in the PQ felt that separation was 
necessary, his allies - the Bloc Quebecois 
(BQ) and the Action Democratique (ADQ) 

- supported the idea of association. Hence 
the new separatist alliance formed before the 
referendum lacked aclear platform and failed 
to hold together in a convincing manner. 

(2) The separati.st parties were also divided 
over the tactics to be adopted. As a conse¬ 
quence, the ‘yes’ side had to work very hard 
in order to gain even 48.5 per cent of the 
popular vote, and reaching .50 per cent did 
not seem feasible at any point during the cam¬ 
paign. Except for a short period in mid- 
October, the support forthc ‘yes' sideremain- 
ed low. (3) The referendum question itself 
was not very clear, and the general public's 
understand! ng of i t remained confused. T'hese 
factors are elaborated in the description of 
the referendum campaign given below. 

Run Up to RiwjtENDUM 

In the 1994 provincial elections - held 
just a little over a year before the referendum 

- the PQ had performed well, getting 77 
seats and 46.8 per cent of the vote, its second 
best score »incc its formation (‘The Quebec 
General Elections', September 12, 1994‘, 
Regional and Federal Studies, Vol 5, No 1, 
Spring I995,pp94-I02). However, it failed 
to cross the imjiortant psychological barrier 
of 50 per cent, which was due to the general 
perception that since the leadership was in 
the hands of the separati.st faction under 


•Jsrques Parizeau, a victory forthePQ would 
lead to either a Unilateral Declaration of 
Indcpendcnce(UDl)orarcf«endum. Hence 
the results were an indication that while 
Quebeckers were prepared to accept the PQ 
as a ruling party b^ause of its earlier record 
in the 1970s and 1980s, a majority were not 
prepared for separation. It also became clear 
that the PLQ had more support than had been 
expected, the sovereignty referendum would 
witness a tough fight, and the PQ could not 
expect an easy victory. 

Once in power, the PQ leadership declared 
that unlike in 1980, the referendum would 
be held within the next 10 months. In 
February 1995, the PQ began public hearings 
by a national commission on the question 
of independence. By this it hoped to build 
up emotional support for the issue and to 
form ideas for the referendum question. 
Spread over four weeks in February and 
March 1995, it was a vast exercise undertaken 
by 17 regional sub-commissions, made up 
of important public figures, which visited 
all parts of the province and held a total of 
304 sessions in 223 communities, at an 
enormous cost. Contrary to the expectations 
of the PQ and especially Panzeau, media 
reports show that except in areas of staunch 
PQ support, the commissions did not turn 
out to be platfonns for spreading the separatist 
message, nor was there any groundswell or 
support for the cause. Outside Montreal and 
Quebec city, where most of the Francophone 
elite reside, in smaller towns, especially in 
the ‘Bois France’ area where many ‘soft’ 
nationalists live, (he commission made little 
headway (Macleans, February 20, 1995). 
The findings of the commission led Parizeau 
to postpone the referendum to the last part 
of the year, and were also instrumental in 
the PQ moving closer to the BQ, and as 
explained below, (he latter’s more soft 
definition of sovereignty. 

The PQ and the BQ at the federal level 
under Luchien Bouchard merged their 
organisations in September 1994 after the 
provincial elections, in order to fight the 
referendum together against the ‘federalists’ 
led by the provincial liberals (PLQ) under 
the leadership of Daniel Johnson, who had 
the support of the prime minisicr, Jean 
Chretien. Three documents on .sovereignty 
were tabled in the national assembly of 
Quebec by Parizeau in 1995 prior to the 
referendum, which show a dilution in the 
meaning of sovereignty from that of total 
separation during the 1994 campaign, to 
economic association with Canada. The first 
was the partnership agreement (PA) of June 
12, signed between (he PQ, BQ and the 
newly formed AEK}. to fight the referen¬ 
dum together and execute thereafter jointly 
a two-fold ‘common project’ which would 
enable Quebeckers to b^ome ‘ma.sters in 
their own hou.se’. Following a victory in the 
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sovereignty of Quebec and would be bound 
to propose to Canada a treaty on a new 
economic and political partnership so as to 
"consolidate the existing econotnic space” 
(text printed in G andM, October 31,1995), 
Under it Quebec would keep the Canadian 
dollar, assets would be divided, there would 
he common management of the debt, mutual 
trade agreements, a customs union, free move¬ 
ment of goods, services and capital would 
be allowed, a common monetary policy and 
citizenship. It also provided for joint political 
institutions to settle differences. In fact the 
document proposes a movement towards a 
loose confederal arrangement rather than a 
new nation-state. Its real role wastoconvuicc 
Quebeckers that they could have ‘inde¬ 
pendence without tears’ and thereby win 
over the ‘soft nationali.sts' Opinion polls by 
CROP since the 1994 elections had con 
sislently shown that apromi.se of a partnership 
would help the ‘yes’ side. 

The second document was the proposed 
text of Quebec’s declaration of sovereignty 
released on September 6. Compared to the 
PA which states the official position of the 
PQ and its allies, it is an emotional document 
which refers to hisloncal memories of the 
conquest, F.nglish domination, the need to 
preserve the ‘di.stinct’ Francophone identity, 
a common glorious future, and calls upon 
the people to ‘‘reap the fields of history”. 
Based upon the notion of cominuiiiiarian 
nghts on which Francophone intellectuals 
and leaders have always based their 
arguments, the declaration nowhere u.scs the 
term Quebecker and obviously held little 
appeal for Anglophones, Allophones or first 
nations people. Under it, ‘others’ who have 
made Quebec their home are inviiai to share 
I n this project and guaranteed equal ity, justi ce 
and democracy (printed in 6’ and M, 
September 7, 199.5). The third document 
was the referendum question described later. 

Rhh^Ki-NUUM Cami>aic;n 

Although the campaign began officially 
on October 2,1995,in fact the issue of sover¬ 
eignty had been < tiscussed exteasivcly during 
the 1994 elections, and particularly from 
June 1995 onwards. Various opinion polls 
widely reported in the media allow us to trace 
opinion formation and the swings in thinking 
on the part of the public. Apart from a very 
brief period in early September, and again 
early October, up to almost mid-October the 
‘no’ side had a clear lead (6' and M. October 
31,1994). A CBC poll showed on October 
6 , that 55 per cent were against while 45 per 
cent were for sovereignty, though 13 per 
cent remained undecided and 20 per cent ad¬ 
mitted when pressed that they might change 
their minds prior to the polls (G and M, 
October 6, 1994). Tire poll analysts sug¬ 
gested in early Octol^r that the sovereignist 


siuc iiau iiui gaineu grounu since me lomiai 
launch of the referendum campaign. 

The appointment of Lucicn Bouchard by 
the sovereignist side as the chief negotiator 
and leader of the campaign, in the first week 
of October, to counter this trend introduced 
a slight upward .surge which took the sover- 
cignist side to49.2 per cent and the opposition 
to 50.8 per cent (Leger tmd Leger Poll, 
October 8-14, 1995, reported in G and M, 
October 19, 1994). In fact, by October 19 
the two were neck to neck and it did look 
for the first time like the ‘yes’ side would 
surge ahead and win. The ‘no’ .^idc continued 
to experience a downward slide, and the 
19th a Leger, Journal de Montreal, and 
G anrf A# joint poll put the ‘yes’ side at 50.2 
per cent and the no’ at 49.8 per cent, 'fhere 
was also a clear division between the 
Francophone and non-Francophone vote, 
the former supporting sovereignty and the 
latter being firmly oppo.scd to it (G and M. 
October 21. 1995). 

However, by October 27, the boost 
received by the sovereignist side from a 
highly charged emotional campaign by 
Bouchard came to a halt without gathering 
enough monieniunt to curry them to a final 
victory. The lust three polls conducted 
between October 25 and 27 show a peak 
before a downward slide (C and M, October 
27, 1995). In retrospect an analy.sis of the 
various pulls conducted afterthc referendum 
shows that public opinion in Quebec was not 
as volatile as the emotional upheaval during 
the campaign may suggest. I'he ebb and 
flow of support for the two sides, over the 
seven weeks during which most of the polls 
were undertaken, rarely varied much more 
than (he margin ol error lor most oi the polls 
- which was plus or minus 3 points. Tlie 
pattern thus was a slow start for the yes, a 
surge forward by this side terming a peak 
inmid-October which continued up to almost 
the end of October, and then a downward 
plunge. I'hc level of undecided and refusals 
did not change in theCROPpoll, forexamplc, 
for the whole period. Thus if one ignores 
the anecdotal evidence and looks at only the 
raw data, the two sides could have been tied 
for the whole period. No side was able to 
command at any point .50 per cent ot the 
support in the raw figures. Both sides used 
populist methods throughout the campaign, 
which was dominated by two issues. The 
first was the emphasis by the PQon emotional 
and social issues, while the opposite side 
tried to highlight the economic issues 
involved in separation. The PQ leaders, 
including Bouchard, were convinced that 
unless Quebeckers were persuaded to see the 
rcfercmlum as the culmination of more than 
30 years ot nationalist snuggle, they had no 
chance of winning.' Hence they ran a highly 
charged emotional campaign which harped 
upon the themes of conquest, language. 


cultural aominaiion, latiure oi ivieccn ana 
other constitutional reforms, and argued that 
both the federal authorities and the provi ncial 
liberals had ‘no alternative’ to offer. 

The second and more central issue was the 
meaning of the term ‘sovereignty’, about 
which there was considerable ambiguity 
duirng the campaign. The hardliners’ faction 
in the PQ under Jacques Parizeau had in the 
early 1990s, and particularly during the 1994 
elections, cmphasi.scd sovereignty as 
complete independence; in fact this had long 
been the point of difference between them 
and Levesque. As a result, in the initial phase 
of the campaign the idea of economic 
association with Canada was not emphasised. 
Howeverthe poor response by electors visible 
in opinion polls and the low attendance at 
PQ meetings necessitated a shift in strategy. 
The ‘yes’ side decide# to bring in Lucien 
Bouchard - who had always stres.scd that 
sovereignty meant economic and political 
partnership and association with Canada on 
the lines of the Maastricht treaty - and the 
idea of complete separation was played down 
during the rest of the campaign. In a hid (o 
increase support Pan/eau also announcecl 
on OcUiber 6 a live-member committee of 
prominent Quebeckers, including important 
businessmen and entrepreneurs, who would 
carry out the negotiations on behalf of Quebec 
after the successful referendum. He argued 
that .a ‘yes’ vote and pressure from the 
inlcmalional community would force Canada 
to negotiate. F.mpowercd by sovereignty 
Quebec would move on to a partnership 
agicemenl, but partnership, he pointed out, 
was not a condition for gaining sovereignty 
(G and M, October 13, 1995). However, 
even this stand was tempered by Bouchard 
who insisted that before proclaiming 
.sovcicignty, Pari/cau would have to fulfil 
his legal obligation to negotiate a partnership 
deal. In fact it almost appeared as if the 
mandate being asked for was to merely begin 
negotiations with the federalists. The .surge 
in support for the ‘yes’ side did lead to a 
hatdcningof the position of the PQ. Parizcau 
declared that if the federalist refused to 
negotiate the debt and other problems within 
weeks of a victory, or if negotiations broke 
down, Quebec would declare .sovereignty 
(G and M. October 21, 1995). 

These shifts on the part of the sovereignists 
created considerable confusion in the minds 
ot the public. Polls show that a number of 
those planning to vote ‘yes’ believed that 
even after independence was achieved, they 
would send deputies to Ottawa, maintain 
econgmic tics with Can.ida, enjoy dual 
citizenship, use the Canadan dollar and 
passport, etc. Ambiguity over the meaning 
of the vote thus became part of the referendum 
campaign, and was in fact a tactic used by 
the ‘yes’ side to win over reluctant voters. 

This ambiguity is reflected in the 
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referendum question.’ ft wa.s long with 43 
words, leaving much room for vagueness. 
It did not mention the word ‘country’ and 
chose the softer euphemism ‘sovereignty’ 
rather than separation.' It offered the voters 
first a separation from Canada and then 
negotiations for political and economic 
partnership, which leads one to question the 
intentions of its drafters. The question thus 
was a convoluted paragraph meant to appeal 
to voters who remained unsure about what 
independence meant. As Johnson said, “It 
certainly gives the impression that sover¬ 
eignty and separation are conditional upon 
the atuimtient of some new order, a new part¬ 
nership, a new association, and a union with 
Canada as a foreign country, when in effect 
it does not" (G and M. October 10. 1995). 

An analysis of the federalists’ campaign 
shows that in the first few weeks they seized 
the initiative and were united, aggressive, 
and over-confident. Led by the PM and the 
PLO. they tried to bring hard economic issues 
into the forefront of the debate; the debt, the 
deficit which could rise to $15 billion, cuts 
in welfare, loss of equalisation payments, 
jobs, citizenship, and the high co.sts of separa¬ 
tion. .Second, they warned that sovereignty 
meant total separation and no negotiations 
would be held on any issue (G and M, 
October9.1995). These issues played an im¬ 
portant role in early October and underlie 
ttieup.surgc for the ‘no’ side, as polls show that 
a large number of those who intended to vote 
‘yes’ were unclear on its implications. They 
were also aware that Quebec had a fiscal deficit 
which it would have to deal with alone after 
independence. However, after October 15. 
when the ‘yes' side began to gain, a concilia¬ 
tory tone was adopted, and after the 20th 
panic even led to promises of giving'more 
powers to Quebec within the federation.'' 
The rising support forlhe ‘yes’ sideexposed 
the diftercnccs within the federalist camp, 
which the sovercignists underlined to their 
advantage. For example, on October 21, the 
PM dismis.sed a suggestion from Johnson 
that Quebec be rcc.ogiu.sed as a ‘distinct 
society’ (<» and M, October 23, 1995). 

A number of fac'orsihelped the federalists. 
The Allophones, who constitute about 18 
per cent in Quebec, largely voted against 
separation. There had been a backi ash against 
them after the 1980 referendum, but they did 
cast their votes. A second factor was the 
psychological impact of an exodus by 
investors from Quebec - particularly from 
Montreal and Hull. A large number of people 
also shifted their savings or bought foreign 
stocks and bonds (G and M. October 26, 
1996). Tile mood in the rest of Canada 
(ROC) loo was not inclined favourably 
towards the sovcreignist side, just as during 
the Mccch hike and Charlottetown period. 
Many surveys showed that the ROC had 
little interest or patience with Quebec. For 


example, 33 percent in Alberta believed that 
Canada would be better off without Quebec, 
and 88 per cent felt that a sovereign Quebec 
should not be allowed to use Canadian 
currency (G and M, September 8, 1995). 
Political elites in western Canada too were 
in a controntationai mood with the rise of 
the Keform party, and felt that negotiation 
and compromise with Quebec was now 
difficult if not impossible.’ Another factor 
was the stand taken by the native peoples 
in the northern part of the province. The 
Inuit and the Cree held a referendum of their 
own - the former on October 26,1994 and 
the latter just days before the October 
referendum - and a majority voted to stay 
with Canada. In fact the Cree held that they 
would form their own state, which would 
mean a partition of Quebec.'’ These factors 
prevented many Quebeckers - Francophones 
and others - from voting for sovereignty as 
they were apprehensive that independence 
would introduce insurmountable problems 
and that negotiations for economic associa¬ 
tion would be opposed by the rest of Canada. 

CONa.USKlN 

Where docs Canada go from here? The 
implications of the failure of the referendum 
may be briefly summed up. In the 1990s, 
and more particularly following the failure 
of the referendum, there has been a hardening 
of attitudes between Francophones and 
Anglophones in Quebec. The prolonged 
referendum campaign, which stressed 
divisive issues, al.so contnbuted to this, in 
the 1970s and 1980.s, Anglophones in Quebec 
accommodated and in some cases were 
supportive of the demand for recognition as 
a distinct society’,but thishas been replaced 
by a strung anti-independence stand. The 
parti tiunofC^cbcc, a subject rarely di.scusscd 
earlier, is now dune .so openly, and the 
referendum led to a large-scale exodus of 
Anglophones and Allophones from Quebec. 
Corresponding to this, many Francophones 
no lunger subscribe to the concept of a 
‘plural society' in Quebec and moderate 
nationalism, but exptjct integration of non- 
Francophones in an independent Quebec.’ 
Moreover, the ‘middle ground’, which was 
once crowded territory both in Canada and 
Quebec, is now very thinly jiopulated and 
occupied mainly by intellectuals (Canada 
Reclaiming the Middle Grouid edited by D 
G 1-enihan,Gordon Robertson, RogerTasse, 
IRPP, 1994). Earlier much more room existed 
for barvaining. negotiations, and compro¬ 
mise; this has been replaced by distrust and 
lack of accommodation, which is not con¬ 
ducive to the functioning of a federal stale. 
The ROC IS no longer irtterested in the ‘Quebec 
problem’, something which is reflected even 
in academic writings on the subject (English 
Canada Speaks Out edited by J LGranatstein, 
Doubleday Publishers. 1991). 


• The failure of the referendum left the 
separatist parties in disarray, although berth 
Parizeau and Bouchard immediately said 
they would definitely try again. Leaders on 
both sides have stressed the need for change 
and reconciliation. In the first week of 
November, Parizeau resigned as premier 
and was replaced by Bouchard who is 
perceived as being easier to negotiate with. 
'The PM Jean Chretien in Decembe; placed 
three proposals before Queiec: a 
parliamentary motion to recognise Quebec 
as a ‘distinct society’; a bill that would give 
Quebec a veto on constitutional change; and 
a promise that the federal government will 
get out of manpower training, something 
Quebeckers feel strongly about. The 
proposals have been rejected by Quebec as 
coming too late and giving too little. Thus 
the situation seems to have reached an 
impasse and no easy solution is in sight. 

Notes 

(The data for this paper were collected during a 
visit to Canada in May/June 1996 o’n a Faculty 
Research Fellowship from the Shastri Indo- 
Canadian Institute, Calgary, Canada, and is part 
of a larger research project on Quebec 
nationalism.] 

1 They were probably right because in a survey 
77.3 per cent said the biggest factor determining 
their choice was their ‘pride in being 
Quebeckers’, others came afterwards. 
O’und Af. October 24, 1995. 

2 The Question - “Do you agree that Quebec 
should become Sovereign after having made 
a formal offer to Canada for a new Economic 
and Political partnership within the scojie of 
the Bill respecting the future of Quebec and 
the Agreement signed on June 12, 1995” 

3 The term ‘sovereignty’ has in all poll question: 
yielded a higher proportion of support in favour 
of independence than tlie term ‘separation’. 
This is because some voters equate the former 
with provincial autonomy rather than formation 
of a new state. In the first study on separation 
carried out in 1963, it was found that while 
only 13 percent were in favour of separation, 
as many as 26 per cent considered the 
independence of Quebec as both ‘desirable’ 
and ‘workable’. Fora discassion, see Maurice 
Pinard, ‘The Independence Issue and the 
Polarisationofthe Electorate: The l973Quebec 

' Election’, Canadian Journal of Political 
Science, Vol 10, No 2, June 1977, pp 215-60. 

4 These were contained in the Ottawa document 
of the federal government which went into die 
question of secession. It he’d it to be 
unconstitutional and suggested ways to stop 
it, C anil M, October 21, 1995. 

SBC premier Michael Harcourt told Que beckeis 
in spring 1995, that if they voted for sovereignly 
they would be transformed from the ‘best of 
friends’ to ‘the worst of enemies’. .So did R 
Romanov of Saskatechewan and R Klein of 
Alberta. ‘Westerners in no Mood to Accommo¬ 
date to Quebec’, Grind Af, .Septembers, 1995, 

6 ‘Cree Wave Referendum Flat at Separatists’, 
Ottawa Citizen, September 22, 1995. 

7 These aspects of the post-iefetcndum situahon 
were mentioned by James Tully, McGill 
University, Montrael, in onextended discussion 
with him in June 19% 
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hot turkey 

US Authorised Kurdish Massacre 

Vyay Prashad 


ne Americans eat turkey to celebrate their massacre of the Amerindians; 
Turkey, the nation, runs amok conducting our own contemporary 
massacres, first the Armenians and now. the Kurds. 


BURIED in the inside pages of the first 
section in the Sunday New York Times 
(September 8) comes a short note that the 
Turkish army last week was busy attacking 
the Kurds. On page 14, the Times offers an 
Associated Press report that the US secretary 
of state, Warren Christopher, “gave Turkey 
a green light today [7th] to send troops into 
northern Iraq to create a buffer /one against 
attacks on Turkish territory by Kurdish 
guerrillas”. CaiiTurkey play the trustworthy 
role of peacekeeper which is so ofen left 
to the beleaguered UN troops? Do the 
Kurdish factions trust the Turks? Which 
‘Kurditih guerrillas' have attacked Turkish 
territoiy? 

The story offers one detail which itself 
demonstrates the lack of trust felt by the 
Kurds for the Turkish regime a couple of 
weeks ago: the Turkish air force attacked 
position held by the Workers' Paily of 
Kurdistan (PKK) in south-eastern Turkey. 
The Turkish government, since the 19?0s, 
has conducted a fierce counter-insurgency 
and military campaign against the Kurds 
and, from the 1970s, their principal Turkish 
party, the PKK as well as .igain.si the v.nrious 
Iraqi Kurdish factions which work along the 
border (both the Kuidish Democratic Paiiy 
bf Iraq (KDP) and the Patriotic Union of 
Kurdistan (PUK)). Sinniltaneously, Kcma- 
lism and its organs have nithlessly attemp¬ 
ted to undermine the cultural life ol the 
Kurds - it is de facto illegal, tor instance, 
to speak any Kurdish dialect in the confines 
of 'Purkey. Given this history, why has the 
US allowed the Turks to enter Iraq and 
participate in the most recent carnage? 

A l-Hayat, from Dama.scus in Syi la, reports 
that the KDP(-I) did not only sign ‘points 
of understanding' with Saddam Hussein 
(which enabled them to obliterate the PUK 
from Arbil and Sulaimaniya (from the 
southern Kurdish districts), but also forced 
an agreement with the Turkish government 
of Suleyman Deinirel The Anknra-Kurd 
agreement, Al-Hayat notes, authorised the 
Turkish government to "undertake to expel 
the PKK forces from northern Iraq”. Fiuther. 
the ‘Turkish army and intelligence would be 
allowed to pursue this party's elements into 
Iraqi Kurdistan, and that Bar/ani would 
protect the Iraq-Turkey oil pipeline" Two 
points need to be made from this report. 

First, KDPtD’s deal with Baghdad and 
Ankara has sealed the fate of the Kurdish 
liberation movement, since it has enabled 
the Iraqis and the Turks to justify (on the 


pretext of an invitation from the beleaguered 
‘representatives’ of the Kurds) its military 
activities to those guardians of the New 
World Order, the US and the UN. Kurdish 
resistance in Turkey has a glorious history: 
it begins with the Shaikh Said revolt in 
February 1925 which was crushed by the 
Kcmalist regime’s mobilisation of 10,000 
men and 2.^ aircraft. The Mount Ararat revolt 
followed in 19.10 and the Turks sent in 65,(XK) 
men in June to exterminate the Kurds. 'Phe 
Turkish regime pininulgated an ordinance 
(July 29,1931) which declared that the killing 
of Kurds in the Ararat region “will not he 
considered crimes." Deportations followed 
the killings. Tben, the Dersim revolt of 
1936-38 involved the Turkish army in a war 
with devastating results: the Kurdish 
resis^nce was effectively ended until the 
lale lOSOs. The Mcndercs coup in I960 was 
inaugurated by the arrest of 485 Kurdish 
leaders. The net result was that the 'Purkish 
Workers’ Party, a Marxist foimation, orga¬ 
nised among the Kurds and introduced 
Marxist Leninist notions; the I'WP's second 
leader. Mehmet Ah Aslan was a Kurdish 
lawyer. This convergence brought the heavy 
hand of the Turkish govci nmcni on both the 
Kurds and the TWP. Radical Kurds formed 
the Socialist Party of 'Purkish Kurdistan 
(.Sl’TK) in 1971 (after another coup in 
Turkey) which was demolished by the 
government m the 1980 coup. The PKK, 
lormed in 1975, is the current Marxist parly 


which leads the Kurds. The anii-Marxitit and 
anti-Communist flavour of Euro-America 
enabled the Turks to continue a gcnocidd 
campaign to liquidate the Kurdish people. 
A glance ai two Amnesty reports, EUR 44/ 
24/95 and EUR 44/01/95. is illustrative us 
is the document by Torres Des Femmes 
{Depesetten au.s der Tnrkei md Kurdistan, 
published from Bochum in Germany in 
1995). Now. we hear, the US gives Turkey 
the right to further its aggression into the 
domains controlled by the PKK. 

Second, the oil-flow from Iraq (despite 
the US embargo) will continue, but now 
through the aegis of a monopoly tnmsporter 
(the KDP(l) rather than through both KDP 
(1) and PUK territory (previously both 
profited from the laritfs, which was one of 
the mam reasons for their dispute). .Saddam 
Hussein’s victory does not just give Baghdad 
control over the northcni regions, but it also 
allows for a streamlined transpoit of oil 
from Iraq to the international markets. 

Footnote: 'Phe September 9 bombing of 
southern Iraq has immediately benefited the 
oil monopolies. In 1994-95, the bcneh-irark 
North Sea Brent Crude Oil sold at $17.07; 
in 1995-96, the price rose to $18.63. This 
rise has benefited from the effects of a gradual- 
withdrawal of Iraqi oil from the market. 
Moments after the cruise missile attack, the 
oil price ro.se to $23.50 and it soon .stabilised 
to $22. .So much for the .separation between 
‘politics’, the ‘military’ and the ‘economy. 

Turkey, a member of the European Com¬ 
munity, is exempt Irom the pathetic mora¬ 
lising which infects Amcricim governmental 
discourse. As a ‘European’ power, it is 
allowed to act indcficndcntly, for it is deemed 
to have a moral conscience. Iraq is bombed 
for doing pretty much the same things as 
Turkey. The Americans cat turkey to cele¬ 
brate thei r own massacre of the Amerindians; 
Tuikey, the nation, runs amok conducting 
our own contemporary massacres - first the 
Armenians and now the Kurds. And the 
Americans, “give the green light...” 
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PERSPECTIVES 


Pakistan: Religion, Politics and Society 

Asghar Ali Engineer 


The attempts of Jinnah, Maulana Maududi and Zia to Islamise Pakistan 
society, instead of upholding Quranic principles, aimed to placate 
influential sections within the polity. In contrast, the thought of 
Maulana Azad and Maulatm Madani, stressing universalism and 
composite nationalism, came nearer to Quranic injunctions. 


WAS Pakistan created tor Islam or for 
Muslims, is an important question. There is 
divided opinion on this. Some ideologues 
of Pakistan would like lo maintain that 
Pakistan was primarily created tor 
establishing an l.slamic slate in the Indian 
sub-continent. Others, who view things more 
analytically than ideologically, would 
seriously doubt this proposition They would 
rather uphoUi the view that Pakistan was 
created to serve the interests ot a section of 
Muslims m pre-independent India. The lact 
that Maulana Maududi, the founder of the 
Jamat-c-lslunii. kept away from the Pakistan 
movement, goes to show that. The Maulana 
was an ideologue of an Islamic state, lie had 
no interest in a .secular Pakistan ot Jinnah’s 
dream. The Maulana's lack of interest in the 
Pakistan movement was on account of 
Jinnah’s lack of inteiest in an Islamic state. 
Jinnah’s main fight was tor proper share in 
power for Muslims and he propounded the 
theory of two nations only when theCongress 
slighted him after the 1937 elections in the 
United Province f I IP) and did not take the 
two Mislim League ministers in the UP 
cabinet, as informally agreed upon by the 
Congress. 

Ever, the two nation theory as piopoundcd 
by the League does not have religious 
overtones; it laid more emphasis on cultural 
rather than religious differences. Speaking 
alroul the two nationi theoiy, Jinnah said: 

..But surely, it is llagrant disregard of the 
past history ot the subconliiient of India as 
well as the fundamental Islamic conception 
of society vis-ti vi.t that of Hinduism to 
churactcrisc them as mere 'supersiitions'. 
Notwithstanding thousand years of close 
contact, nationalities which aic as divergent 
today as evei. cannot at any tunc be expected 
to transform themselves into one nation 
merely by means of subjecting them to a 
democratic constiiution and holding them 
forcibly together by unnatural and artificial 
methods of British parliamentary statutes. 
What the unitary government of India for 
150 yeais h:id failed to achieve cannot be 
realised by the imposition of a centi al federal 


government. It is inconceivable that the fiat 
or the writ of a government so constituted 
can ever command a willing and loyal 
obedience throughout the subcontinent by 
various nationalities except by means of 
armed force behind it (Sharif al-Mujahid, 
1985:491). 

Here it will be clearly seen that Jinnah is 
emphasising nationality, rather than religious 
aspect of the problem. And when he tries 
to make religious argument, he falters and 
gives examples which are hardly convincing. 
For ex.'iinple he says: 
it IS extremely difficult lo appreciate why 
our Hindu friends fail to understand the real 
nature of Islam and Hinduism. They arc no 
religions in the strict sense of the word, but 
are. in fact, different distinct social orders 
and it IS a dream that the Hindus and Muslims 
can ever evolve a common nationality, and 
this mi.sconception of one Indian nation has 
gone far beyond the limits and is the cause 
of most of our troubles and will lead India 
to destruction if wc fait to revise our notions 
in lime. The Hindus and Muslims belong to 
two different religious philosophies, .social 
customs, 1 iterature. They neither intermarry, 
nor inicrdme together and, indeed they 
belong to two different civilisations which 
arc based mainly on conflicting ideas and 
conceptions. 1 1 is quite clear that Hindus and 
Mussalmans derive their inspiration from 
different sources of history. They have 
different epics, different heroes and different 
episodes. Very often the hero of one is a foe 
of the other and. likewise their victories and 
defeats overlap To yoke together two such 
nations under a single state... mu.st lead to 
growing discontent and final destruction of 
any fabric that may be so built up for the 
government of such a state (ibid, p 492). 
All the reasons cited here for 
incompatibility of Hindus and Mu.slims to 
live under common nation by Jinnah are 
hardly convincing for a discerning mind. It 
is more of a rhetoric than objective reality. 
The problem is that Jinnah was far fnim 
being a theologian or a religious scholar. He 
did not know the religion he was talking 
about. His knowledge of Islamic theology, 
Qur’an and hadith was nearly zero. He, there¬ 
fore, cho.se to give examples from history, 


society and culture to prove the incom¬ 
patibility of the two communities. He talks 
about Hindus and Muslims belonging to 
“two different religious philosophies, social 
customs, literature". Religious philosophies, 
except certain common minimum beliefs, 
differ from sect to sect in one religious 
framework al.so. For example, there are 
fundamental differences in religious philo¬ 
sophy of the Sunni Muslims and the ismaili 
Muslims, between Wahabis and Sunnis, 
Shias and Sunnis and they do fight against 
each other, and quite violently, at times. No 
wonder then that we find violent conflict 
between the.se sects of Islam in Pakistan. 

It is also to be noted that though religion 
is an important contributing faclorfor culture, 
it is not the only factor. The spiritual 
expression of culture owes itself to other 
factors, apart from religion such as language, 
values, local customs and traditions, food, 
weather, mode of dressing, dances and music 
and so on. Despite following the same 
religion, people can have different cultures. 
For example, the Arab Islamic culture k> 
quite distinct from north Indian Islamic 
culture; and north Indian Islamic culture has 
its own variants from south Indian Islamic 
culture. North Indian culture was deeply 
influenced both by Hinduism and Islam and 
hence it was often referred to as a composite 
culture. Both Hindus and Muslims jointly 
enriched this culture in the fields of music, 
painting.danccs, dresses, foods, behavioural 
mannerisms, language and religio- 
philosophical thoughts. Often it was difficult 
todistinguish between a Moghul and a Rajput 
prince or princess from outward appear¬ 
ance. Similarly, a Muslim peasant in a UP 
or a Bengali village could hardly be 
distinguished from a Hindu peasant. Their 
linguistic dialects were also almost similar 
with minor differences. 

Thus, if the two nation theory was base;! 
on such factors then it had hardly any validity. 
In Pakistan the two nation theory received 
a hard blow when the Bengali Muslims 
seceded from it. Their Muslimness could nol 
be accommodated with their Bengalmess. 
Also, the Mohajirs - essentially the north 
Indian Urdu and Gujarati speaking Muslim.' 
- are now embroiled in conflict with the 
Sindhi speaking Mu.slims on one hand, anc 
Punjabi speaking Muslims, on the other 
Even after nearly 50 years of their existcnct 
in Pakistan, the Urdu speaking Muslimt 
very much cany the stigma of beingmu/iq/ir 
i e, immigrants from outside. It should alsr 
be noted that the Urdu. .Sindhi and Punjab 
speaking Muslims arc quite proud of theii 
di.stinctivc cultural traditions. 

While Jinnah, not being a theologian 
emphasises differences between Hindus am 
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Muslims, two most eminent theologians of 
pre-independence India and his (Jinnah's) 
contemporaries, Maulana Abul Kalam Azad 
and Maulana Husain Ahmad Madani put all 
the emphasis on what is common between 
them. Maulana Abul Kalam Azad 
propounded the concepts of wahdat-c-din 
and rubuhiyah (i e, unity of religion and 
sustenance) which emphasises commonness 
and unity, Thus, Maulana Azad defines the 
concept of rububiyat a.s follows: "Ruhubiyat 
is a process of tender or careful nourishment 
providing from moment to nunnent and from 
stage to stage all thtit one needs to gam the 
fullest possible development. And this 
process is always to be marked by the touch 
of tenderness: for, no activity which is not 
actuated by this can claim to be regarded 
as Rubuhiyal". The rububiyat, it should be 
noted. IS universal and not particular in its 
application. Thus, Maulana Azad .says, ‘The 
Qur'an often refers to the value of the good 
things of life and the measure of each 
measured out to every living object, and thus 
points to the fact of life, that nature provides 
everything in a particular measure and this 
under a particular system of plan’’. This. 
rububiyat applies to every living being in 
a particular measure. No living licing can 
bedeprivedof Allah’s lunction of rubulnyat. 
The Maulana, further emphasising this 
commonness,observes:‘The strangest thing 
about this scheme of Providence, though the 
mo.st patent, is its uniformity and the h:irinony 
underlying it. The method and manner of 
providing means of sustenance toi every 
object of existence ate the same everywhere. 
Thus, according to the concept ot rububiyat, 
Allah makes no distinction between one 
human being and another, believer or non¬ 
believer The Maulana puts great emphasis 
on this concept and its universality” 
Maulana Azad also explicates his concept 
of u-ahdai-c-din in the first volume of his 
Tarjuman al-Qur'an. Azad quotes two 
important verses in this rcsiwct: “And they 
say, ‘None but Jews or Christians shall enter 
Paradise’. Tbis is their wish. Say: Give your 
proofs if you speak the truth. But they who 
set their face with resignation God-ward, 
and do what is right. - their reward is with 
their Iword; no fear shall come on them, 
neither shall they grieve” (2:1-06). Then he 
quotes the verse {2:.‘59), “Verily, they who 
believe (Muslims) and they who follow the 
Jewish religion, and the Christians, and the 
Sabaeans - whosoever believes in God and 
the last day, and docth that which is right, 
shall have their reward with their Lord: fear 
shall not come upon them, neither shall they 
grieve”. Then Maulana Azad comments; 
“Din or the real religion was thus devotion 
to God and righteous living. It was not a 
name for any group formation. Whatever the 
race or community or country one belonged 
to. if only he believed in God and did 


righteous deeds, he was a follower of the 
Din of God, and salvation was his reward”. 

Azad maintains that this is es.sence of Din 
which leads to wafuiat (unity). Real Din 
does not divide, it unites. But the followers 
of every religion drew a circle around their 
religion to distinguish it from others and 
considered the others as on wrong path. 
Maulana observes, ‘The concept of faith and 
righteous living was thus relegated to the 
background. One might be an ardent devotee 
of God and practice intensely righteous 
living, but if he happened to be outside the 
circle of Judaism or of Christianity, no Jew 
or Christian would regard him as the ‘rightly 
guided’...”. Then he goes on to say, ‘The 
Qur’an discountenances this attitude. It 
proclaims that divine quidance nr Hidayat 
cannot be confined within such man-made 
limits. Whatever one’s race or community 
or affiliation, he who offers sincem devotion 
to God and lives a righteous life, he has 
attained salvation and no tear shall come 
upon him.” 

Maulana Azad thus never accepted man¬ 
made distinctions as against clear divine 
injunctions for unity of humankind. He also 
thought that the very name Pakistan is un- 
Islamic as entire universe, let alone the earth, 
has been created by God and no one part 
of It could be holy (Pakistan), He also 
repeatedly advised Muslims not to be misled 
by the propagand<i of the Muslim League. 

.Similarly, another eminent theologian. 
Maulana Husain Ahmed Madani, the rector 
of Darul-’ Ulum, Dcoband, rejected Jinnah’s 
two nation theory and justified the concept 
of composite nation on the basis of Qur'an 
and the Prophet’s sunnah. He wrote a book 
Muttahida Qauniiyai Aur hlam (Islam and 
Composite Nationalism) in reply to Iqbal's 
rejection of the concept ol nationalism. 
Discussing various aspects, Madani argues 
that in the Qur'an the qaumiyat (i c, 
nationhcKid) ot the prophets and unbelievers 
is the same. Thus, the kujfar (unbelievers) 
and muslirikin (i e, polytheists) share their 
nationality with the prophet. Al.so. the prophet 
speaks same language as the unbelievers and 
polytheists. Thus, the Qur 'an repeatedly uses 
the words likeqaum-r-Nuh, quam-e-lhraliim, 
qawn r-Musa, etc, which clearly indicate 
that the prophets shared qaumiyat with 
unbelievers and polylheists. 

Madani proceeds to say that people living 
in India have language, residence, race in 
common, and ihc foreign government, to 
realise its goals, has crushed these 
commonalities. Indians arc being decimated 
by the foreign power. Therefore, Indians 
should unite to throw away this yoke of 
. foreign rule. ’I’his can be realised only through 
composite nationalism and unity ot entire 
country. For this purpo.se, to unite with non- 
Muslims is part of the Prophet’s sunnah. 
Madani gives the example of the Prophet’s 


attempt at building a united community 
(Qaum or Ummat) in M.adina with Jews, 
Muslims, etc, by drawing up a detailed pact 
between them giving each religious group 
full freedom to practice their own religion. 
The Maulana quotes several clauses from 
this pact in Madina to prove the need for 
the Muslims to form united nationalist front 
with Hindus and others in India. 

Madam considers Islam is a flexible 
religion. A Mu.slim, according to him, can 
live with non-Muslims in the same country, 
can enter into treaty with them, can live in 
peace with them and can enter into contracts 
of sale and purchase, can take and give loan, 
can trust them. He can share sorrows and 
joys, can participate in mairiage and funeral 
with them, can cat and drink with them. A 
Muslim cun enter into (he country ot 
uiibelicveis, can live there permanently, can 
marry their daughters (daughters ol 
Christians and Jews), There are many such 
laws and rules in Islamic .shuri'ah which arc 
tolerant and open. Islam gives full treedom 
to others to preach and practice then religion 
and practice their own pc-nsonal law and 
protect their own culture 

The Maulana compaics this with the 
declaration of Ihc Congress in ISX.*! whose 
mam purpose was lo iiniic (politically) all 
diflerent cominunilios into one nation. Yet, 
it repeatedly assured that all Indians will be 
free in matters of religion, culture, personal 
law, etc. The All-India C’ongrcss session of 
1931 also made similar declaration and 
promised to give fundamental rights to the 
citi/cns of India. 

Thus, Miaulana A/ad and Maulana Husain 
Ahmed Madani, unlike Jinnah, take very 
dilfercnt view ol Islam and reconcile it 
successlully to the needs of modern compo¬ 
site nationalism. Jiniiah, however, who was 
never initiated into theological discipline, 
advocates sc|iuratism on Ihc, basisof religion. 

Jinnah argued for cultural differences 
between Hindus and Muslims, so radical 
that one cannot reconcile them. But. signi¬ 
ficantly, cultural tliffercnccs by themselves 
do not cause conllict; Ihc rc.il cause ot conflici 
is power and sharing ol resources. Tht 
Sindhis in Fakistaii feel that the Muhajirs 
usurjicd their lagiiimatc share in job. ant 
political ot I'ices ‘reduLing them to sccondarj 
citizens iniheirown homeland. The Punjabc 
too felt that they being in majority, thi 
Mnhajirs have no right to monopolise the to) 
jobs m bureaucracy and army and pohtica 
offices. Alter the formation of Pakistan, thi 
Muhajirs held the top jobs, specially in bureau 
cracy and politics. G M Syed. who stoiK 
with Jinnah at ihc 'ime of formation o 
Pakistan, soon realised his mistake andbcgai 
lo demand an independent Sindliu Desh. 

Thus, in ultimate analysis, it is not cullura 
or religious differences, but iitiwcr-shariii; 
arrangements between ditlercni religioui 
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linguistic ur cultural communities which 
really matter. Jinnah was a highly westernised 
person, quite indifferent to religious beliefs 
and practices. Yet, when slighted by the 
Congress leaders, he fought for the Muslim 
elite and their share in power with great 
verve and ultimately succeeded in creating 
Pakistan. Jinnah was votary of Hindu-Mulsim 
unity up to 1928 and pleaded with the 
Congress leaders to accept certain demands 
of Muslims so as to save Indian unity. The 
most important demand of the Muslim elites 
led by Jinpah was to give one-third share 
in power to Musli ms i n the central legislature. 
As pointed out by Azad, in his India IVim 
Freedom, the Congress leaders made a vital 
mistake by refusing to share power with the 
Muslim League after i9.'l7 elections in the 
UP. The two nation theory was thus founded, 
nut on religious but political differences. It 
was not a religious requirement but a political 
exigency. 

Yet, as noted above, prominent ‘Uiama 
of the subcontinent like Maulana Husain 
Ahmed Madani, Maulana Hifzur Rehman 
and several others vehemently' opposed 
Jinnah and his two nation theory. In fact, 
the Qur 'an throws a challenge to the believers 
to coexi.st with others. It says: "For every 
one of you We appointed a law and a way. 
And if Allah had pleased He would have 
made you a single people, but that He might 
try you in what He gave you. So vie one 
with another in virtuous deeds” (5:48). Thus, 
Allah’s intention is that people of ditferent 
religious persuasions and different commu¬ 
nities should coexist and live in peace and 
harmony. Madani knew better than Jinnah 
that there is no justification for the two 
nation theory in the holy scripture of Islam. 

Maulana Maududi, the founder of Jamat- 
e-lslami, did not support Jinnah's movement 
for Pakistan as it was ‘un-lslamic’ in 
character. Jinnah's concept of Pal^istan was 
essentially secular. He never thought oi 
establishing an Islamic slate. Thus, the chici 
justice of Pakistan, Muhammad Munir says 
in his book From Jinnah to Zia, ‘There can 
be no doubt that Jinnah was a secularist and 
against theiKracy In his speech to the 
Con.stituent Assembly on 11th August 1947 
he had given a picture of Pakistan which wa^ 
nothing short of a secular state in which 
Muslims and non-Muslims could livc 
logethcr and be its citizens, with equal rights 
of citizenship, and that religion would be .i 
private affair of the individual, having 
nothing to do with the administration of the 
state” (p xv). 

The objectiveresolutiondeclaring Pakistan 
an Islamic state could be pa.ssed only aliei 
SIX months of Jinnah’s death. It was 
introduced by the prinie minister Liaqat Ah 
Khan. According to Justice Munir, it was 
“quite contrary to the Quaid-i- Azam's 
conception of the state”. “The non-Muslims”. 


he writes, "complained against it saying that 
in the state envisaged by that resolution their 
position would be that of Zimmis, contrary 
to what the Quaid-i-Azam had declared. But 
since they were in a minority and Liaqat Ali 
Khan would not change his stand, they 
walked out of the Assembly and the 
Resolution was passed” (Ibid). 

II 

Even after passing the objective resolution, 
the process of Islamisation of Pakistan did 
not begin. Islam was declared the state 
religion, but by and large, Pakistani stale and 
social structure continued to be secular. Ayub 
Khan who captured power in 1956, in spite 
beingamiiitary dictator, wasabroad-minded 
person. But, as pointed out by Justice Munir, 
he had no party of his own. “If he had party 
of his own”. ob.scrves Justice Munir, “the 
history of Pakistan would have been 
different... He had omitted the word ‘Islamic’ 
from the name of the state” (p xvii). 

Ayub rc.sorted to the concept of basic 
democracy and the basic demtKrats approved 
his constitution of 1962 which omitted the 
concept of fundamental rights. In the pream¬ 
ble to that constitution he had referred to 
Islamic principles of equality, justice and toler¬ 
ance. Ayub in fact took on the conservative 
and orthodox forces in Pakistan s<x:icty though 
he could not always have his way. But in 
certain respects he stood firm. He fully sup¬ 
ported thedemand forchangeinMuslim per¬ 
sonal law and issued the Family Laws Ordi¬ 
nance in 1962. Ayub appointed acommission 
headed by .Sir Abdur Rashid, chief justice 
of the SupremeCourt to re-cxaminc the mat¬ 
ters relating to the inheritance of grandson's 
right to inherit his pre-deceased father’s pro¬ 
perty, question of triple divorce and polygamy. 


The commi.ssion recommended that the 
taw on ali three points was being wrongly 
interpreted by the traditionists and gave their 
opinion against all the three points. They 
held that the grandson in the circumstances 
could not be excluded by his uncles from 
his grandfather’s property; the restriction on 
the wife remarrying her husband and 
consummating the marriage, on being 
divorced by him was wrong; the right of the 
husband taking another wife in the presence 
of his first wife without assigning any reason, 
though was lawful, it made him liable to fine 
if done without the permission of the 
arbitration council. 

Later, the Ayub government issued an 
ordinance on these lines. The traditional 
‘uiama protested against it and wanted the 
ordinance to he repealed while women were 
for its retention. The Ayub regime stood 
firm and the ordinance was not withdrawn. 
No subsequent regime, including that of 
Muhammad Zia-ul-Haq, could repeal it. This 
ordinance benefited the women in Pakistan. 
According to it, marriage and divorce need 
to be registered with the arbitration council. 

The Jamat-c-Islami headed by Maulana 
Abul A'ala Maududi in Paki.stan was a 
conservative force. The Jamat considered 
Hizhullali, i c, party of Allah, and the 
Maulana theorised th>U m an Islamic regime, 
only one party, i e. the Party of Allah could 
exist. Maududi stood for a theocratic state 
which he described in Islam as a theo- 
dcmocraiic .state. But interestingly, while 
Maududi talks of only one party, the 'uiama 
in Pakistan arc divided into several parties 
and have fundamental differences with each 
other. They do not hesitate to issue fatwas 
of Kufr against the other. No two Uiama, 
as pointed out by Ju.siice Munir in his report. 
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agreed on the definition of Muslim and yet 
were practically unanimous that all who 
disagi^ should be put to death (vide Munir 
Commission Report. Lahore, 1954:218-19). 
It is also interesting that while Maududi's 
Jamat-e-Islami believes that a woman cannot 
be a head of an Islamic stale, the Mauiana 
supported, in 1962, the candidatureof Fatima 
Jinnah (Jinnah’s sister) for presidentship of 
Pakistan. It was sheer political opportunism. 

'According to Maududi, rule of God will 
prevail in an Islamic state. If Muslims are 
sincere to their religion and faith, they must 
then struggle to impose Shari’ah, the law of 
God. For Maududi, anyone who oppo.scs 
imposition of God’s rule as advocated by 
him, is an enemy. Maududi maintains that 
cordial relations with the non-Muslims is 
not the real aim of an Islamic society; on 
the contrary, its real aim is to impose God’s 
rule over the society even if it means 
confrontation with the non-Muslims. Real 
peace, according to Maududi, can be 
established only if all submit to the law of 
God, i e, only when the non-Muslims 
reconcile themselves to the establishment of 
the Islamic rule [.see Maududi, Istami Hiynsat 
1974:631. 

The important question here is who will 
decide what constitutes rule of God. Whose 
view will prevail in this re.spccl‘.tThe Mauiana 
even maintains that even the elected 
paiiiament will have no right to legislate; 
it will have authority only to impose shari’ah 
law. According to him sovereignly belongs 
only to Allah, not to legislative body elected 
by human beings. Human beings have only 
10 submit to the soveregnty of Allah. In tact, 
the concept of sovereignty of God is derived 
Irom the Qur’anic verses like 11:45 where 
Allah IS de.sciibcd as Ahktun al-Hakimin 
which is rendered as ‘ruler ol the rulers’. In 
lact. It carries the concept of justness and 
it should be translated as ‘ju.stest of the 
just’. He has also been described as 
Khayrut Hakimin, i c, the Best ol Judges in 
7:87. 

For persons like Maududi sovereignly of 
God in fact means sovereignty of the Jamal- 
c-Islami and its interpretation ol shan’ah. 
People will have to submit to the office¬ 
bearers of the Jamal. In fact the concept ol 
sovereignty of God has to be properly 
understood. Sovereignty of Allah can never 
mean sovereignty of jurists. The Shari’ah 
law cannot be static and immutable. It is the 
principle of justice and equality which is 
supreme and all laws must be just and 
equitable. The position that even a legislative 
body in an Islamic country cannot legislate 
is totally untenable. Even the holy Piophct 
had permitted Ma’adh bin Jabal to take 
resort to j/(i/iru/( mental efforts to understand 
new situation and accordingly apply the 
injunctions of the Qur’an and sunnah). New 
situations arise and new legislations are 
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needed, and old legislations need to be 
rethought. What is unalterable is basic 
principles and values, not their applications 
in given circumstances. 

Entire legislation concerning women, 
marriage and divorce laws needs to be revised 
in the light of Qur’anic spirit. In fact many 
Shari’ah laws pertaining to women are not 
even in accord with the Qur’anic legislation 
or are based on intcriirctations of the Qur’ anic 
verses which are loaded in favour of men. 
It is therefore necessary to take a fresh Imik 
at these Shari’ah laws. In Iran women have 
succeeded in getting a law passed treating 
household work as paid work, 'i'his obviously 
was an appropriate interpretation of the 
l.slamic pniiciples. 

Pakistan went through severe crisis after 
Bangladesh separated from it. Zulfiqar Ali 
Bhutto was highly ambitious and authori¬ 
tarian man. He was partly responsible for 
partition of Pakistan in 1971. When he 
assumed power alter separation ol Bangla¬ 
desh, he behaved like a despot. When a mass 
movement led by religious leaders started 
in 1977, he almost panicked and went on 
making concession after concession to plca.se 
the ‘Ulama and other fundamentalists. Earlier 
he declared the Qadiyanis as non-Muslims 
under pressure from the fundamentalist 
elements and started to persecute them. 'I'his 
was beginning ofa period of religious bigotry 
in Pakistan. Though Bhutto was a modernist 
and not inclined towards religiosity like 
Jinnah, heu.scd religion to appease the bigoted 
religious leadership of Pakistan lo buy time 
and lo .stabilise his regime. 

But of course, Pakistan went thiough its 
most conservative period during Z.ia-ul- 
Haq’s time. Zia, both on account of hi.s 
beliefs and fiolilical needs, sought lo impose 
conservative Islam. I le made Islam his main 
political constituency. When he declared 
Pakistan to be an Islamic slate in the late 
1970s, he did so by enforcing hiulud 
punishments, i c, cuting off hands of thieves, 
lashing the drunkarils or stoning adulterers 
lo death. To be sure, this is not the es.scncc 
of an Islamic stale. An Islamic slate, above 
all. should strive to establish a just society 
and take care of its weaker sections. The 
Qur'an lays great stress on socio economic 
justice and accoids special place to the 
marginalised in the society cai\cdmusiad'ifw 
in the Qur'anic terminology. The Qur'an 
maintains that the dyiiamicsof siKial structure 
works on dialectical interaction between the 
musiakhinn and mustad 'tfin{\ e, the powerful 
and arrogant, and the weak and the 
opprcs.sed). Thus, an ideal Islamic society 
will tend to be just and equitable. 'Phe key 
Qur’anic terms in this respect are ‘ad! and 
ihsan (i e, ju.sticc and benevolence). 

The Pakistani society since its establish¬ 
ment has favoured the powerful and 
influential feudal, bureaucratic and military. 
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elite. The opprcs.sed and the marginalised 
always remained at the receiving end of the 
highly exploitative system in Pakistan. 
’Phough the Prophet had prohibited ab.scntec 
landlords sharing crop with cultivators 
(muhaliqaormukhabira) it has been rampant 
in Pakistan since its formation. It is a well 
known fact that the feudal elite havecnjnyed 
unpi eccdcntcd power i ti Paki.stuii. An I siamic 
society could be anything but feudal in 
stmcturc. No ruler in Pakistan has ever tried, 
let alone succeeded, in breaking the back of 
teudalism If anything they have only 
reinforced it, whateverthe political rhetoric. 

Zulfiqar Ah Bhutto who framed the first 
democratic constitution ol Pakistan after a 
long .s|)cll of miliiary dictatorship, never 
pretended to establish an Islamic order, 
though he gradually surrendered lo the con¬ 
servative Islamic foices in Paki.slaii In his 
election campaign he promised rou, kaiiada 
aur makan (bread, cloth and shelter) to the 
|KHir and needy ol Pakistan, whih caught the 
imaginatiofi of people. However, it proved 
to hi' nioie rhetoric. Bhutto could not even 
carry out proper land relorins. Thus, the 
niral pool had no respite in Pakistan. The 
lot ol urban poor has been no better 

'Phe Islamisaticin duiing the Zia's period 
hud no such pietensions. Zia iiiniscll had no 
deeper knowledge of Islamic theology or 
jurispiiidence. He was solely guided by the 
conservative 'ulama. At the most, he .sought 
lo enforce lakai system, i c, collecting ^akai 
lioni econonqcally well oft and distributing 
It among Ihc poor and needy. The collection 
of /akal created contrtivei.sy and the .Shi’as 
rctused lo pay it through bank cuts. Zia at 
lust had to exempt the Shi '.ahs from payment 
of /.akai. 'Phe disiiibution of /akal al.so gave 
ri.^e to corruption which is even otherwise 
ranipunl in Pakistan Zia only .succeeded in 
cnioiciiig certain Islamic luristic provisions 
as lar us his Isluiiiisalion was concerned. 
.Some ol the .shari’ah rules he enforced, like 
declaring women as hai f witnesses, naturally 
created controversies. It i.s leally doubtful 
whether the Qur’an really treats women as 
hall witnesses. 'Phut is how Ihc jurists 
intciprctcd it in ihcir context It is difficult 
to cutcgorically show iliat women arc half 
witnesses ticcordiiig lo Ihc Qur’an. Yet Zia 
could noi withdraw the Muslim laini'y law 
oidinance issued by Ayuh. 

'Phus, Ihc Islamic society of Pakistan has 
been like any olhci society, highly 
exploitative and unjust and wits sought to 
be Islainiscd by mere impicmcntuiion of 
ccitaiii formal juristic measures evolved by 
the ‘Ulama under the influence of their own 
social context. 'Phese foimalisiic measures 
cannot bcexpecicd tc bring about the desired 
Qui’anic transformation of society. A 
Qur’anic .society has to be just, humane, 
benevolent progre,s.sivc and dynamic. 'Phe 
Pakistani society is tai from thi.s. 
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Law and Women 

SPSath« 

Subversive Sites: Feminist Engagements with Law in India by Ratna Kapur 
and Brenda Cossnian; Sage Publications, New Delhi, 1996; pp 352, Rs 2(K). 


THE book under review departs from the 
existing literature on women and law, moving 
away from the dichotomous description of 
law either as sustainer and legitimiser of 
oppression of women or an instnimeni of 
social change and undertakes an analysis of 
the complexity and the contradictory nature 
of law. The authors try to find out why law 
and legal actors produce results contrary to 
what women activists expect of them. The 
authors admit that “the terrain of law is much 
more complex, in both the oppression of 
women and in its premise for challenging 
that oppression". Legal discourse has 
constructed women as gendered subjects - 
as wives and mothers - as subordinates, in 
need of protection and thereby contribulcd 
to the subordination of women. At the same 
time law has been a site where roles and 
identities of women as subordinates are 
being challenged. It is a site used by social 
reformers and women activists for 
subverting the existing roles and identities 
of women and reconstructing their roles 
and identities as persons, human beings 
entitled to equal rights. This is a veiy 
positive view ol law. 

The main thrust of the book is to reveal 
how legal regulation of women is informed 
by an ideology, which the authors call familial 
ideology. By familial ideology the authors 
mean the set of norms, values and 
assumptions about the way in which family 
life is and should be organised, a set of ideas 
that have been so naturalised and 
uni versal'sed that they havecome todominate 
common scn.sc thinking about the family. 
Tlic authors feel that it is important to 
interrogate the ideological role that law plays 
in constituting and sustaining the 
subordination of women. They make an 
important point that while resisting and 
deconstructing the fanitlial ideology, “the 
importance of familial relationships and the 
roles that women play in their families neither 
be denied nor devalued". Usually, feminism 
is often derided by the defenders of pairiarwhy 
as being western or unindian. The above 
caution of the authors, we hope, would prevent 
such distortion. 

The authors’ discussion is around two 
aspects of tamilial ideology: (a) moral 
regulation which lays down the parameters 
of a ‘loyal wife' or a self-sacrificing woman, 
and (b) economic regulation which sustains 


and reinforces woman's economic 
dependence on man. 

While surveying the feminist literature the 
authors tell us that the journey of feminist 
engagement with law has passed through 
three stages, protectionism, equality and 
challenge to patriarchy. These however do 
not fall in chronologically exclusive 
comjlartmenls because even today the 
protectionist approach is nut totally forsaken. 
The first generation of social reformers were 
doubtless motivated by altruistic 
considerations, but barring a few exceptions, 
they had no feminist convictions [Kusambi 
19931. Women became in most cases the 
mere sites for those controversies which 
acquired nationalist overtones because of 
the resistance to colonial legal intervention. 
After nearly 2(X) years we witness a similar 
story being repeated in the ca.se of Muslim 
women who have become sites for a 
controversy on uniform civil code between 
majoritarian nationalists who invoke 
secularism in support of the homogenisation 
of the family law and the Muslim 
fundamentalists who resist any legal 
intervention on the ground that their personal 
law is not open to legal regulation. 

The social scicnti.sts writing on the age of 
consent controversy often seem to mistake 
it for age of marriage. Age of consent 
pertained to the age of a girl below which 
her con.scnt did not offer any defence to the 
person accused of rape under Section 375 
of the Indian Penal Code. Tlie controversy 
was regarding the raising of such age from 
10 to 12 years. The authors of this book al.so 
use the expression ‘.ige of consent' in 
describing the provisions of the Child 
Marriage Re.straint Act. There is a clear 
distinction between these two expressions 
and they ought not tobc u.sed intctchangeably 
bccau.se the age of con.scnt made an act of 
sexual intercourse with a girl below the age 
of 12 an offence of rape even if such sexual 
intercourse was committed by the husband 
on his wife There was a furore against this 
since child marriages took place with girls 
as young as less than 12 years of age, but 
it had nothing to do with child marriage 
because it did not prescribe any minimum 
age of marriage. 

The second phase was t^f insistence on 
women' s rights and particularly on assertion 
of equality. The authors have given 


inadequate attention to the Gandhian phase 
of the national movement in which women's 
participation significantly increased. Gandhi 
spoke traditional idiom but in a very subtle 
way liberated women from the stranglehold 
of patriarchal tradition. Subtle feminisation 
of politics by the Mahatma with its emphasis 
on non-violence, sacrifice and suffering, 
thereby univcrsalising what were supposed 
to be women's virtues, indirectly catalysed 
women participation in politics paving the 
way for a women's movement for equality. 
The authors rightly observe that “by the 
1930s, this equal rights discourse, and its 
emphasis on achieving equality for women 
within economic, political and familial 
spheres, had displaced the discourse of 
women's uplift which had dominated the 
earlier movement”. The equality paradigm, 
however, suffers from a dilemma. While the 
protectionists treated women as weak and 
in need of protection, the equal rights 
protagonists assumed that women were ec|iial 
to men in all respects and thcreloredcnianded 
formal equality. The third approach of 
patriarchy took for granted that law was 
essentially patriarchal and merely blamed it 
for being so. The authors address themselves 
tothe following questions: Is lawadisctirsive 
site? They argue in favourof revisioning the 
role of law. They state that law can bt seen 
as a discursive struggle where reformers and 
activists seek to challenge and displace 
dominant understanding of gender, tradition 
and culture. Feminist legal scholarship must 
explore the question of role of law from a 
multiplicity ol |ierspccltves. Law facilitates 
change and also obstructs it. It reinforces 
woman subordination and also provides 
an important source of resistance and 
change. 

The authors survey the judicial decisions 
on various subjects including matrimonial 
disputes and constitutional rights. They 
conclude that the judicial approach to the 
ca.scs is dominated by the influence of familial 
ideology on the judges. In this connection, 
the authors should have referred to a 
controversy on the censorship of a film 
called ‘Pali Parmeshwar'. The film showed 
how a woman through her sacrifice and 
sufl'ering changes the heart of her hu.sband 
who had taken fancy for another woman. 
When objection was taken to its exhibition 
on the ground that it glorified servility in 
a woman, and the matter went in appeal to 
the high court, all the judges except Justice 
Lentin. who heard the matter successively 
found nothing wrong in that kind of depiction 
of a woman. It is remarkable that all the 
judges who applauded the film were Hindus 
and the only dissenter. Justice Lentin was 
a Christian. That shows that familial ideology 
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is not the same with all the sections of the 
Indian community [Jaising 19881. 

Besides familial ideology, the pro-accuscd 
bias of the criminal justice system, which 
is a product of lepi liberali.sm, is also 
responsible for judicial decisions which tend 
to frustrate reforms in the law of rape as well 
as regarding violence against women. In 
fact, theinfluenceof familial ideology should 
have made the judges less kind towards the 
accused in child rape cases. Why are child 
rape victims .subjected to further victimisation 
during trials in courts? Although we agree 
with the authors that familial ideology docs 
influence and bring about gendered 
perceptions of facts as well as fiersons 
involved, the authors should also undeitakc 
a critical analysis of the legal professional 
culture that prevails in the entire Anglo- 
Saxon legal systems including India which 
is not less responsible for such bias. 

The authors rightly say that “the judicial 
approach to sex discriminai>on is 
overwhelmingly intiuenced by a lonnal 
approach tocquality, and often a protectionist 
approach to gender ditfcrcncc, which has 
operated to preclude any entitlement to 
equality". With the help of the cases the 
authors have established this point very 
convincingly. In the Air Indiacase, the judges 
upheld, a provision of the Air India 
Regulations which forbade the air hostesses 
to gel married bcfoic completion ol four 
years of service. Two considerations seem 
to have weighed upon the minds of the 
judges. First that such a provision would 
support the pcipiilation policy of the slate 
and would help limit the birth rate. Another 
that in the absence of such a provision, the 
air hostesses getting married might ask for 
maternity leave and that would increase the 
financial liability of the Air India. The 
population policy consideiation is a typical 
higher middle class obsession There arc 
people who are willing to consider even 
authoi itarian measures for achieving it. fhe 
.second was a purely capitalist concern. 
Another provision of the same regulations 
which compelled an air hostess to resign on 
first pregnancy w as held in valid by thejudges. 
But Nariman arguing on behalf of the Air 
India had submitted to the court that he could 
persuade the Air India to change that rule 
to apply on the third pregnancy. This had 
obviously reference to the “not more than 
two children” campaign of the family 
planning programme. It is another thing that 
the judges did not uphold the provision 
because no concrete proposal had emerged, 
but thejudges had welcomed that suggestion 
[Sathe 1981]. Now was this due to familial 
ideology alone or did male chauvinism, 
patriotic authoritarianism (birth control) or 
classideology alsoinfluence them? Sioumitra 
(the adultery case) reflected the patronising 
attitude of the judge towards women. In 


saying that women are often seduced but are 
rarelv the seducers, was he complimenting 
women or praising the present limitations 
on women’s liberty which compel them to 
be virtuous? [Sathe 1993] 

The authors observe that "feminism should 
not advocate an approach that unrefiecti vely 
recognises gender difference, nor one that 
unequivocally denies its relevance’’. The 
case of the bar waitresses needs to be 
considered from this point tif view. Should 
they be allow.-;d freedom to work at late 
night hours even though they are most likely 
to be sexually exploited’' Or should the state 
prohibit them from working at night in order 
to protect them? The third alternative is for 
the state to protect them against sexual 
exploitation. Ihe second alternative is oltcn 
preferred because it gives protection at the 
cost of liberty and indirectly subserves the 
patriarchal ideology. If bar waitresses are to 
be allowed their right to work without the 
sacrifice of their dignity, the state will have 
to intervene decisively with an affirmative 
action such as providing escort for the 
waitresses while going home at night. 

The authors did not have the benefit of 
the recent decisions of the courts in which 
a significant change in judicial attitude is 
visible. The Supreme. Court has been 
increasingly using Article 21 of the 
Constitution (which guarantees that a person 
shall nut be deprived of her life and personal 
liberty without the procedure established by 
Itiw) for integrating women’s rights into the 
fundamental rights in order to overcome the 
limitations of the formal equality provided 
by the reasonable classification theory under 
Article 14 of the Constitution. This-strategy 
of mainstreaming gender docs not only 
include women's rights within the fold of 
the fundamental rights but also 
reconceptuali.scs the fundamental rights by 
engendering them. In a case, the court took 
objection to the interrogations of a woman 
applicant for job regarding her menstrual 
cycles and pregnancies tin the ground that 
they invaded her right to privacy (Nccra 
Mathui vs LIC). In another case, the court 
declared that rape was not a mere offence 
under the Indian Penal Code but was violation 
of woman’s right to live with dignity. The 
Supreme Court held that an act of living with 
a woman by making her feel that she was 
wedded to him when in fact she was not 
amounted to rujic (Bodhi Sattwa Gautam vs 
Suhhira Chakraborty). The court in a 
maintenance case discouraged roving 
enquiries into the patrimony of a child born 
in wedlock and thereby demolished the 
presumption that woman had to prove her 
chastity whenever man demanded (Gautam 
Kunda vs West Bengal) [sec Sathe 
forthcoming]. What do these decisions 
indicate? Do they indicate that familial 
ideology has been subverted? Wc do not 


think so. But wc can certainly say that 
influence of familial ideology is weakening. 
The change is taking place slowly but that 
such a change is taking place cannot be 
denied. It ts taking place not only because 
of the pressure of women’s movement hut 
also because generally a climate more 
favourable to human nghts is emerging. The 
Supreme Court asking the trial court In take 
up prosecution against a high police official 
like KPS Gill is not tin accident (Rupal 
Bajaj vs K P S Gill). 

It does not mean that all women will be 
as tnrtunute as Bajaj. The class distinctions, 
the access and resources would doubtless 
still make a great difference. But the judicial 
activism unleashed due to institutional 
reasons and the iwlitics of change cannot 
now refuse to develop women’s rights to 
their logical end. Familial ideology will 
doubtless change but not wholly disappear. 
Familial ideology needs to be reconstructed, 
not banished. Marriage must be a voluntary 
union ol two persons of the opposite .sex. 
(It may m course of time also be a marriage 
ol two persons of the same .sex.) Marriage 
must be based on equality and therefore 
subvei'sioii of familial ideology mu.st be 
desired insofar as it sustains and legitimises 
woman’s subordination.' I herc arc some good 
elements in lamilial ideology. It fostcr.s 
respect for women [Kishwar 199S), 

The authors’ analysis of Hindu rights 
discourse and the lole nunlcl ol a woman 
is interesting. All icligio-nationalislic forces 
tend to be mule chauvini.stic The Hindu 
rights paradigm glorifies (he mother/ loyal 
wife role model in the same way as the Na/.is 
glorified It All patriotic/nationalistic 
formations rely on physical power for the 
lilieration ol the motherland or rejuvenation 
of :i racial/ethntc supcrioiiiy and masculinity 
is ctmsidered as a great asset. The pi'culiar 
characteristic of the Hindutva paradigm is 
that It combines male chauvinism with anti- 
west sentiments and camoufiages it with 
anti-colonialism. It caricatures women’s 
mcwcmeni as being anti-iiadiiional and 
unnatural. But the Hindu rights |x;oplc arc 
not alone in this. Even die-hard Gandhians 
like Rajeiidra Prasad opposed reforms in 
Hindu law and several persons an|>eared 
before the B N Rau Committee on Hindu 
Law Reform to oppo.se abolition ol polygamy 
and inheritance rights to daughters. It was 
said that such reforms in Hindu law would 
bring about the disintegration of family, 
which was an important social institiition. 
Familial ideology is not confined to the 
Hindutva forces alone. 'Fhe Hindutva lobby 
which includes BJP, R.SS, Shiv Sena, VHP 
and Bajrang Dal have appropriated the 
women’s cause without sharing the ideology 
of feminism. They would grant a special 
status to woman and place hei on very high 
pedestal as long as she functions within the 
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limits of patriarchy. There arc, however, 
quite a few in the secular parties who are 
equally chau vini.stic. The recent fiasco of the 
constitutional amendment hill providing for 
reserved seats for women in legislatures 
amply demonstrate this. 

The debate on uniform civil code, as the 
authors rightly point out must be taken out 
of the syndrome of secularism and formal 
equality. Uniform civil code fur the 
majoritarian forces is a means of 
homogenisation of the personal laws but for 
feminists it should be a means of engendering 
the family laws. National integration is not 
going to be jcupatdised if people continue 
to have multiple (xirsonai laws. What is 
necessary is that these personal laws must 
by critiqued from the perspective of 
sub.stantivc equality between man and 
woman and also between women irrespective 
of their religion. The statement in the 
government of India's affidavit filed before 
the Supreme Court in response to the order 
of Justice Kuldip Singh in Sarla Mudgal that 
a uniform civil code would restrict the 
freedom of religion of the minorities is 
dangerous becau.se personal law was never 
considered as part of the freedom of religion. 
The debates on the uniform civil code and 
freedom of religion in the constituent 
assembly oi India clearly show that the 
makers of the Constitution did their best to 
meticulously draw the scope of that freedom 
so that it should not come in the way of social 
reform [Dhagamwar 1989|. Freedom of 
religion, uiilesscircumscribcd, could threaten 
the progressofsocial reform including reform 
in support of feminism. While it is necessary 
to refute unmistakably the arguments 
advanced by the Hindu! va brigade on uniform 
civil code, care must be taken not to be with 
those who are opposing unifonn civil code 
on fundanicntah.st as.suniptions. 

The authors lake u dynamic view ol law. 
not merely as a set ot norms but us a proces.s 
and one of the processes used in feminist 
struggle. Through engagement with law, 
women’s movement has doubtless increased 
women's participation in decision-making. 
We have wilncs.sed such engagements 
through litigation, law reform and legal 
literacy. 

On the whole, this is a very good el fort 
to study law as one of the inputs of the 
process of social change. It provides a very 
valuable critical literature on feminist study 
of law. 
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THIS collectionof papers serves an important 
need of the general reader to understand the 
basic issues that are implicated in the reform 
proce.ss called structural adjustment. Many 
of the contributors are well known economists 
who have done much to promote our 
understanding ot the Indian economy. The 
volume's readability and straightforward 
expositums of points of view arc refreshing. 
At the time of publication of the book, SAP 
had already been in place for four years and 
there was no point in asking was it necessary 
01 could it have been otherwise and in that 
sense the editors’ remark that “debate 
notwithstanding, several economists have 
implicitly accepted the need for stabilisation 
measures and the irreversibility of the 
structural adjustment process" i.i valid. 
Nontheless (he tone of inevitability as if we 
were victims of a blind fate is to di.scoiint 
the pa.st misdemeanours of our policy-makers. 

TTte focus of the book is on how the reform 
process will affect industry, agriculture, 
social security and environment. In reviewing 
and as.scs.sing thccomponcnls of the package 
of reforms, the papers draw out the implicit 
and fallacious assumptions underlying the 
expectations that these reforms will unleash 
the forces t)f growth. They sugge.st what 
options lay before us if we are seriously 
concerned with the welfare of the people and 
especially the vulnerable and disadvantaged 
among us. If development is about eradicating 
poverty, the long-term as well as short-term 
consequences of the present policy trends 
bode ill. This is the main message that comes 
through from most of the papers. Secondly, 
while SAP has been iiitr^uced uniformly 
in many countries, the relative success or 
failure will depend a great deal on the 
preconditions that exist, the specific context 
and content of economic development in 
each case and hence there can be no one 
lesson he it from cast Asia or China. If at 
all such lessons are there, they emphasise 
the need for a prior strengthening of the 
economy through adequate social 
development, infrastructure building, 
creating appropriate institutions including 
nun-fragmented, well functioning markets 
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and above all , selective state .support. 

The book is non-polemical, taking no 
extreme positions but arguing for a realistic 
understanding of the structural rigidities in 
our economy whose loosening is unlikely 
to take place by a misplaced rolling back 
of the state on tha basis of a blind faith in 
the market’s miraculous powers. The editorial 
note states that they have tried to bring in 
a plurality of views but actually barring two 
or three dissenting notes, the majority ol the 
contnhutiun.s agree on the basic question 
which is, not whether SAP is necessary or 
not but is it compatible with the real goals 
of development and whether it can impart 
the degree of dynamism to turn a low 
technology economy such as ours into an 
internationally competitive and highly 
productive economy. The merit of the book 
lies in emphasising what structural changes 
are necessary before this can happen. 

There are four sections - the first seciion 
dealing with general issues and some 
references to other Asian countries who have 
been held up as models for our emulation. 
Tlte second one goes into details about the 
specific problems of agriculture and why 
SAP as implemented will fail to solve the 
basic prob'eins of Indian agriculture. The 
third f^ocuscs on food and .social security 
requirements and analyses the exi.sling 
programmes, their inadequacy and how their 
winding up will make matters worse. The 
last seciion is on environment issues. The 
best sections are the first and second. The 
JO-page introduction gives a competent 
summary of each paper as well as laying out 
the genesis of the crisis from the lost decades 
of the l9K0s to the brink situation in the 
1990.S. The World Bank itself had in the 
meantime modified its earlier more rigid 
stand on privatisation and liberalisation to 
make allowances for safety nets. While 
supporting dc-bureaucratisatiun, the editors 
argue for allocation to more research to 
develop technology, frown on un.seicctive 
entry of multinationals, stress the building 
up of substantial support system to manage 
the transition period when labour is likely 
to be retrenchoJ and redistributive measures 


Nehruvian Nostalgia 

Maidircyi Krishnaraj 

Structural Adjustment: Economy, Environment and Social Conceras edited 
by Shoba Kaghuram, Heiku Sievers and Vinod Vyasulu; Macmillan India, 1995; 
pp 324, price not stated. 


2806 


Economic and Political Weekly October 12-19, 1996 



to shore up the entitlements of the poor to 
guarantee their basic needs. 

Arun Ghosh’s opening piece gives a good 
overview of the important elements of 
economic reforms and their implications. 
Normally a distinction is made between 
stabilisation, a short-term measure m manage 
the fiscal deficit (devaluation of the rupee, 
curtailment of budgetary support for public 
investment, sale of part equity of public 
sector units and high interest rates) and 
structural adjustment, which is long term 
and is concerned with liberalisation of the 
economy by removing controls and licens¬ 
ing on industry and agriculture, trade 
liberaltsation. domestic and foreign, 
reduction of tariffs, freer imports and exports 
and doing away of subsidies, etc. Ghosh 
makes an important observation that the two 
arc not distinct but shade off into each other 
and that the means adopted for stabilisation 
such as high interest rates, has profound 
el fccts on the long-term adjustment process. 
With the abolition of priority .sectors, hanks 
can use profit criteria and no longer worry 
about social need. With less importance 
given to branch expansion in rural areas 
rural development wil I be inhibited and large- 
scale distress will cn.sue among the sniall- 
.scale units and artisans, in terms ot actual 
performance, he shows that industry has 
stagnated .after the rcforni and recovery 
thereafter is slow and nowhere near the 
l9X0s. As for trends in agriculture Itcfore 
the reform period, the already low public 
investment in agriculture which was only 
one-fifth of plan outlay till the Third Plan, 
has further got reduced to one-cighth of plan 
outlay. Tracing events between 1950to 1990. 
he points to wide discrepancies in foodgrain 
production as between Males, how 
consumption levels are below national levels 
in several .states including the highly 
industrialised slate of Maharashtra, decline 
in labour absorbtion in agriculture because 
theie was no increase in cropping intensity; 
sizcof landholdings which are already below 
one hectare and arc declining lurthcr, 
increasing number of marginal farmers, 
inadequate institutional credit as problems 
that require urgent attention il agriculture 
has to become capable of responding to new 
-opportunities. 

Most of the authors worry about lack of 
concern in the new policy for food security 
and employment generation. Ghosh also 
points out that public .sector enterprises are 
not all of the same catcgo.'v and there are 
efficient ones as well as inefficient ones. As 
many other commentators in recent limes 
have remarked wryly, the haste with which 
PSUs have been dive.sicd is akin to selling 
the family silver for a five-star dinner. 

Mohan Bao pleads for an. active but the 
right quality of stale imcrvntion by showing 
how much advance India had made in 
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building a diversified industrial base and 
how ironic it is that liberali.sation has come 
in the wake of a decade of high economic 
growth. The crisis is not due to insufficient 
liberalisation (which began in the 1980s) but 
that one set of constraints were relaxed but 
simultaneously another set came into 
opci alien. "Judging what liberali.sation can 
do for economic growth must depend on 
what factors arc understood to ha\e 
constrained growth in India, pa.st and present 
and how liberalisation may be expected to 
act on those con.straints’' (p 70). The durable 
foundations of underdevelopment arc 
severely deficient infrastructure, low Icveks 
of education, agricultural backwardness, 
structural dualism, large inequalities, 
persistent technical lag in industry and a 
weak home market. These arc unlikely to 
be uprooted by a liberal regime. 

Most of the authors also stress the political 
precondition for growth in the lorm ol 
participatory and decentralised institutions. 
In this section, Palki Reddy gives an account 
of China's example in rural industrialisation 
- the TNVs. He does not however elaborate 
on the strategics followed by China to prevent 
urban migration - the labour contract .system 
by which a worker is recruited through slate 
agencies on a .six-month permit only; the 
formation (<f collectives and later the 
household responsibility system and most 
importantly land reform and public 
investment in education and health as well 
as a powerful nationalistic fervour to make 
China strong. 

Hans Christoph Rciger is a lone protagonist 
of liberalisation in the volume. He arguc.s 
with data from cast and south-east Asia that 
growth and equity arc not incompatible and 
that growth in ihe.se countries has nut 
increased inequality or increased poverty. 
What he has failed to note is that these 
countries hud more egalitarian siKietics than 
ours to begin with. His data purports to show 
that i nequality has lessened but the inicresti ng 
thing is, first, the figures of reduction in 
inequality when compared with the GOP 
size and growth in those countries, are not 
impressive; secondly, one would like to know 
what proportion ol national product docs the 
upper 20 per cent consume? His own 
comparison of India's performance thiough 
anti-poverty mca.surc.s in reducing poverty 
with the wealthier Asian countries shows 
that despite poor economic growth wc did 
not do too badly in reducing poverty when 
compared with the Cast growing ea.st Asia. 
His thesis that growth reduces inequality is 
not really substantiated by his ambiguous 
data. At the most what it amounts to saying 
is growth need not increase inequality. But 
even this depends on the initial conditions. 
On the environment question he admits that 
rapid growth has severely worsened the 
environment in Indonesia, Thailand but 
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contends that lark of growth and poverty 
would have led to the same condition or even 
a worse plight. Ttiis is manifestly false. The 
rapidity with which Indonesia is plundering 
Its rain forests is quantitatively and 
qualitatively different from the exploitation 
of natural irsoua-cs by the pour. S L Shetty 
draws attention to the initial conditions these 
countries achieved before they liberalised. 
Giving appropriate data, he shows that 
reforms in India has not achieved any of its 
own declared objectives - inflation control, 
agricultural and industrial growth oi even 
any signilicani increase in exports. The 
scenario is pessimistic with development 
expenditure of the govcmmcnl going down 
and domestic savings reaching lower levels. 

In the section on agriculture, many of the 
observations made above are reiterated and 
there is some uniouni of overlap. 
Knshnas wamy sounds a warning note against 
the hope placed on exports of agricultural 
products and the trend towards agribusiness. 
The.sc may be fiscally attractive hut the costs 
in terms of equity and .social stability will 
be high. Modernisation accompanying 
concentration of land and commercialisation 
of agriculture through shifts to ca.sh crops 
will jeopardise I'oikI security; the assumption 
that surplus li bour trom rural areas can be 
absorbed by growth of industry is unlikely 
given the low laliuui absorption of industry. 
China even after decades of high growth has 
been unable to solve this problem. Vyas’s 
paper is ticlually more about environment. 
Hcconlcnds that the pour arc not responsible 
tor depletion of natural resources. On the 
contrary, because they depend on them for 
.survival, they tend to take belter care of the 
resources. He advocates the promotion of 
sy.stcms that will incrca.se the access of the 
poor to natural resources and the creation 
ot institutions that will tacilitatcand regulate 
the cfi'cctivc use ol resources. Winfried von 
Urff on the other hand harps on the need 
to shift from nun-tradables to tradables and 
accepts the world bank line of rclorm for 
agncullure - abolish subsidies, free markets, 
encourage exports. Heswearsby the 'getting 
prices tight’ approach that ignores the 
.structural impediments. 

In the section on social security the papers 
give new conceptual approaches. Guhan talks 
of three categories - promotional, preventive 
and protective security. Reforms in design 
and implementation of existing schemes can 
be of great help for example scrapping IRDP 
and instead introduce an easy, broad-based 
credit scheme. Alternatives to EGS must be 
found where at prc.scnt out of every hundred 
rupees the beneficiary actually gets only Rs 
22! PDS UK) needs much reform. Many are 
now advocating loud stamps as a better way 
of targeting the poor. Old age pension, 
maternity benefits, disability assistance and 
survivor compensation arc a must. Joy 
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Deshmukh demonstrates the role of the 
household as a buffer and how gender 
relations within the household make the 
impact of reforms particularly negative for 
women. Her dissection of the household as 
a producing, consuming and distributive unit 
IS a conceptual advance over conventional 
notions of the household as an un- 
differcntiatedcollectivc. 'fhe paperby Pushpa 
Pathak gives empirical support to the negative 
effects on women's employment. The effect 
on women and workers are predictable Irom 
what we know of globalisation in most 
countries. The following features have 
accumpaiiied globalisation, which is nothing 
more than capitalism coming to fruition, 
(i) degradation of labour, where workers are 
separated from control over work and even 
in the first world, labour is managed by 
stress, (li) feminisation of labour with more 
female participation in the worklorce but 
at unequal and discriminatory terms, 
(iii) housewifisation where not merely the 
workforce but work it.self takes on ihe 
characterisation of houscwilcry - low skill, 
low status and low paid, (iv) informalisation 
thmughout working and subcontracting and 
(v) casualisation with part time, short-term 
contracts. More than 80 per cent of the new 
jobs arc ‘bad’ Jobs in the advanced countries. 

The last section on environment is treated 
very generally and docs not really go into 
the debates on sustainability Michael 
Redclift whose wntings in this area arc 
familiar to m.iriy of us concludes by stating 
categorically that the environment problems 
arc the structural consequences ol 
development process and present trends will 
severely strain the capacity of the 
environment ns source, sink and .service. In 
this context recent reports about India 
importing toxic waste from the IJ.S are 
alarming. Tins is liberalisation gone cra/.y. 

, Ramaswamy Iyer’s is a lone voice in the 
book in questioning the growth model it.»clf 
whether with or without social justice. He 
argues fur a limit to growth and moderation 
of humanity’s draft on and abuse of natural 
rc.sourccs by opti ng for a G,indhian approach. 
Amiya Bagchi's paper included here is on 
the unequal power relations, economic and 
political between the North and the South. 
He sees SAP clearly as an imperialist dc.sign 
of the North continued from colonial times. 
He .sees no possibility ol redirection until 
North-.South relations become more equal. 

To conclude, the book, in the main, stands 
by a Nehruvian model with some necessary 
corrections. To that extent it underestimates 
the political impasse of the present. It is 
interesting that the voices of big business 
who yesterday were singing paens of praise 
for liberalisation, now faced with the prospect 
of losing protection arc not so keen on TNCs 
coming in. Operating in a protected domestic 
market meant that its si/e and profitability 


had to depend on the volume of state 
expenditures. The market, not being a mass 
market was limited by the unwillingness of 
the state to push through going agrarian 
reforms which alone would have increased 
the purchasing power of the rural mas.ses. 
Instead the .state opted for subsidies and tax 
concessions to the rich, turned a blind eye 
to tax evasion. Big business looked forward 
to reforms in the hope that in return for a 
share in the domestic consumer goods market, 
they would gel a share in Ihe international 
market. Indian industry had failed to use the 
protection to create competitive capacities 
and was content to make profits from 
imported technologies. TNCs under Ihe 
invitation for free entry did not choose to 
enter into partnership with Indian big business 
that would give the latter a share in the 
international market. The TNCs hiked their 
equity shares in firms they already controlled; 
other new investors purchased domestic 
market shares from Indian operators like 
Coca Cola buying up Parle’s. Where Indian 
big business tried to haggle over shares, 
TNCs dropped them in favour of smaller 
partners. .Since the refonns began, 78 per 
cent of foreign investment has been to buy 
shares in Indian companies or buying up 
Indian companies. The most severe 
indictment of the reforms is that now in 


I995r96, the twin goals of the programme, 
fiscal prudence and growth are nowhere in 
sight. Tlic index of agricultural production 
in the reform period is 2.0 per cent on the 
average as compared to 4.5 per cent in the 
period 1986-87 to 1990-91; industrial 
production has picked up as between the two 
periods but only marginally - from 8.4 per 
cent to 8.9 per cent: GDP growth at 1980-81 
prices, hovers around a low of 4,7 per cent 
for the period 1991 -91 to 1995-96 (the late.st 
CSO estimate according to press reports is 
6.6 per cent for 1995-96 and investment is 
reported as 25 per cent hut one has to see 
whether this is going to be sustained). The 
most dismal performance of course is in 
employment where the average annual rate 
of growth in the organised sector is just 1 
per cent. While Ihe consumption levels of 
the bottom 30 per cent of the people have 
fallen the expenditure on consumer durables 
of the top 10 per cent has risen sharply. The 
rich have benefited with growing busine.ss 
opportunities and the middle class with well 
paying job opportunities. 

What awaits us under the new coalition 
government is unlikely to be anything, 
spectacular cither in terms ol economic 
recovery or poverty reduction going by the 
contradictory policy mcnsurcs announced in 
the. common minimum programme. 
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SPECIAL ARTICLES 


‘Memories of Underdevelopment’ 

Language and Its Identities in Contemporary Karnataka 

Janaki Nair 

Kannada nationalism, like all nationalisms, attempts to produce a solidarity between all Kannada speakers in order 
to efface the .specificities of caste and class, and pits itself against other dominated minorities rather than addressing 
the hierarchical division of labour that has ensured Kannada ’a dominated .status. As long as it continues to privilege 
the identity of Kannada over other democratic aspirations, the movement will tend increasingly towards alignment 
with strident communal or anti-minority forces. The movement encompasses a range of moderate and progressive 
intellecttuil positions, which have oj late been overshadowed by the more .strident voices. There is the danger that 
in the context of the structural changes already under way, benefiting a few at the expense of the rest, the ideology 
of the movement while expressing genuine anxieties may lend towards undemocratic resolutions of its identity crisis. 


I’H ERK is ii familiar ring lo the way in which 
Kannada nationalism, currently in the 
making, is crowded with memories of histo¬ 
ric lacks, of opportunities missed, of 
' inadequacies past and present.' Alter all, the 
founding moment of Indian naiionahsm too 
was a necessary confrontation of the reasons 
tor subcontinent’s subjugation by tin alien, 
exploitative power.- Where Kannada 
nationalism struck a different chord, right 
from its start during the days of colonial rule, 
was in measuring itself and its madetiuucies 
not against the overarching Iriiiniphs of the 
imperial power but against the more modest 
successes of other linguistic ii.itionalisms 
within India itsell. Alur Venkat Rao’s 
anguished responsein 192()tothe nationalist 
imperative that “We don’t have a history! 
We must have a history!”' recognised tlial 
it was only through a recast history oi the 
Kannada people that the Indian nation could 
be imagined, but more importantly deplored 
the fact that his effort came a full 40 or .“iO 
years after his Bengali, Marathi and Hindi 
counterparts had made their lieioes and 
hi,storic triumphs part of the Indian common 
.sense.'' Just after the demand for a linguistic 
Kannada province was conceded by the 
Indian National Congress in 1920. there was 
explicitly expressed envy for the "the rich 
modem literature of modern {sic) vernaculars 
like Bengali, Marathi and Teliigu.”' The 
absence, until as recently as 1956, ol a 
unified administration under which the 
Kannada peoples could develop continues 
lo haunt even contemporary historical 
accounts." If the ‘real Congress struggle’ got 
off to a late and timid start in (Bombay) 
Karnataka (heralded by the 1930 salt 
satyagraha), it was ironically because of an 
administrative identity on which nationalist 
politics could build was unavailable.' More 
recently, even ‘tolerance’ widely regarded 
as a virtue, has been recast as yet another 
obstacle to the full-blooded citi-tcnship of 
Kannada speakers: thus L S Seshagiri Rao 


said during the C'auvery riots of 1991, ‘The 
Kannadigas have been tolerant always but 
they have awakened to their nghts now" 
{The Times of India. December 2, 1991). 

Since the narrativisation of Kannada’s 
modem identity has been .somewhat over¬ 
whelmed by the .sense that it is unoriginal, 
weak, even iinitaiive, the signilicance of a 
massive and indisputable presence has Ix'eii 
marginalised, undci stated or overlooked. Of 
the vutious jiolitical administrations under 
which the Kannada speakeis lived, the 
princely state of Mysore, nominally 
independent, was best poised to articulate the 
cultural aspirations of the Kannada (leople 
within the framework of the nation state. Yet 
the impetus for shaping Kannada’s identity 
came not from Mysore but the Bombay 
Karnataka region where a Marathi national 
identity was fairly well developed by the end 
of the I9ih century. My.sore instead was 
noted throughout the colonial pcriml and by 
its historians for its other achievements. Tipu 
•Sultan him.scl f has been acknovyledgcd as the 
earliest mobiliser of state resouices in the 
struggle against the Bntish," but by the late 
19tli century, the buieaucracy of the princely 
slate torged a paradigm of development 
which, while unmistakeably nationalist, 
strove to usher in a legal and economic 
modernity by relying entirely on the 
iiistrumentahtiesot the state. State-sponsored 
indu.striah.saiion is the must well known ol 
Mysore’s achievements, but equally 
signitieant was the legislative agenda that .set 
the pace lor improved rights of Hindu woir-n 
under law in 1930,' and accepted the pnnciple 
of reservations for non-brahinins in 1921 
The state thus absorbed the nationalist agenda 
restricting severely the conditions ol 
possibility for a public sphere to develop, 
"tenuing to suffocate non-stale institutions 
of civil society by thcoretic.-illy equating the 
principle of public good with (he institutional 
form of state control”." There were ftir 
instance. ca.stc associations that came up in 


the early years of the 20th century but they 
too remained .somewhat limited in their scope 
and reach at least until the t930s.'' 

Many historians ol Mysore have been 
content lo attribute this absence of civil 
.'issociations to the idiosyncrasies of indi¬ 
vidual dewans oi lo the generally autocratic 
nature of the princely bureaucracy." in what 
has become a chaiucterislic refusal lo 
acknowledge the signiticaricc of the 
displacement of the ngeiidu of cultural 
nationalism by an agenda ol state-sponsored 
economic and legal iiiodcmisation.'^ Yet we 
know that the slate, not the people, loomed 
large even in the imagination of cultural 
nationalists .seaichiiig for palions and 
sponsors of a rc|uvciialed Kannada; thus, 
B M .Srikantia made the plea in 191.5 at the 
Mysoic liconomic ronfcrence that 
governments coni.ci iied with Kannada areas 
will, as they have been doing alieady. 
encourage writers systemalically and on 
settled principles, and may even .see Ihc way 
lo establish a .suit ol aiadcmy with power 
lo lay down general principles to map out 
a course of production and to rewaid any 
woi k th at IS done in an excel lent manner and 
to print and distribute it il necessary among 
the people at large ''' 

Il need not suqiri.se us tiwil when the‘academy’ 
was cslublislied as the Kannada Sanityu 
Parishai in 1915, il was as part of Dewan 
Visvesvaraya's overall vision of Mysore’s 
iiKiterial progress and welfare.'' ’I'his pre- 
independence envisioning ol the state as the 
prime movcrinbuildinga.senscofiialionltuod 
may be dislingiii.shed from the latter day 
demands for control over the iip|iura(u.scs of 
the nation-slaic, as we shall sec below, but 
the continuities cannot be ignored.’’ 

The displacement of cultural natHrnali.sm 
by economic nationalism in the colonial 
period is critical lo any discussion of the 
predicament of the Kannada movement 
today, which rather than being a iatccomci 
lo linguistic and communal identities, has 
fashioned a different path to modernity. 
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fraught with tuicxpectcd anxieties tnai nave 
.. violently manifested themselves in the past 
' two decades. For there is another register on 
which contemporary Kannada's muted (until 
recently) political identity appears as a 
^ distinct advantage vis-a-vis other states. 
I' Favourably endowed with an impressive 
technological pcisonnel base, a scientific 
establishment and a state that has long 
“ favoured industrial development, Karnataka, 
and more properly Bangalore, have been 
actively promoted as exceptionally well- 
^ poised for integration into the new world 
I economic order. '*On this register, the growth 
^ of the state’s economy appears to have a 
momentum of its own, on which the recent 
j assertions of Kannada identity have served 
I as a frustrating ideological drag. 

I Yet it is clear that the very features that 
made Bangalore/Karnataka an attractive 
location forthcrealisationof global ambitions 
are destined to be transfigured by the force 
and violence that accompanies the economic 
shifts that arc being envisaged. The past two 
decades in Karnataka, which have been 
punctuated by movements against some 
policies of the state on the one hand and 
against some minorities on the other, testify 
to a violent renegotiation of the terrain of 
development between those who are poised 
to benefit most from Karnataka’s globalising 
trends, and those who seek a stake in it.’’* 
Broadly, these two sides may be characterised 
by their respective lingui.stic markers, i e. 
the users of English and Kannada 
respectively a diglossia in crisis, where a 
nationalist elite which was thoroughly 
bilingual (knowing English as well as the 
regional language) has yielded space to two, 
or more, resolutely unilingual groups.'" 
Kannada nationalism today is thus a 
heleagured nationalism, since it functions 
within a severely segmented linguistic 
market.'* It possesses neither the will nor the 
• rc.sources to combat the hegemonic presence 
of English as the language of science, 
technology and indeed glob.!! capitalism. It 
eannot, in other words, challenge the 
dominated position to which it has been 
relegated. Instead, it displaces its demands 
onto the politico-cultural sphere, through 
what has long been perceived as the prime 
mover, the stale, which is also a far from 
insignificant distributor of resources. 

At this conjuncture, the milder forms of 
Kannada nationalism have been eclipsed by 
the far more strident versions. Given that it 
does not yet harness the democratic political 
energies of tho.se who arc critical of current 
' social iransformation.s. this nationalism 
ranges itself against the languages of 
subaltern groups, such as Tamil and Urdu 
speakers in Karnataka, and seeks its allies 
from among communal groups, oveishadow- 
ing the milder variants that range from a 
benign linguistic pride to passionate cultural 


nationalists, witn neiino' me possioiiiiy or • 
a truly unified linguistic market nor a 
democratic transformative vision, Kannada 
nationalism is content to remain within the 
parameters of a segmented linguistic market, 
largely abandoning the field of economic 
and technological dominance to English 
while striving for politically legitimate 
authority through the agency of the state and 
against other minorities. The Kannada 
movement thus retains the split between 
dominant economic and technological 
languages and the legitimate sphere of 
politico-cultural languages. From within this 
narrowly defined sphere of legitimate 
political and cultural authority, this regiona- 
list discourse aspires to become a “perfor¬ 
mative discourse which aims to impose as 
legitimate a new definition of the frontiers 
and to get people to know and recognise the 
region that is thus delimited in opposition 
to the dominant definition'*." It is critical 
therefore to identify the elements that this 
regionalist nationalism assembles in the 
course of its self-definition." 

But first, a word about the spatial 
dimensions of Kannada identity, which is 
symptomatic of the contemporary Kannada 
movement’s primary anxieties. Karnataka is 
unusually rich in the number of languages 
.spoken by its inhabitants, which includes 
Telugti, Urdu, Tamil and Marathi, as well 
as Tulu, Konkani and Kodagu, apaii from 
the 6S {ler cent who owe al legiance to Kannada 
alone." Yet of the three significant moments 
in the language politics of the past IS years, 
i c, the Gokak agitation of 1982, the Cauvery 
agitation of 1991 and the agitation against 
ihe Urdu telecast in 1994 what was an 
impressive all-Karnataka affair in 1982 
(Gokak), with an organising nucleus based 
in Hubli-Dharwar, was restricted, during the 
Cauvery agitation, to a struggle over jobs, 
land and water in southern Karnataka."'{'he 
anti-Urdu agitation, which revolved around 
the question of the visibility of Kannada as 
the official language, was more or less 
confined to the state capital. It is no 
coincidence that the Karnataka intelligentsia, 
which had shown a remarkable degree of 
unity in the first two agitations," were much 
less unanimous on the third, mure, symbolic 
issue, although the prot.agonists were in turn 
able to forge new solidarities with Hindu 
communal forces. In other words, securing 
Ihe identity of Kannada through attacks on 
linguistic minorities is restricted to tho.se 
areas where, for historical reasons, there are 
substantial and visible minorities .subsisting 
in regions of high economic growth, namely 
in southern Karnataka and particularly in 
urban areas such as Bangalore and Mysore, 
rather than Bellary, Bijapur or Belgaum. 

The development of Bangalore as a city, 
as well as the role It is assigned to play in 
the refigured global order, have made it a 


sue or suen mtier comemion mar ii nas cumc 
to speak for the predicament of Kannada 
and Kannadigas throughout Karnataka. 
Historically, the division of the city between 
the colonial cantonment (east) and the old 
city (west)” produced on the one hand areas 
with a polyglot legacy and on the other areas 
that were relatively monolingual. One aspect 
of this cultural uniqueness is that Kannada 
speakers account for about 34 per cent of the 
city - although contrary to the widespread 
belief,Kannada speakers constitute thesingle 
largest group of people, followed by Tamil 
(25 per cent) Urdu (19 per cent) and Telugu 
(17 per cent)." The other, and equally 
important fact is that some parts of the city 
have large segments of minority religious 
populations, Christian and Muslim, identified 
with languages other than Kannada, whereas 
more recent migrants to the city are both 
primarily Kannada-speaking and Hindu. The 
most violent manifestations of Kannada 
identity have occurred where demographic 
change and economic realignments arc 
sharpest, that is, in the western and north 
west parts of the city (The Hindu, December 
14, Deccan Herald, December 14, The Hindu 
December 17, 1991.) It was in Bangalore, 
rather than in the deindu.strialised KGF area 
that physical attacks on Tamil speakers were 
most acute during the Cauvery rims, and 
within Bangalore itself, the older eastern 
parts of the city, such as Ulsoor, where equa¬ 
tions between old and new migrants arc more 
stable, were comparatively free of violence 
compared with areas flush with new migrants. 

Not surpri.singly, some of the strongest 
memories of Kannada’s underdevelopment 
are associated with the historic demographic 
and economic profile ut this city" even 
when they concern issues that do nut pertain 
specifically to Bangalore. Testifying bclorc 
the Venkalesh Commission that enquired 
into the anti-Tamil riots during the Cauvery 
agitation, the president of Kannada Shakti 
Kendra Chidananand Murthy said that 
Bangalore's Kannada speakers were on the 
decline, and that there should be a check on 
the migrant influx.'" Bangalore after all. is 
not only the administrative capital of the 
state but is also the location of several public 
sector industries as well as large private 
ones, and is preparing to take its place as 
a major site for information technology. To 
an extent. Bangalore exemplifies and even 
exaggerates the hierarchical division of 
labour between languages that has come to 
stay, whether in the reatms of work, culture, 
governance or religion, and linguistic poli¬ 
tics reiterates the violence of the structural 
changes which are under way today. 

• 

Languaof. ok Work 

The ‘tolerance' of Kannadigas to which 
many testified during the Cauveiy Riots of 
1991 (The Times of India, December 22, 
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I 9 VW IS an iDicresuni; instance oi reinier- 
preting the existence of substantial linguistic 
and ethnic minorities in Karnataka although 
the large-scale mobilisation of labour in the 
gold mines (KGF), textile mills, plantations 
and after the 1940s, the public sector, was 
determined by considerations in which the 
Kannada people played little or no part 
Generally, we may say that the broad-based 
agrarian structure of Old Mysore practically 
eliminated the need fur migration until at 
least the 1950s; on the other hand, the 
inhuspitability of the continguous drought- 
prone tracts of Tamil Nadu drove landed and 
landless labourers off the land and into cities 
such as KGF and Bangalore." Memories of 
the underdevelopment of Kannada speakers 
nevertheless persist among Tamil workers, 
who attribute theirown presence in Karnataka 
to their natural propensities for ‘hard work’ 
or ‘industrial work’ compared with 
Kannadigas in the past," while Kannada 
speakers who arc forced to pi ovule 
explanations for the preponderance ot mm- 
Kannadigus in the labour force of KGF, 
Bangalore and Bhudravathi speak of historic 
iiijUsticcs. The high proportion of 
Kannadigas who comprise the working 
population of the industrial town of Mosur. 
40 miles from Bangalore but in Tamil Nadu, 
docs nut tippear to challenge the dominance 
of these views, any more than the presence 
of large numbers of agricultural landlorils 
and workers in Giidaliir and Ooly docs 

The push from the Karnataka agrarian 
hinterland into ihccitics became pronounced 
from the mid-195()s, a treml that has been^ 
attested by studiesnf slum populations. While 
67 per cent ot Kannada slum dwcllcis came 
to Bangalore after 1954, roughly the same 
percentage (6,^ per cent) ol Tamils had 
migrated before that year, aftei which there 
was a sharp drop, and numbers continue to 
decline although Tamils continue lo account 
for sizeable proportion of lower end 
immigrants." 

Yet even in 1983, Prakasa Rao claimed 
that “more migrants bom outside 1 Kamatakal 
came in search of employment than migrants 
born in Karnataka” Despite this apparent 
“lack of interest” in industiial work, which 
has been ideologically calhccted as an 
aversion to ‘hard work', by the 1960s. active 
efforts were made to mobilise re.scntment 
against patterns of recruitment to eminently 
desirable public sector jobs In wha: was 
conveniently aligned with a mapiigcmcnt 
offensive against an inllucntial cotninumst 
(AITUC) union at BEL. for instance, the 
Karmika Sangha (or the Workers’ Unity 
Forum) was encouraged, beginning in 1967, 
to unionise Kannada speakers on a linguisi'c 
basis. This incitement to umon-breaking 
happily coincided with a period of massive 
public sector expansion, when Kannada 
recruitment increased by leaps and bounds 


even asTamil/Malayali recruitment dropped 
off iw a result of new personnel policies, 
aided in part by the fact that ITls within 
Karnataka itself provided a ready recruiting 
ground." Nevertheless at the start of the 
Gokak agitation, Subrahmanyu. the general 
secretary of the Vimana Kharkhana 
Karnataka Sangha claimed that of the 23.000 
HAL employees, “only 5-7000 (sic) arc 
Kannadigas” (Dcccftn Herald, April II, 
1982) 

The significance of the mid-1960s 
recruitment drive to public sector industries 
extends beyond the mere replacement of one 
linguistic group with another. The caste/ 
class origins of the new entrants differed 
substantially trom previous migrants as well. 
Many ot the new workers at BF,L were 
members of the agrarian landowning 
vokkaligacaste, t rom rural and non-working 
class backgrounds. Tamil workers, for 
example, had been primarily from the lower 
castes and very often from working class and 
even urban backgrounds, coming from towns 
such as Vellore and Coimbatore (interview 
with M S Rao). At the same lime. Bangalore 
has long been chai acterised as a middle class 
city on the basis of low slum population (10 
|)ci cent compared with 25 per cent in cities 
like Madras in the mid-1970s), and the pte- 
ponderanceof middle income earners."Tills 
was true even in that decade of pheno- mcnal 
growth. 1971-81, when Bangalore's popu¬ 
lation swelled by more than 70 per cent.''’ 

Tlic middle-classiicss of the city is only 
likely to be further accentuated given the 
economic changes that arc being envisaged 
for the city, with the planned generation of 
more while collar and service oriented jobs ” 
Unlike KGF city, which is overwhelmingly 
Tamil, and is rapidly deindustrialised iuid 
deurbanised. despite protests. Bangalore’s 
relatively weak working cliuss profile means 
that there arc fewer jobs for the rural inigraiils 
arriving in the city. Given the structural 
shifts in the industrial landscape, namely 
away from public sector to private, and from 
heavy capital goods industries to light 
con.sumcr industries, service industries, or 
to highly skilled CNCoperations, the Sarojini 
Mahishi Commission’s recommendation that 
at least 80 per cent of the jobs at the lowest 
scale in the public sector be reset ved lor the 
“sons ot the .soil” will not yield tangible 
results and may soon be irrelevant.'* In fact, 
this will greatly exacerbate the struggle over 
the limited resources and jobs that the stuic 
controls. The new economic policy, from 
which Karnataka, especially Bangalore, is 
slated to benefit, will bypass the majority 
of subaltern classes, whatever languages they 
may speak, and control of the political 
machine itself is seen as an alternative lor 
large sections of the people who arc (loorly 
endowed with the desirable economic or 
cullural capital. 


LaNCiUAOC' of CuLTtlRF. 

There was, right from the start, no contest 
between the ‘prestigious enchantress* 
(English) and the ‘sobbing mother’ 
(Kiiniiada).'’' Kannada High schools 
preparing students for the upper secondary 
examination at the turn of the century ‘did 
not nourish in com{iciiliun wiih English 
schvKils’ and were thercloie abolished in 
1935 although Kannada was made the 
medium of instruction in that year.*" An 
internationally hegemonic language like 
English became desirable cullural capital for 
the Karnataka, indeed the Indian, elite, 
especially in the absence of a common 
language in the incipient nation-state, llie 
field ot culture was however easier to mark 
ofl, lo set aside as the domain over which 
Kannada would preside. The existence of a 
rich literary tradition, and the output of 
hilherio suppres.sed grmips such as Dalits 
and women, have ensured Kannada a secure 
place as a literary language. Yet this domain 
loo has long borne the marks of hierarchy, 
given the extremely iitiequai terms of 
distribution ol lingui.stic capital between the 
various segments of the cultural conimunity. 
Language thus continued to be the bearer 
of caste and gender markers. In the very first 
.school started at Mclkoic for brahmin girls, 
the emphasis was on leaching the literary 
and fine aits through the medium of 
Kannada,*' with little or no input on the 
exact, natural or physical sciences. Indeed, 
only Kannada was taught because English, 
far from being merely a medium, was 
intrinsically bound up with “inlormation 
offensive lo native tradition”.*^ Only in 1919 
were girls’.schiMils reluctantly made bilingual 
from the middle grade, and this only alter 
iui appeal came from the women'.s movement, 
though Kaiinadacoiitimied to be the medium 
of instruction.*‘Thedebalcaboul what should 
be the language of instruction continued 
well into the I940.S although the hegemony 
of English was never breached 
B M Srikantiii’s was among the stray 
voices that urged the dcvchipment of a 
Kannada adequate lo the tasks of modem 
industrial and .scientific advance.** Yet he 
loo made the point feebly, acknowledging 
itisiea>l the sphere within which Kannada 
was condemned lo circulate, envisaging a 
divi.sioiioflabour where English 'ourcultural 
and political language’, Sanskrit 'ourspiritual 
and classical luiigiiage' and Kannada 'our 
nai 1 VC and s^icaki ng language', could happily 
co-cxi.st.*'‘This Ijas been an important legacy 
forthc picsent since Kannada’s alliance with 
the world of culture has over the years been 
more firmly established through the efforts 
of private and stale bodies such as the 
Kannada and culture department. Despite 
this, there has been, neither in the past not 
today, a widespread movement to .spreac 
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literacy or encourage reading, as happened 
tn the library movement of Kerala in the 
colonial period.^' The obvious limits of 
promoting the growth of a language only 
through the genre of literature has been 
recognised by several Kannada intellec¬ 
tuals/'’ and this may be a difficult link to 
challenge even by the current chairman of 
the Kannada Development Authority, 
H Narasimhaiah, a scientist. 

Yet even the field of ‘culture’ such as it 
IS, is not unconiestabiy the domain of 
Kannada. A national culture is today pur¬ 
veyed throughout the country via the medium 
of Hindi, which in Karnataka enjoys a 
dominance that has rarely been questioned/" 
Mahadev Banakar even cites the Tamil 
objection to ‘Akashvani’ as a symptom of 
its anti-national stance, a position from which 
he IS anxious to distinguish Kannada.'*'' 
Instead, even when there was protest against 
programmes made in Hindi, such us Sanjay 
Khan's The Sword ofTippu Sultan (Deccan 
Herald, December 12,1091) und Ramanand 
Sugar's Ramayana (Deccan Herald, August 
30, 1094), it was because they were being 
dubbed for telecast in Kannada raiher than 
being remade in Kannada. There has been 
recurrent tension between the ‘remake lobby’ 
and the dubbers of non-Kannada films. Tlic 
issue is how best the development of the 
Kannada language is served; by dubbing 
non-Kannada films, by 'remaking' non- 
Kannada films (and providing an impetus 
for the film industry), or by striving to make 
Kannada films that can .stand up to the 
competition of other language films. While 
the ‘remake lobby' has complained about 
the ‘lack ol story lines, and even directors, 
the puri.sts sec ‘remakes’ as a kiss of death 
for the Kannada film industry.'" 

Despite a mettsurc of pride in the fact that 
‘films in six languages arc shown in the 
slate' the insistence, particularly during 
moments of crisis, that only Kannada films 
be seen m theatres in bangalore and that 
only Kannada programmes be shown on the 
channels DDI and DDO*' may be seen as 
an instance of the coercive, rather than 
persuasive quality of Kannada's limited reign 
over the culture of Karnataka. The entry of 
the Rajkuniar Fans' AssiKiation into the 
fray during both the Gokak and the anti- 
Tamil riots were critical to the scale and 
intensity ol the disturbances, while rallying 
the entire film industry behind it during the 
Kannada agitation." Even when the demand 
for Kannada telecasts was made, it was in 
order to monopolise the official channels, 
since the protagonists of Kannada arc acutely 
aware of the impossibility of voicing 
opposition to the innumerable private 
channels that beam programmes in English, 
Hindi and even Tamil thixnighout the day. 
Kannada therefore aspires to monopolise the 
field of official culture, which is part of a 
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wider aspiration to make Kannada the sole 
language of governance. ' 

Language of Governance 

Given that the division of labour between 
different languages has been well established 
with English at the top of the hierarchy 
followed by Hindi, it need come us no suipri.se 
that the leaders of the Kannada movement 
aspire to .seize and occupy, coercively if 
necessary, the realm of governance. The 
.state in the Indian case is not merely an 
administrative structure but an active 
interventionary force in development of all 
kinds. In the refigured economy of the state, 
where, as already mentioned, the thrust is 
towards a dismantling of the public and 
encouragement of the private sector, the 
government, or at least the political class, 
attempts an active mediation of the economic 
agendas, to compensate for the domain of 
jobs and power that have been lo.st with the 
decline of the state sector." While this can 
do nothing by way of altering the direction 
of the change, and indeed may not want to. 
it can at least secure a substantial part of the 
benefits that accrue to the initiators of such 
change. 

Of course, there are also instances of 
sections of the Kannada movement otfering 
serious and even violent critiques of the new 
economic policy. The KRRS attack on Cargill 
seeds and Kentucky Fried Chicken, the 
opposition to the Japanese township and the 
growing unease about the Cogentrix deal arc 
cases in point, but they remain symbolic, and 
external to the central concern of the Kannada 
movement. 

The official language is necessarily aligned 
with the nation-state in its origins and in its 
social U.SCS. so that Kannada must not only 
be the official language of the state, but the 
.vo/eofficial language in a lingui.stically plural 
society. After having secured official 
language status in 196.3,'" Kannada clearly 
did nut make the headway that wasenvisaged. 
and the nearly 280 GOs that have been 
issued in the past 30 years include several 
that testify to the continued insecurity of 
Kannada. Despite certain misgivings, and 
even doubts, the imposition of Kannada, 
whether as the sole first language in high 
schools or as the official language, appears 
as the only viable route of e.stablishing 
hegemony. The Kannada Development 
Authority, who.se mandate is broader than 
its predecessors, the Kannada Official 
Language Committee, the Kannada Official 
Language Watchdog Committee, and the 
Kannada Watchdog and Border Advisory 
Committee, is still .struggling with the same 
issues. Indeed, it is a recognition of the 
impossibility of even legitimate authority 
in making language hegemonic that 
G Narayana, tonner president of the Kannada 
Development Authority, knowing full well 


tMat Kannada will not flourish without a 
conducive environment’ declared 1993-94 
as the ‘Kannada Awareness 'Year.’” 

A crucial site for the development of any 
official language is the school system, where 
a certain degree of compulsion is coupled 
with the generalised changes in the economy 
that warrant new knowledges and a mastery 
of the official language. Yet even Eugen 
Weber’s detailed documentation of the 
violent processes by which peasants were 
forced to become Frenchmen, and only as 
recently as during the period of the first 
world war, does not minimise the importance 
of persuasion: when French finally gained 
ground among the patois speaking peasants, 
it was “not .so much through persecution as 
through the peasant’s growing appreciation 
of the usefulness of a less parochial language 
and of the skills learned in schools”. The 
Gokak agitation however, recognising that 
the generalised conditions for a wide.spread 
need for Kannada did not exist, sought to 
elevate Kannada to the level of the sole first 
language, a status that no other language has 
been accorded in the country, by state 
coercion. 

Recognising the need to legitimise the 
official language and consecrate it as the 
language ot the .state, Kannada is placed in 
opposition to other dominated languages - 
Sanskrit, which is an o.ssified classical 
language; Tamil, which in Karnataka is 
pnmanly the language of subaltern classes; 
and Urdu, similarly the language ol a 
dominated minority. 1'hc ferociousness ot 
the attack on the Urdu news tclec.ist was thus 
a protection of the official face of and space 
for Kannada, and the fear of even minor 
transgressions into that space.*’ Both the 
attack on Tamils and their property during 
the 1991 Cauvery riots and on Muslims 
dunng the anti-Urdu agitation in 1994 may 
be seen as coveting the images of Tamil and 
LIrdu respectively. In the case of Tamil, it 
is the political and cultural solidarity that is 
enviable, a political solidarity that has recently 
been forged, and has enabled a certain 
dominance even among expatriate subaltern 
classes. In the case of Urdu too, it is the 
ability of the language to perpetuate itself 
and survive despite the absence ot an official 
political stmeture and despite the fact that 
the community of speakers is clearly under¬ 
privileged. Urdu speakers’ .solidarity, unlike 
that of Tamils, springs in part from the solida¬ 
rity made available by Islam, which more 
than amply makes up for the absence of a 
patron state. This excessive identity of Urdu 
with a religious group is both feared and 
envied by the Kannada protagoni.st.s, although 
thecommonsensicalassociationof Kannada 
with Hinduism is naturalised, and is therefore 
beyond interrogation. Briefly tracing the 
genealogies of the link between language 
and religion is therefore imperative. 


Economic and Political Weeklv October 12-19. 1996 



Language of Religion 

Most historians of Old Mysore in the iate 
19th century such us Cha Vasudevayya. 
Chandrasekhara Sastri. M Singrayya 
expressed 'raja bhakti’, composing court 
histories and vamsavalis.'* BM Sri’s 
Kannada Nadina Chariire also remained at 
the level of a history of the Mysore court. 
Nationalist redefinition of the Kannada 
speaking people’s hi story came from outside 
Mysore. Here too, while there were 
exceptions such a.s Raghavendra Krishna 
Inamati’s 1907 work that acknowledged the 
Muslim heritage, most nationalist histories 
bore the imprint ol a reawakened Hinduism. 

Alur Venkat Rao’s 1917 conception of 
‘Karnatakatva’ as outlined in Karnataka 
Gatha Vathhava was unmistakably grounded 
in the language of worship, of devotion to 
the great men of the past.”' But there was 
a much more important sense in which the 
history of the Kannada nation was 
constpjclcd as thchisioryoUhc Hindu nation. 
That iay in the very choice of heroes in 
Karnataka's past and in the abruptness with 
which Karnataka's glory comes to an end 
in 1565 lollowing the battle of Talikota in 
which the forces ot Hinduism were defeated 
by the forces ot Islam; 

Having nourished tor 230 years ihis glorious 
kingdom disappeared in halt a miniilc by 
accident. It died That was the end of 
Karnataka's glory The kumkimi was wiped 
olf Karnatakadevi's loreh.ad' The 
mangalsutra round hei neck was cut' 
Karnataka's wealth was dcslioyed. 
Kariiataka'siniellectual wcalthdisappcaied 
The sun of Karnataka's valour set To 
summarise, since that day. we people of 
Karnataka have become an empty name in 
history Oh, ye of Karnataka, has the time 
still not arrivt^ tor a recovery ol past glories'' 
Think about it (p 71). 

Not only were the Vijayanagar kings 
valiant in their defence of ‘arya dharnw' in 
the fji-c of a formidable enemy, namely, the 
Bahmanis. successive dynasties until 
Vijayanagar. from the Gangas Kadambas, 
C'halukyas. Rashtrakutas Hoysalas. and 
Yadavas were protectors of the Kannada 
language <p 21). 

In Alur Venkat Rao's narrative, the 
bondage of Karnataka began with the dcicat 
of Vijayanagar ami had not ended, which 
was why his account ends with the battle 
of Talikota Through a senes of elisions, 
languages acquire a religititis identity 
especially since non-stale (non-official) 
religions are destined to l.inguish and die. 
Thus, the Bahmani and Add Shahi court 
cultures in north Karnataka which in fact 
paralleled the court of the Wodeyars are held 
responsible for the decline of Karnatakatva. 
By such a violent act of self-imposed 
censorship, the classical heritage of 
Karnataka remained exclusively Hindu, end 


Islam continued to beextemal to Karnataka's 
history. Alur's account glides over 
Karnataka's Jain heritage, the revolutionary 
doctrines of Basaveswara and completely 
ignores the subaltern rcligiosities of the 
Bijapur/Gulbarga SuH traditions of the 14ih- 
I6tb centuries which were often bitterly 
opposed to the Adil Shahi/Bahmani .sultans."" 

ifothat extent, Alur Venkat Rao's revisions 
were even more drastic than the efforts of 
writers such as Bankimchandra. because of 
his refusal to name, differentiate or 
characterise the lute medieval period, not 
even as darkne.ss."’If Bankimchandra, despite 
his analytical break with his historical 
forebears nevertheless cvadiHl a critique of 
colonialism aiul was a liberal before his 
time, Alur Venkat Rao writing in 1920 was 
more than amply lamiliar with the critiques 
of colonialism that were being generated by 
the iiationali.st movement, in his decision to 
end the history ot the glories of Karnataka 
in 1565, in his reliisal to deal with the period 
that followed as history, and in the tacit 
gratitude he showed the Orientalist scholars 
who had put together a coherent account ot 
Karnataka's ancient past, he exercised a 
judgment, rcHecting a view that had already 
gained currency and resonated well into the 
20th century. 

In attempting to understand the communal 
turn taken by (he Kannada movement, at 
least one recent documeni distinguishes 
between the pre- and post-independence 
language movements In the colonial 
period, it says, the Kannada movetiietil 
■presented very democratic points of view' 
and retained a unity uniil its goal was 
achieved, namely. Karnataka's unification. 
In the post-indcpcndcncc period, however, 
the pressures of inodemisation appear to 
have caused a split in the constituency. Yet, 
while appteciating (he difficulties ol 
imagining the nation outside the framework 
of ‘devotion’, there is no doubt that Alur 
made specific choices throughout his work 
in order to rally specific kinds of groups to 
the cause ot Kannada. In that sense, although 
the commonscnsical association of Kannada 
with Hinduism cannot be without long-term 
cflccts, portraying the anti-l Irdu agitation as 
resulting from a ’misuse of the situation by 
communal interests’ is clearly inadequate."' 

Instead, wc may account for the absence 
of 'commiinalism' in the colonial period in 
quite a dificrent way. At least until the 
1930s. the princely states were generally 
regarded as comparatively free ol communal 
strife."" Communal riots in several princely 
states such as Travancore and Hyderabad in 
the latter part of the 1930s forced a revision 
of thi.s optimistic view. Several histonan.s 
have speculated on the reasons for this early 
'ab.sence'. Ian Copeland suggests in his 
analysis of Hyderabad (hat low levels of 
industrial development and lower levels of 


politicisation account for the absence of 
communal strife; even in 1938, it was British 
subjects and organisations, rather than 
Hyderabad! ones, that were responsible for 
the riots."" A comparative analysis of two 
slates, Travancore and Raroda. htu; led Dick 
Kooiman to conclude that communal leaders 
emphasised religious identities to more 
strictly regulate access to the state 
bureaucnicy (ils in Travancore); where elite 
interests were well .served by the bureaucracy, 
as in Baroda. (here was relatively little 
communal violence."" According to James 
Chiriyunkandath. curly caste or community 
bused activity of the clues was a formative 
influence on the development ot democratic 
inslituiions and organisations, especially 
within the sphere of electoral politics, with 
enduring consequences."’ 

Although none of thc.se explanations 
entirely fit (he Mysore ca.se, what they all 
emphasise is the development ot a range of 
pre-political organisations, whether caste, 
icligion, Ol languags'; bused, and whether or 
not they redefined the domains of economic, 
political and .social power ,Stich associations 
were relatively weak in Baroda"* and 
Hyderabad"'' (so that communal riots were 
absent in the former place and instigated by 
outsiders in the latter) while they were 
stronger in Travancore.'" In most pans of 
Mysore, there was a conspicuous weakness 
of such .is.sociulions; if communal riots were 
rare then, ij has to be understood as part of 
the generally restricted development of the 
public spheic, where even progressive 
movements such as women's. peasant or left 
movements, did nol flourish.''' liven the 
hostility between biahniins and non- 
brahmins was more in the iiaitire of clue, 
‘palace' intrigues, rather than popular 
upsurges.” 

Despite the availability ot colonial 
di.scoursc on the iiii.sdeeds of ilyder and 
Tippu and their followers, then, Mysore was 
relatively free of communal violence. On the 
other hand, the avowexi Hinduncss’ of the 
Mysore state permitted the bureaucracy to 
transform the domain ol the social wiihout 
incurring serious opposition, nol even from 
the Congress, indeed there was a great deal 
of congruence between (^ingress and 
princely state agendas, especially on 
economic quest ions. What IS more important 
IS the monarchical culture that w:ls kept 
alive, and ihe maharaja, whose figurehead 
status was never in doubt nevertheless stcnid 
tortormsot power and authority which were 
distinctly monarchic. This monarchic culture 
was not pioclaimcdly secular, and yet wore 
its Hinduncss lightly especially in its 
unopposed reform of the My.sore scKial 
formation. 

Today, hov/ever, the identification of 
Kannada with Hinduism has been so 
thoroughly !iatiirali.sed that Kannada 
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Rajyotsava as it is celebrated has assumed 
the trappings ol a minor religious festival, 
replete with invocations to the goddess of 
Kannada. Bhuvaneshwari. The relationship 
of the community of speakers of Kannada 
to the language is one of devotion or faith, 
so that mure secular celebrations of 
Rajyotsava, as were attempted by the BEL. 
union, were regarded as sacrilegious.” 
Ponraits of Kannada Bhuvaneshwari were 
worshipped at the launch of the Gokak 
agitation, as if to suggest that respect for the 
languagccan only be guaranteed by investing 
it with a certain religiosity (Deccan Herald. 
April 3, 1982). Similarly, the Cauvery 
agitation too evoked images of the symbolic 
importimee of the river tor Hindus. It is 
almost as if the aggressively religious public 
sphere is developing in tandem with, and in 
opposition to. the expanded sphere of the 
secular. And it is no coincidence that such 
oppositions are exacerbated even as 
associations in civil society (trade unions 
and language as.socintioiis within the public 
.sector industries for example) are nourishing. 

Wc cannot overstate the link between the 
religious colour ot language agitations, since 
language solidarities m most new nation 
states have evoked religious motifs. But the 
speed with which the 1994 agitation against 
the introduction of Didii news telecast was 
transformed inio a sustained campaign 
against the speakers of Urdu, namely 
Muslims, speaks of a commonsensical 
association of Kannada with Hinduism and 
the consolidation of the agenda of Hindu 
conimiinalism beyond liic confines of a 
specifically ‘comniuiiar party.” In fact, (he 
Kannada movement had no need tor the 
members of the BJP and even refused them 
an opportunity to speak at the rally before 
Doordarshan on October 9.1994 (The Times 
ofIndia.OcUybcrU). 1994).Thereisccrtainly 
no perfect consonance between the agendas 
of Karnatakatva and Hindutva though there 
appears to lie enough of an overlap. Thus, 
while Chidaiianda Murlhy said after the anti- 
Urdu riots that “Hindus are no more under 
the control ol Mutts, but the Muslims are 
always bound by what the Mowlvis say”.” 
Jagdish Karanth, the leader of the Hindu 
Jagran Vedike, which played a key role in 
the riots at Bangalore and earlier at Bhatkal, 
cxpres.scd similar sentiments."’ 

DliMOTRACY AND f.ANOUAGl: 

The ideology of the Kannada movement 
resembles the Shi\ .Sena movement quite 
closely especiallv in the kinds of elements 
it assembles iii its self-definition (Hindu, 
anti-minority and palnarclial) as well us in 
its aspirations (control of the political 
machine), although there arc important 
distinctions.” Kannada nationalism, like .ill 
nationalisms, attempts to produce a sol idari ty 
between all Kannada speakers in order to 
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efface the specificities of caste and class, and 
pits itself against other dominated minorities 
rather than addressing the hierarchical 
division of labour that has ensured Kannada's 
dominated status.” 

Of the constituent groups that have 
expressed a more circumspect solidarity with 
(he cau.se of Kannada in the contemporary 
political scene,” the Karnataka Rajya Raitha 
Sangha alone seems to have attempted a 
critique of the impact of the new global 
order, and even produced a vocabulary ade¬ 
quate to such an analysis.*" The other social 
movement of significance, the Dalit .Sangarsh 
Samiti, which has often supported the pro- 
Kannada struggles, has not so far given up 
its primaty identity as a forum fur asserting 
and defending the rights of dalits.*' 

As long as it continues to privilege the 
identity of Kannada over other democratic 
aspirations, the Kannada movement will tend 
increasingly towards alignment with strident 
communal or anti-minority forces, rather 
than those critical of the existing 
establishment and of the promised changes 
in the economic and political .scenario, and 
muting the milder cultural nationalist forces 
within the Kannada movement. Even the 
justified demand for a fair share of Cauvery 
water in 1991 .soon dissolved into an 
indiscriminate attack on Tamil labourers 
and landholders in parts of southern 
Karnataka. Nor does the vociferous 
participationof subaltern classes necc.ssarily 
guarantee a more inclusive or demociatic 
agenda."^ The Kannada ■ movement 
encompasses a range of moderate and 
progressive intcl lectual (xisitions. which have 
of late been overshadowed by the more 
strident voices. Combined with the stractural 
changes that arc well under way and which 
are guaranteed to benefit a few at theexpensc 
of the rest, the ideology of (he Kannada 
movement, while often expressing legitimate 
anxieties, may increasingly tend towards 
undemocratic resolutions of its identity 
crisis. It may increasingly, as Vatal Nagaraj 
ominously threatened on the eve ot the 
agitation against theinierimorderonCauvcry 
waters, “speak in a language the centre will 
understand”. 

Notes 

I 'Momones of IJndcrdcvelopinent' was ihc name 
of a memorable Cuban film directed by Tomas 
Alca. This paper is exploratory, suggesting 
directions in which the study of contemporary 
Karnataka may prolitably proceed, rather than 
providing a fully worked out analysis of the 
predicaments of Karnataka’s development today. 
This paper was prepared for the scminiu'on ‘Social 
Identities' Religion. Region and lauiguage in 
Coniciiiporury India , University of Hyderabad, 
Septem^T 14 and IS. 1995, and also presented 
at the Madras Institute of Development Studies. 
Madras. Comments from the audience at both 
places have greatly helped to sharpen my 


nrgihnents; I am especially grateful to the readers 
of the first draft. K Nagaraj, MSS Pandion, and 
Madhava Prasad.] 
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Performance, Policy Issues and Prospects 

of India’s Exports 

O P Sharma 

Against the backdrop of India s export performance in the last fire years and the major policy issues thrown up 
by it. this paper discusses export prospects in the Ninth Plan and sketches essential contours oj a policy-frame. 


5INCE the beginning of planning in India, 
here has been a sustained improvement m 
ixpoit pcrfoimance. However, it was with 
he foreign exchange crisis after the Second 
’Ian, that an active export punnotion 
irogramme was put in place with the .spccil ic 
ibjectiveof financing the increasing imports, 
/olume index of exports increased from 
iround 3 per cent in the 1950s to 3.5 per 
:entinthe 1960s, Acceleration in real exports 
vas particularly significant from 4.6 per 
■ent in the Fourth Plan (1969-74) t ■ 7 9 per 
:cnt in the Fifth Plan (1974-79). Due to 
nulliplicity ot factors, like crop failures, 
mergy crisis, etc. volume growth rate fell 
o 2.7 per cent in the .Sixth Plan (19H0-85). 
iVith the revival of the economy, the growth 
ate of volume index of export again picked 
ip to 8 per cent in the Seventh Plan (1985- 
)0). Encouraged by this, the Eighth Plan set 
he target growth ot exports at 1) 6 per cent 
>cr annum. As against this, the volume index 
las shown an increase by ovci 12 per cent 
3er annum in the first three years' 1992-95). 
Considering these trends in exports, the 
iccelcration m the rate ot growth ol the cco- 
lomy during the last two years, and increas¬ 
ing outward orientation of the economy due 
.o the process of liberalisation, it should be 
possible to step up the growth rate of exports 
in the Ninth Plan This would, however, 
rctiuirc some major thrust in our export 
policy to widen the base ol export activity. 

This paper is divided in lour sections. In 
Section I, wc briefly analyse India’s export 
performance during last five years ending 
with 1995-96. The analysis is based on 
statistical evidence on aggregate as well as 
sectoral export trends. Section II provides 
an analysis of major factors and policy is.sues 
in export performance In Section III, wc 
separately analyse the issues concerning 
infrastructure and ex|H)rt efforts of various 
states. In this section, some fresh evidence 
is provided on inter-state differences in 
infrastructure and states’ export on intation. 
Finally, in Section IV, wc discuss very 
broadly the prospects of India’s cxixirl during 
the period of the Ninth Plan and some 
essential contours of a policy-frame. As this 
outline suggests, this paper, by and large, 
concentrates on supply side factor which is 
consistent with the widely held view that 
international demand docs not operate as a 
constraint on India’s exports. 


1 

Review of Export Performance 
in Eighth Plan 

Table 1 provides trends in India’s exports 
in terms of SDR, US dollar and Indian rupee. 
The purpo.se of providing the data on trade 
flows in various measures of value is to 
enrich our understanding ol the trends in 
exports during the last five years 
characterised with sharp exchange rate 
variations and far-reaching changes in 
policies both in India and our export markets 
The table al.so gives annual vanations in 
value of exports, real exports in terms of 
volume index brought out by DGCI and S 
and India’s share in world exports. 

Analysis based on the data given in the 
Table I at end leads lofollowingconclusions: 

(a) Except for 1991-92 and 1992-93, wc 
have been able to gradually increase our 
share in world exports from 0.53 per cent 
to 0.59 per cent. However, fuithcr details, 
not reported in the table due to paucity of 
space, indicate that our performance was not 
comparable with that of Asia as our share 
in such exports declined from 3.98 per cent 
in 1990 to 3,26 per cent in 1994 before 
increasing to .1.4 per cent in 1995. 

(b) Real growth in exports as indicated by 
the DGCI and H volume index was 
overwhelmingly responsible for the growth 
m value ol exports. Increase in DGCI and 
S unit value index by 13.6 per cent per 
annum during 1989-95 was primarily due 
to depreciation in the nominal value of rupee 
by 12.3 per cent per annum. 

(c) .Suh-pcri(xl averages indicate unequi¬ 
vocally that export performance has been 
better in the post-reform period, that is. since 
1992-93 both m terms of quantum as well 
as value of exports. An interesting fact hwre 
is that in the post-icform period, 
notwithstanding the liberal regime, exchange 
rate was perhaps not the driving force in 
increasingexports Relatively small nominal 
dennxiation and in fact appreciation in real 
elfcctivc exchange rale was accompanied 
with sharp incrca.se in volume of exports. 

That the improvement in export per¬ 
formance has been induced by policy relonns 
IS indicated nut only by higher growth in 
GDP and industrial production on which 
evidence wll be provided later, but also by 
increasing orientation of the economy 


towards exports. Thus expons as a percentage 
of GDP at current prices have shown an 
upward trend, as can be seen from Table 2. 

Another major indicator of dynamism in 
export sector is the increasingly more 
tavourabic composition of India’s exports 
which is less vulnerable to the vici.ssitudes 
in quantum and unit value of exports. Thus 
manufacturing sector continued to dominate 
the Indian exports with 77 per cent share in 
total expoiis. Such exports have registered 
sustained acceleration in growth rates in 
dollai terms from 1.2 pci cent in 1991-92 
to over 24 jier cent dining Apnl-December 
1995. Within the manufacturing sector, 
chemicals and allied products, engineering 
go< kIs. ready- made garments and handicrafts 
including gems and jewellery, in which India 
has comparutivi advantage, have recorded 
high growth rates as shown in Table 3. This 
docs not. however, belittle the importance 
of agricultural exports which showed 
excellent performance in 1993-94. In fact, 
several impoilant products such us rice, nil, 
seeds, cotton and marine puKlucis have 
registered sharp improvement in export/ 
output ratios. 

II 

Factors and Policy I.ssue.s in 
Export Performance 

lixport performance basically dcfiends on 
the supply or exportable sur{)luses and 
demand m the mternational market. .Supply 
or exportable surpluses in turn depend on 
capacity and production, domestic demand 
and relative domestic t<' mternational prices, 
the latter partly dependent on exchange rates. 
.Similarly demand for exports depend upon 
purchasing power in export market, relative 
prices and market competitiveness vis-a-vis 
trade rivals.' We first discuss the recent 
trends in the world economy influencing the 
demand for ex|Mrts and thereafter trends in 
domcstie factors affecting supply ol exports 
such as the macro-ecnomic aggregate, trade 
policy and exchange rate movements. 

Wemu) Economy and Demand CoNomoNS 
I-t;X IixKlRT,S 

In a large ma)ority of prcxlucts, India’s 
share in world export is very small. Thus 
being a marginal exporter, India faces an 
clastic demand with respect to relative prices 
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tor Its products, particularly manuiaciuit 
exports.^ There are exceptions like textiles 
where due to variable export restraints or 
other tariff/non-tanff barriers, competing 
rivals face discriminatory market access.' 
However, in most other products, demand 
for India's export depends on world income 
or volume of world trade and relative prices 
in the external market.' 

Around 60 per cent of India’s exports go 
to OECD countne.s. 11 per cent to OPEC, 
4 per cent to eastern Europe and 24 per cent 
to developing countries. Thus the economic 
conditions in industrial countries 
significantly determine the demand for 
India’s export. Since 1991, when with the 
exception of Japan and Germany, these 
countries faced stagnation or decline in GDP, 
there has been acceleration in growth rates. 
Thus real GDP of industrial countries 
accelerated from 0.8 per cent in 1991 to .3.1 
per cent in 1994. Most notable was the 
acceleration in GDP of the US from -0.6 pei 
cent to 4.1 per cent and the UK from -2.0 
percentto 3.8 percent. Even more significant 
has been the recovery in world trade, which 
accelerated from 2.9 percent in 1991 to9.4 
per cent in 1994 in terms of volume. Volume 
of import of industrial countries accelerated 
sharply from 2.1 per cent to 10.5 per cent.' 
Thus the overall demand conditions for our 
exports were quite favourable during 1991- 
94. even though, as mentioned, international 
price movements did not help in export 
earnings. 

At the same time, there have been 
cataclysmic changes in the world economy 
since 1991 which arc likely to have a far- 
reaching impact on India'sexports. Foremost 
among these is the conclusion of the Uruguay 
Round in end-1993. In this Round significant 
progress was made in market liberalisation 
by all signatories. Thus import weighted 
average bound tariff rates were reduced fiom 
6 per cent in pre-Uruguay Round situation 
to 3.6 per cent in the post-Uruguay Round 
by indusirial countries and from 71.4 per 
cent to .32.4 per cent by India. This could 
add 1 per cent to world GDP and 12 per cent 
to world trade.*’ .Second, the World Trade 
Organisation was set up which would 
strengthen the dispute settlement mechanism. 
Third, new areas like Trade Related 
Intellectual Property Rights were integrated 
into the sysicm hastening the process of 
globalisation of Indian industry. Perhaps the 
best outcome of Uruguay Round for India 
is the integration of textiles into the WTO 
framework even though it is heavily 
backloaded. Apart from the Uruguay Round, 
other major developments of interest to India 
have been the ongoing implementation of 
Internal Market in the European Union, 
particularly the elimination of Article IS of 
the Treaty, implementation of South Asian 
Preferential "rrading Arrangement and 


iiKita's oecoming a mill uiaiogue manner or 
ASEAN. 

Domestic Macro-Economic Trends 

There has been significant improvement 
in the Indian economy as the growth rate 
of GDP accelerated from 0.8 per cent in 
1991-92 to an estimated 6.2 per cent in 
1995-96, average annual growth rate being 
5.7.pcr cent during the last four years. The 
implied ela.sticity of exports with respect to 
GDP comes to 2.1, somewhat lower than 
that postulated in the Eighth Plan. Hiis as 
indicated earlier is also reflected in increasing 
expori/GDP ratios. 

The sustained performance of exports 
during the last two years, particularly during 
1994-95, was partly due to acceleration in 
the growth rate of industrial production. The 
growth in manufacturing sector by 6.5 per 
cent in 1993-94,8.6 percent in 1994-95 and 
over 10 per cent during April-December, 
1995 has been the main force behind growth 
of manufactured exports. An alround 
improvement in infrastructural industries 
such as electricity generation, petroleum and 
petroleum products, transport, steel, etc, 
helped in the acceleration of industrial 
production. Latest trends indicate that sharp 
improvement in manufacturing production 
has been on aa'ount of export oriented sectors 
like leather, chemicals, metal products and 
machinery. 

Trade Poucy Measures 

The Eighth Plan’s objective has been to 
move our trade policy regime towards greater 
openness and transparency and with the 
ultimate objective of integrating the Indian 
economy with the rest of the world. The key 
objectives ol the trade policy reforms during 
the Plan were (i) a further pruning of the 
negative list of iniports-exports; and (ii) 
gradual reduction in both the level and 


oupeisionoTianiT rates, iinas Deal cnvisagea 
that by theendof the Eighth nan the negative 
list of imports should contain only items to 
be banned on groundsofenvironment, health, 
safety, etc. 

In accordance with these objectives, the 
government has initiated steps from June 
1991 onwards for the dismantling of 
restrictive policy instruments through reform 
in trade, tariff and exchange rate policies. 
The import policy regime was revamped by 
shifting a significant number of items outside 
the purview of import licensing. Many of 
the quantitative restrictions on imports- 
exports have also been withdrawn. Policy 
measures such as elimination of quantitative 
restrictions on intermediates and capital 
goods, freeing large majority of tariff lines 
covering raw materials, intermediates and 
capital goods from import licensing 
requirements and extending the facility of 
Special Import Licences do export/trading 
houses have helped in strengthening export- 
production linkages. 

The Eighth Plan envisages that the average 
level of tariff should be brought down to 
about 25 per cent during the Plan period. 
The peak rale of tariff has already been 


Table 2’. Exkwts as Per Cent of GDP 


Year 

Total Exports 
(Rs Crorc) 

Exports as 
Per Cent of 
GDP at 
Market Prices 

1989 90 

27658 

6 1 

1990-91 

32553 

6.1 

1991-92 

44041 

7 1 

1992-93 

53668 

7.6 

1993-94 

69749 

8.7 

1994-95 

82338 

87 

1995-96 

99325 

9.2 


Source: Bu.sic data: Econimw Survey 1995-96. 
Ratio for 199.5-96 is projected on the 
basis of data for fust nine months. 


Table I : Trends in Total Exports, 1989-96 


Year 

Total Exports 


Annual Variations (Per Cent) 

Share in 
World 
Export 

SDR mn 

$ mn 

Rs cr 

SDR 

$ 

Rs 

Volume 

Index 

1989-90 

12943 

16612 

27658 

2.5.2 

18.9 

2.5.1 

15.0 

0.53 

1990-91 

13101 

18143 

32.553 

1.2 

9.2 

22.3 

11.0 

0.53 

1991-92 

13078 

17865 

44041 

-0.1 

-1.5 

10.8 

7.5 

0..50 

1992-93 

15296 

18537 

53688 

17.0 

3.8 

32.4 

6.8 

0.52 

1993-94 

15893 

22238 

69751 

3.9 

20,0 

15.3 

15.5 

0.57 

1994-95 

18055 

263.30 

82674 

13.6 

18.0 

23.1 

13.7 

0.58 

1995-96 

14924 

22757 

74493 

17.8 

24 2 

34.9 

na 

0.59 

Period Averages 








1989-92 




8.1 

8.9 

19.4 

11.2 

0.52 

1992-96 




13.1 

16.5 

26.4 

12.0 

0.57 

1989-96 




10.9 

13.3 

23.4 

11.6 

0.55 


Notex: 1 Data for 1995-96 up to December 

2 Exchange rates derived from trade data. SDR values are derived from SDR/S conversion 
factor. 


3 Share in world exports is for first two quarters of calenifer I99S. 

4 Volume index aveiages are for period upto 1992-95. 

Sources: DCCI and S, Commerce Ministry, Economic Survey 1995 96 and Intermttumal Financial 
Statistics (IMF). 
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reduced to SOpercent in the 1995-96Central 
Budget and the average collection rate to 29 
per cent by 1994-95. The country ha.s also 
moved away from a dual exchange rate and 
the Rupee has lieen made fully convertible 
on Current Account. 

The shift in trade and exchange rate policy, 
along withchangesin fiscal policy, indusinal 
policy and capital market reforms, seems to 
have initiated a process of transfer of 
resources from public sector to private sector, 
non-tradcables to tradeable goods .sectors 
and from more capital intensive to less capital 
intensive industries.’ The restructuring of 
the economy is also resulting from infusion 
of external resources and technology 
consequent on the liberalisation of foreign 
investment. Under the changing policy 
environment, the economy’s globalisation 
process has moved faster and the pull of 
domestic market has weakened considerably. 
Indeed, the stuti.stical evidence for the period 
1992-96 suggests that volume ol exports has 
accelerated despiic sharp decline in the 
divergence between unit value index of 
exports ill terms of rupees and domcsiic 
price indices. 

ExfKANOP Rah-. Movi mijsis 

The variations in exchange talcs and iis 
iinpuci on expori.s has been a subject of 
controversy and confusion, paiticularly in 
recent months. The confusion i.s purtii ulurly 
ovci the unccrtainrclationtielwccn exchange 
rale and exports in the short term as di.simct 
from a theoretically sound and einpirically 
verified and established relation in the long 
term. In the short term capacity of production 
IS limited and Iherclore. where there is no 
slack capacity .depreciation in value of nipcc 
IS a windfall to the ex|5orter which he tries 
to maximise by delaying remittances. In the 
long term, depreciation ol rupee leads to 
increase in capacity production and 
consequently incicasc in cxixirts." 

The stability of the rupee against the 
US$ noticed since July 199.t ,u around 
31.37 per U.S $ continued by and large 
during 1994-95. However, the nominal 
effective exchange rate (NEER) of the rupee 
depreciated marginally in the year 1994-95 
as the dollar depreciated against major 
currencies. But with inllation in India being 
much higher than in the major industrial 
countries, the real effective exchange rate 
(REER) of the rupee ro.se by h.6 per I'cnl 
in 1993-94 and 5.1 per cent in 1994-95 in 
terms of export weights of 36 roiinlncs as 
computed by RBI as indicated in Table 4. 

It is difficult to establish a firm lelation 
between export performance and variations 
in exchange rates in India during the last two 
years and more particularly in recent monihr.. 
However, two observations may be made on 
the basis of experience during the last two 
years. First, analysis of the trend.s in exports 


indicate that acceleration in export eaming-s 
has been more due to increase in volume 
rathei than unit values. Second, in real terms, 
rupee appreciated with respect to major 
currencies like US $ and pound sterling (in 
which most transactions arc quoted) since 
1992-93. This implies that it was the real 
improvement in the domestic economy (led 
by agriculture in 1993-94 and manufacturing 
in 1994-95) and international economy rather 
than exchange rate which played a major 
role in export pcrfonnance. 

The persistence of the controversy over 
fluctuations in exchange rate in the short 
term piomplcd us to look into the matter a 
litCledccpcr A preliminary excrciscsuggcsts 
that rupee remained overvalued by about 7- 
8 jrer cent in 1994-95. This is seen by 
comparing as to how the real exchange rate 
appreciated ixi-a-i-ii major individual 
currencies and then compare the weighted 
average with the overall change in the REER. 
On this basis, the picture would emerge as 
in Table 5 on the basis of 1991-92 weights 
and assuming th.'it bilateral price ratios 
remained constant at 1994-95 level. 

Since it IS assumed that the relative prices 
remain con.stani, RER is directly determined 
by the nominal exchange rate. Thus a 
depreciation of 7-8 per cent in NEER was 
required to realise the RER of 1992-93. If 
the obverse trends in RER with yen is ignored, 
the depreciation required in NEER would 
be around 11 per cent. However, correction 
with respect to individual currencies would 
rc()uire varying extent of rupee depreciation 
as indicated in Table 5. Since most trans¬ 
actions arc quoted in U.S $ and pound sterling, 
the extent ofdeprccialion required would be 
of the oixlcr of 12 percent indicating an equi¬ 
librium exchange rate of Rs 35,2 |>cr U.S $. 

In the last few months, there have been 
sharp fluctuations in the exchange rate of 
the rupee. The initial depreciation of rujicc 
by about 10 per cent helped in attaining a 
realistic value ol rupee as brought out in the 
analysis above. Howcvei, subsequent events 
have revealed that speculative activities in 
foreign exchange market, triggered partly 
by bunching of imports, have been primarily 
responsible for the sharp depreciation of 
rupee. This is confirmcil by the more recent 


recovery of rupee against US S. It is quite 
plausible to argue that the realistic exchange 
rate is still at around Rs 35 to a dollar. 

Since the trade policy refonns were under¬ 
taken in 1991, new initiatives have been 
tukenin two major arcus, that is, development 
of infrastructure and export efforts of the 
slates. The emphasis on infrastructure is 
ncccs.siialed partly to draw (he attention 
towards a cimotic .situation in critical areas 
such as power, transport tuid tclccummuni- 
catiuns. More important, the need for larger 
and better infrastructure would be felt even 
more if the objective is to sustain a higher 
growth rale ol export and GDP. We now turn 
to this major plank of our export efforts. 

Ill 

Infrastructure and Export 
Efforts of States 

While Ihcie may be no direct relation 
between exports and liaid mfiastiuciure. the 
laticrdocs affect the former through a fHisiti vc 

Table 4 Vanulums in REHR amtNKF.R, I9V7.-9.S 
(/« per < em over previimx year) 

I«)y2-9,1 IW-y4 I9‘>4 Of 


Hxpon Hast'd Weights 


Rt'L'R 

II .1 

86 

.5 1 

NEER 

Trade Based Weights 

17 .1 

2 K 

-2 9 

REER 

II 1 

7.9 

52 

NEER 

17 2 

28 

■ .4.0 


Ximri e: KesA ir Kmk of Indm llullelin, various 


issues 


Tabm S' Rroi'iMin tJi I’niciAiioN AMN lwa.<J5 
IN UxcHANOi- Rati- 



t'hangc in RliR 

Weight- 


(IW4 9.5/ 

t.'hangc 


1992-94) 

in RER 

D.SI) 

10 45 

■4.1173 

Pound .sterling 

III 44 

2,5 417 

DM 

■9 28 

1 5X68 

Yen 

■18 65 

11 9298 

French Iranc 

11 44 

0 7 437 

REEK 



(live countries) 

7.95 

■ 7 040 


Note A ( ) .Sign indicates ihe extent of 
dcpretialion of RER of raper to reach Ihe 
REhR Ilf IW2 9'2 


Table t Sittoiiai. Gbowtii Rao-.s or Exports 


Omiino<lily/Groui''S 

I989.<J<) 

1990 91 

1991-92 

1992-93 

199.4 94 

199495 

1 Agneulture 

18.0 

17 6 

■A 5 

2 1 

28 5 

.4.8 

2 Ores and Minerals 

24 8 

-6.1 

-3 8 

-20 6 

20.4 

12 5 

.4 Manufucluics 

18.4 

86 

1 2 

6 5 

19 0 

2I.B 

( 1 ) Leather goixls 

II 4 

23.7 

, 12.4 

0 7 

1 7 

19 8 

(ii) Chemicals 

46 2 

9.8 

14.2 

• 17 0 

20.2 

.41.2 

(lii) Engineering goods 

24,8 

12.6 

• 0 1 

lO.I 

22.4 

14.4 

(iv) Gannenls 

32 6 

16.2 

- 1.7 

88 

8 i 

26,2 

(v) Jewellery 

4,9 

8 1 

6.4 

122 

.40.0 

127 

4 Others 

24.8 

7.8 

29.6 

13.7 

0.2 

13,5 

Total exports 

18.9 

9.2 

-1.5 

3,8 

20 0 

18.0 


Source: Basic data: OlX;i and S. Monthly Fnreijtn Trade Staustics of India, various issues. 
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correlation between the level or growth of 
infrastructure and growth in GDP or 
industrial production. An attempt was made 
to verify this kind ol relationship on the basis 
of cross-section data reported in World 
Development Report (WDR) 1994 publ ished 
by the World Bank. The results fmm simple 
regression equations explaining growth 
rates of GDP and industrial production (IP) 
in terms of five specific infrastructure 
variables, i e, paved roads, railway tracks, tele¬ 
communication lines, electricity generated 
and area irrigated arc reported in Table 6 
for a sample of Low Income Countries (LiC), 
as defined in WDR 1994. The results confirm 
the finding that the rate of growth of specific 
infrastructure has positive and statistically 
significant impact on GDP as well as 
industrial production. 

The following major conclusions from the 
exercise are worth highlighting; 

(a) in terms of size of coefficients, paved 
roads has the maximum impact on GDP as 
well as IP in LIC. This is followed by 
telecommunication, railways and electricity. 

(b) The impact of all infra.structure 
variables in terms of size of coefficients is 
much higher in LIC on IP than GDP. In other 
words, infrastructure plays much more 
important role in industrial sector in LIC. 

(c) Contrary to general belief, the 
contribution ot electricity to GDP increases 
with the level of development. Same is the 
case with telecommunication. This most 
pmhably reflects the higher wastage and low 
productivity in LIC. 

Thus apart from the level of stock of 
infrastructure or its rate of accretion, efficient 
utilisation of existing services is equally 
important. This to a great extent depends on 
the quality of infrastructure. Information 
given in Table 7 brings out this fact more 
clearly. 

Thus not only the availability of 
infrastructure per person is low in India, the 
quality of infrastructure is abysmally poor. 
The same conclusion, it appears applies to 
inter-statedifferencesinexport performance 
in India. Two indicators have been devised 
in recent period which consider different 
sets ot infrastructural vanablcs; economic, 
social as well as administrative. Even though 
the data base on exports of the states a.s well 
as the indicators of infrastructure is poor, 
it is worth analysing the relations between 
the two on the basis of available evidence. 
The first of the two indicators of infra.structurc 
brought by the Centre for Monitoring the 
Indian Economy (CM ID) takes into account 
eight iiitrastructural sectors with varying 
weights: Power (20 per cent). Irrigation (20 
per cent). Roads (15 per cent). Railways (20 
percent). Post Offices (5 percent), Eiducation 
(10 per cent). Health (4 percent) and Banking 
(6 percent). The .second, estimated by Krishna 
Anant and Roy Chaudhary and reported in 


Report of the Tenth Finance Commission 
(1994) for 1995-2(X)0, too considers eight 
variables, i e, agriculture, banking, electricity, 
transport, communication, education, health 
and civil administration. The CMIE as well 
as Finance Commission indices are estimated 
for states with reference to an all-India 
average and both the indices are devised 
keeping in view the capital good and public 
good character of infrastructure. The latter 
utili.scd the index for allocating S per cent 
of its award to various states. 

Table 8 provides comparative view of 
these I ndices as well as indices of Per Capita 
Net State Domestic Product (an indicator of 
development) and a broad estimate of export/ 
SDP ratio with reference to an All India 
Average. It may be noted that four states, 
i c, Maharashtra, Tamil Nadu, West Bengal 
and Delhi (with export/SDP index at 985 but 
nut reported above as indices of infrastructure 
are not available) accounted for as much us 
83 per cent of total export by Export/T rading 
Houses in India.*' Only Maharashtra, Tamil 
Nadu and West Bengal exhibit the coexis¬ 
tence of highly developed infrastructure, 
fair degree of develoment and higher export 
orientation. There is no wonder that these 
three states along with Delhi account for 
bulk of exports. Three slates, i e, Gujarat. 
Haryana and Punjab fair poorly even when 
these are highly developed in terms of three 
indicators. More or less same is the case with 
Andhra Pradesh. Karnataka and Uttar 
Pradesh even though the last one is still very 
much undeveloped in terms of PCNSDP. 


Export orientation in five states (excepting 
UP) should therefore be given high priority 
as results can be achieved in a short time 
without much expenditure on infrastructure. 

While the limited efforts by the states in 
export promotion has been partly due to the 
provisions in the Constitution in regard to 
foreign trade and exchange control, this has 
also been due to several other factors such 
as reluctance of the states as they fear revenue 
loss from export activity, inter-state trade 
restrictions and lack of economic and export 
specific infrastructure such as information 
about the export potential and the export 
markets. For instance, DGCI and S which 
is the premier agency to collect and collate 
statistical data on trade has no system of 
identifying the export flow from various 
states. Also, the environment in various states 
in terms of investor friendliness differed 
significantly. While slates like Gujarat, 
Maharashtra, Haryana and Punjab are 
considered as very export friendly, others 
such as Bihar. Ori.s.sa. Kerala and Madhya 
Pradesh lag very much behind. The states 
which are ermsidered more investment 
friendly have good infrastructural facilities, 
congenial industrial relations, good 
availability of social infrastructure and 
trained and productive workforce. 

A major reason for lack of export efforts 
in states has been the paucity of re.sources. 
A perusal of data on actual Plan expenditure 
overthe period 1991 -92 to 1994-95 indicates 
that major infrastructural sectors such as 
transport, irrigation. Hood control have not 


TAB1.E 6: Imi>aci- of Growth in Infrastructure on Growth of GDP and Indu.striai Production: 
Some Rf-sui.ts on Cross Section Data of Low Income Countries 





Regression Cocfficiunts of Infrastructure Vanable_ 

PR 

EL 

RT 

TL 

Lie 

N 

II 

1.^ 

10 

1.1 


GDP 

0.47 

0.18 

0..12 

0.33 



(2.25) 

(2.61) 

(1.09) 

(1.75) 


r 

0.60 

0.62 

0..36 

0.47 


IP 

0.68 

0.29 

0..59 

0.47 



(1.96) 

(2.61) 

(1.30) 

(1.48) 


r 

0.55 

0.62 

0.42 

0.41 

PR 

- Paved Roads 


Lie - 

Low Income Counincs 

EL 

- Electricity Gencr.iicd 


TL 

Telephone Lines 


RT 

- Railway Traffic 


N 

Number of Observations 

IP 

- Industrial Production 


r 

Correlation Coefficient 


Source: Basic data. iVorld Bank, World Development Report (1994). 


Table 7- Some Indicators of Quality of Infrastructure, 1992 



System Losses 
as Per Cent of Power 
Generated 

Roads in Goods 
Condition as Per Cent 
of Paved Roads 

Faults Per 

100 Main 
Telephone Lines 

India 

23 

20 

218 

Indonesia 

17 

30 

49 

Thailand 

10 

50 

32 

Korean Republic 

5 

70 

13 

UK 

8 

85 

16 


Source: World Bank. World Development Report 1994. 


2820 


Economic and Political Weekly October 12-19, 1996 



receivcfl sumcient allocations. Thus as 
compared to the growth rate of 18 per cent 
in the Central Plan during 1991-92 and 

1994- 95, the average growth rate in the five 
economic infrastructure .sectors, such as 
agriculture and allied products, irrigation, 
flood control, energy, industries and minerals 
was only at 7.2 percent. In irrigation, it wa.s 
3.5 per cent, transport 3.4 per cent, energy 
7.1 per cent and industry and minerals about 

7 per cent. The picture of Plan allocations 
in various states is not very different. Again 
considering the five sectors mentioned above, 
practically all the states excepting Jammu 
and Kashmir and Maharashtra reported 
growth rate in expenditure on infrastructure 
lower than the growth rate of the total Plan 
expenditure. Slates such as Assam. Bihar, 
Gujarat, Madhya Pradesh, Manipur, 
Meghalaya, Nagaland, Orissa. Sikkim. 
Tripura and Uttar Pradesh reported very low 
growth rate or even negative growth rate in 
expenditure in the five infras'-uctural 
seetors.'" 

Notwithstanding, there is a need lor a 
comprehensive survey of the infrastmciurc 
bottlenecks in the export growth areas of 
each state and then work out the inter xe 
priorities based on the cri tenon of incremental 
industrial and agnculturai pioduction and 
exports. The basic i.ssue is how we can 
expand pri vale pat ticipation in infrastructure 
development so as to improvccfliciency and 
reduce demand on public finances. 

IV 

Exports in the Ninth Plan: 

Concluding Remarks 

In view of rapid changes in the domestic 
as well as world economy, large degree of 
uncertainty in the behaviour of economic 
agents, large number of export detenninants, 
export projection even for the medium term 
is quite a hazardous exercise. Few things, 
however, indicate clearly that the 
improvement in export performance in last 
few years can be sustained if policy reforms 
are continued with a view to dc-bottlcneck 
the constraint on exports. 

The Eighth Plan projections indicated that 
exports would increase by 13.6 per cent per 
annum. It is quite feasible to achieve this 
target if exports continue to grow at the 
current rate in 1995-96 and grow by another 
14 per cent in real terms in 1996-97. In the 
period of the Ninth Plan, much would depend 
upon the growth performance of the 
economy. Given the trends in 1994-95 and 

1995- 96, it is quite feasible to achieve a GDP 
growth of 6 per cent per annum based on 
rate of growth of 10 percent for the industnal 
sector and around 4 per cent for the agriculture 
sector. An optimistic rate could be around 

8 per cent. The acceleration in GDP is going 
to increase the level of exports. 


Another major factor would be the 
increasing outward orientation of the 
economy as has been witnessed in last two 
or three years when export to GDP ratio 
increased sharply from around 7 per cent to 
over 9 per cent. Looking at the experience 
of the economies in Asia, it is safe to assume 
that export/GDP ratio would ri,sc 
continuously in a gradual manner during the 
Ninth Plan, say from around 12 per cent in 

1996-97 to 16 per cent in 2001-02. 
Considering at constant 1996-97 dollars 
(asssuming inllation rate at 8 per cent in 
1995-96 and 6.7 per cent in 1996-97 and 
exchange rate of Rs 35/$), the four scenarios 
of export could be as given in Table 9. 

The feasibility of the scenarios would, as 
indicated above, depend upon the 
performance of the economy and its 
increasing outward orientation. .Several 
policy steps may be required if the targets 
set are more ambitious in terms of the 
perfonnance ot the economy. Considering 
the discus.siun above, the.se could include 
the following: 

(a) The active involvement of state 
governments in cx|x>rt promotion is of crucial 
importance fordissemination of information 
on trade policy changes, export opportunities, 
etc. to the industrial and trading community 


at large. In fact there should be a three-tier 
institutional set up for export development/ 
promotional activities; (i) Ministry of 
Commerce and Central/National Level 
Export Promotion Organisations; (ii) State 
Level Expon Promotion Department and 
Export Promotion Organisationss; fiii) Field 
Level Organisations/lndustries. There should 
be a closer inter-action between the above 
organisational wings in respect of export 
promotion activities. Some of the state 
governments have already set up a separate 
department for export promotion which has 
to be followed by all the state governments/ 
UTs. 

(b) General development of infrastructural 
facilities in the country in the form of road 
and rail network, ports, shipping and air 
services, availability of power, reliable 
telecommunication network, etc, arc of 
paramount importance for export production 
and export marketing. All major seaports 
and airports have to be linked through proper 
road and rail network. There should also be 
provision for warehousing and storage 
facilities at production centres as welt as 
scaports/airports. There have been frequent 
complaints of non-availability of adequate 
air cargo space and shipping services. 
Besides, refrigt rated container services are 


Table 8: Inuk-es or iNFUASTHurmni:, PCNSDP, and Export/SDP Raoo 
(All India = 100} 


SI No 

Stale 

CMIE 

AKR 

PCNSDP 

Export/SDP 

n 

Andhra Pradesh 

10.3 

99 

90 

38 

2 

Gujarat 

1.25 

123 

IIK 

37 

3 

Haryana 

1.52 

159 

149 

27 

4 

Karnataka 

97 

101 

98 

6.3 

S 

Kerala 

140 

205 

79 

75 

6 

Madhya Pradesh 

75 

66 

73 

II 

7 

Maharashira 

III 

122 

144 

269 

8 

Punjab 

205 

219 

169 

46 

9 

Rajasthan 

80 

74 

78 

10 

10 

Tamil Nadu 

138 

150 

96 

121 

11 

Ulior Pradesh 

109 

112 

66 

21 

12 

West Hengal 

113 

132 

92 

148 

All India 

ItX) 

ion 

100 

t(X) 


Notes: CMIE = Index of Centre for Monitoring Economy 

AKR = Index of Anant, Krishna and Roy Chaudhary. 

PCNSDP = Per Capita Net State Domeslic Product. 

Export/SDP - Ratio of Export by Expori/Tradmg Houses in SOP in 1991-94. At aJMndia 
level, export by EH/TH consiiiutcd 72 per cent of IXK-I and S export 
Sources: CMIE, Finance Comnussion (1994} and CS(} 

Table 9: Four HvEOTHEncAi. Exwrt .Scenarmjs in Nintm Pi an 
(In $ Billion ul 1996-97 priLCs) 


Ah I Alt II All III All IV 


1996-1997 

38.6 

.38.6 

38.6 

38 6 

2001-2002 

68.9 

72.2 

75 6 

96.0 

Growth rate 

12.3 

1.3.3 

144 

20.0 


Notes: Alt I = Export/GDP: 12-16; GDP Growth Rale- 6 per cent. 

All II = 8 per cent. 

Alt III - 8 per cent. 

Ait IV s Export increase by 20 per cent per annum 
Sources: 199.^-96 estimates are projected on the basis of data up to November given in IXXTI and $ - 
Monthly Statistics. It is assumed that GUP will grow by 6 per cent in 1996-97. 
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highly inadequate to handle the movement 
of highly perishable items like food products, 
horticultural and floricuUural products. 

(c) For penetrating new markets and 
sustaining the level of exports, greater 
attention has to be paid to the aspects of 
grading quality control, packaging, etc. as 
per the specifleation-s/requirements of the 
importing countries. Quality upgradationand 
certification is of utmost importance in the 
develoment of exports. Some success has 
already been achieved in this direction by 
certain industries. This has to be extended 
to all commodities meant for export 
production. Besides, .scientifically designed, 
efficient and low cost packaging has to he 
evolved for different categories of products 
to meet international standards/specifi- 
cations. Packaging aspects have been a long 
neglected area in this country and we have 
to pay immediate attention to this aspect for 
development of exports. 

(d) Awareness of various Indian products 
in terms of quality, vanety. price, etc. have 
to be created in the intemationnl markets 
through greater participation and 
involvement in trade fairs and exhibitions 
held abroad from time to time. Besides, 
promotion of Indian brand names and 
publicity through departmental stores in the 
foreign markets is important for increasing 
our exports. The exchange of trade 
delegations and development of close 
interaction between the business/trading 
community in India and in various other 
countries will also go a long way i n promoting 
our exports. 

(e) Besides retaining the existing product 
mix and markets abroad, we should explore 
the po.ssibilities ot penetration of new markets 
and introduction of new products to meet 
the emerging demands abroad in tunc with 
the changing lifestyles technology, tastes 
and preferences. I'or instance, countries m 
Africa and Latin America have been a 
neglected area and the volume of trade 
between India and these countries has been 
very low. We should undertake detailed 
market surveys in these countries and pay 
greater attention to product development to 
meet the requirements. 

(0 Agricultural and allied sector (animal 
husbandry, fisheries, poultry, etc) offer 
tremendous potentials and prospects for 
export develompent In fact major thrust 
areas for export development have to be 
identified and greater attention has to be paid 
for development of exports. .Some such 
commodities having very high potential for 
exports are horticultural and floricultuial 
products, processed foods, murine products 
and meat preparations. Export-oriented 
production is relatively a new concept in the 
agru-based sector. It would be desirable to 
evolve an integrated approach to exports, 
i e, from the farm-yard to dock-yard linking 


the various stages like (i) production; (ii) 
processing; (iii) quality control; (iv) 
packaging; (v) storage; (vi) transport; and 
(vii) export. Aappropriate institutions have 
to be developed for this purpose and linkages 
established between them for an integrated 
export-oriented production in the agro-based 
sector. 

(g) There exi.sts great potential for the 
export of various .services in which the 
advanced/dcvcloped countries dominate at 
present. The areas having high potential for 
exports arc; (i) electronic and computer 
software: (ii) technical and engineering 
consultancy service; (iii) banking and 
insurance; (iv) shipping and air services; (v) 
tourism and iiotels. In fact the potential and 
growth in the export of services is closely 
linked to the growth of merchandise exports. 
India has a very strong industrial base and 
a large highly skilled manpower in a 
wideranging scientific/technical and 
commercial activities. There exist tre¬ 
mendous potential for the export of di ITerent 
forms of services which has to be tapped. 

(h) Many of the developing countries in 
Asia. Africa and Latin America offer 
tremendous scope for the setting up of joint 
ventures and turnkey projects for the 
development of basic infrastmctural facilities 
and industries. Some of these areas of 
opportunity are (i) development of transport 
network in the form of roads, railways, 
bridges, sea-ports. ai rport s. etc; (i i) operation 
and maintenance of transport network in 
different forms; (iii) setting up of power 
plants; (iv) setting up ofchcmical and petro¬ 
chemical projects; (v) setting up of cement, 
paper and coal-based industnes; (vi) setting 
up of industries in the mining and 
metallurgical sectors. 

Notes 

1 For a rigoious analysis of 'export 
cuinpctilivcncss', see O P .Sharnia, 'Export 
Competitiveness: .Some Conceptual Issues', 
F'oreij'fi Trtulf Rrview, Vol XXVII, No 2, 
July-Seplember 1992. 

2 This is supported by empirical evidence in 
recent period See. for instance, Arvind 
Virmani, 'Deinand-.Siipply Factors in India’s 
Trade'. Kfonomit and Polilwat Weekly, 
February 9, 1991 

Even in lexiilcs and garments facing quota 
restraints, price enters as a signiticant 
dctcnmnanl of demand for Indian (u'oducts. 
For formal cconomctnc evidence, see O P 
Shanna, 'Competitiveness of Indian Textiles 
in the EEC; 1974-85', PhD Thesis submitted 
lo JNtl (New Delhi, 1991) Also see his. 
'Quota Keslrainis and MFA II; .Some Empi¬ 
rical Evidence on India's Exports to the 
EEC. Lt ontimii and Political Weekly, 
Sepicinber 29, 1984 

4 Apart from the revival of industrial econo¬ 
mies, elimination of trade barriers in intra- 
regional trade in some of the areas has 
bencrited developing countries such as India. 


^OPShnmia, ‘Europe 1992: Implications 
for India's Exports’, Foreign Trade Review, 
Vol 26, Nos I and 2, April-September 1991. 

5 Fordetails.seelMF. WorldEcimomicOutlmik, 
October 1995. 

6 See IMF, International Trade Policies, The 
Uruguay Round and Beyond, Vol l,Principal 
hsue.t, (Washington 1994), ch 3. 

7 For a comprehensive assessment of the Indian 
Economic Reforms Programme, see Ajai 
Chopra and others, India: Economic Reforms 
and Growth, IMF, Washington. December 
1995). 

8 No doubt, even in the long term, the impact 
of real economy on exports is uverrtditig. 
Testing on the data pertaining to volume of 
exporLs (XT), CDP and exchange rate (ER). 
the following two OLS log-log rcgrcs.sion 
equaiions cunTirm the propositon: 

XT = 8 18 - 0.7676BRT - 0()380T 
(-8 13.5) (-0,666) 

R-Bar-Sqr 0.9256 
(t values) 

Sample- 1978-95 

XT = -3.83 -r I .860DPT - 0,18I7T 
(6.761) (-2.091) 

R Bar-Sqr 0.9001 
(t values) 

Sample: 1978-95 

Nevertheless, taken individually, both ERT 
and CDPT are strong enough lo even subsume 
Ihe impact of the remainder expresed in terms 
of lime. 

9 This conclusion needs to be taken with caution 
as the exports from the major ports may us 
well be from neighbouring states IKiCI and 
S or FIEO do not provide sc|taraie data lo 
venfy tliis. 

10 Furdctails,.secGovemmcn(oflndia.Planning 
Commission, Annual Plan I995-V6. Ch 2 
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Fascism, Socialism and the Left 

Paresh Cbattopadhyay 

While Aijaz Ahmad CEPW, June 1} gives a brilliani Mow-by-blow account of the high parliamentary drama preceding 
the United Front s accession to power in the context of the rise of the communal variant of fascism in India and 
its striving towards gaining a parliamentary majority, he has dealt unevenly with three issues: consensus and 
natiQnalism; fascism; and bolshevism, commune and socialism. This paper focuses on these issues. 


WE read with considerable interest Aija/ 
Ahmad’s fascinating piece *In the Eye of the 
Storm’ (EPW, June 1). He gives a brilliant 
blow-by-blow account of the high 
parliamentary drama preceding the United 
Front’s accession to power in the broad 
context of the rise of the communal variant 
of fascism in India and its striving towards 
gaining parliamentary majority. We would 
like to share with Ahmad and other readers 
of the EPW some reflections that aro.se from 
our reading of his paper. Unfortunately, 
never quite understanding India’s electoral 
politics - in a sense Ahmad’s main concern 

- we have to set it aside. We would, instead, 
deal with issues which at first sight might 
appear as incidental (to Ahmad's main 
theme), which of course they are in a certain 
sense. But here we are using the term 
’incidental’ in a somewhat ditl'crent sense 

- as in ‘incidental ntusic’ in the European 
tradition, wheic incidental music becomes 
as important as the play itself Hhich it 
accompanies (like, tor example, 
Mendelssohn’s music for Shakespeare’s A 
Midsummer Night's Dream or G rieg ’ s music 
for Ibsen’s Peer Gynt). In what follows we 
shall focus on three issues unevenly dealt 
with 111 the paper under consideration, 
consensus and nationalism; fascism; 
bolshevism, commune, socialism.' 

I 

Consensus, Nationalism, Patriotism 

The author refers to a ‘consensus’ among 
the bourgeoisie on liberalisation, as seen in 
theagreement between the ’’two major parties 
of this class” (p 1330). However, it seems 
that the 'Left’ is not completely outside of 
this ‘consensus', as he himself asserts, 
referring to the CPl(M)-lcd West Bengal 
government, that “industrial policy is not as 
sharply differentiated from that of the centre 
as It should be”, adding, of course, the usual 
CPI(M) argument that the states cannot “go 
against the grain of the centre in a basic way” 
(p 1339).’ How about the other no less 
important domains of the country’s lile’.' 

Indeed, in its extraordinary /.cal lor 
nationalism, nay, patriotism, CPI(M) - like 
most of the ’Left’ - has been at least equal 
to the bourgeoisie, and, to paraphrase 
Ahmad's words, “entirely agrees with the 
two major parties of this class", though 


under the ideological cover (Marx’.s ‘lal.se 
consciousness') of (til-defined) ‘anii- 
imperiolism'. This invol ves the preservation 
of 'national unity' and ‘.sovereignty’, wiih 
the practical (immediate) consequence of 
supporting the entire oppressive bureaucratic 
- police-military state apparatus including 
the nuclear and non-nuclear arms policies 
of the ‘bourgeois-landloid government’.' 
This ‘consensus’ also includes the CPI(M)’s 
supporting to the hilt the 'bourgeois-landlord' 
government’s armed suppression of the right 
to self-determination of the oppressed 
minority nationalities in the north-west and 
the north-east of the country. It is with 
immense couiage and at great risk that the 
human rights groups and a handful ol 
individuals are upholding the democratic 
rights of these oppressed peoples. The 
CPI{M)’s position is unambiguous; “The 
Party has remained in the forefront of the 
struggle against separatist movements lo 
defend the unity of the country, [ut)d| the 
struggle to defend nuliunal unity must be 
carried forward". Similarly the party 
condemns “the anli-social ncitviiics of the 
cxtremi.sts who molest women and extort 
money” while conceding that the secunty 
forces (only) “often” commit cxccs.scs, but, 
then, these forces are "deployed to combat 
terrorist violence” (Political Resolution of 
the 15th Parts Congre.is, April 3-8. 1995, 
Chandigarh, p 37). During his recent vi.sit 
to London, the CPI(iVI) leader .Surjcct, 
referring lo the human rights critics on 
Kashmir, held, like any‘bouigcofs-landlord’ 
patriot, that the Indian security torccs arc 
“faced with lenorism and a pioxy war ..They 
are dealing with forces who have no mercy 
for anybody. In such a situation to say in 
the name of Gandhi that ‘1 stand for peace, 
attack me, kill me' - that becomes a little 
impossible. Human rights critics vio not know 
in what difficult situation the armed torccs 
arc fighting these men” (India Abroad 
August 2, 1996, p 10). .Six years ago ihe 
same leader had written that “the separatists 
and extremists in Jammu and Kashmii who 
arc out lo dcstabili.se the country ..must be 
told that the people of Kashmir have linked 
their fate with the people of India and that 
the accession is irreversible”. Citing - more 
than approvingly - the consultative 
committee attached to the external affairs 
ministry of the ‘bourgeois-landlord 


government' that “Jamniu and Kashmir is 
an inicgial part of India and that any 
interference or any claim whaLsoever in the 
inieniul nffaiis ol India would not be 
loloraied", the ‘communist’ leader 
emphasised that this “elcaily expresses the 
will of the Indian people (inasmuch as) all 
the political parlies are repa’sented in this 
eoinmillee” (.S’ave Kashmir. To Defend 
Seculari.\m and National Unity, New Delhi, 

19‘>0, p 17). Whai cl.se is this but a ‘coii-sensus’ 
with the ‘bourgeois-landlord’ rulers “to the 
l.isl comma and doi and smudge of ink", in 
Ahmad’s piirlaiicc (p 1.1 
As li I'lis blatant, labid chauvinism were 
not enough lor the ‘lx;ft’' For Ahmad the' 
’Lett’ IS still not sulfieicntly natiunulist, 
compared to ‘right-wing nationalism’, (hat 
is. According to l.im “an ideological cement 
ol nationalist kind is an objective necessity” 
for the ‘Ix'ft’. inasiinii'h as “if l,elt fails to 
provide that ecmcnl, and if ideological 
tradition descended iroin the anii-coloiiial 
movement begin to collapse, an aggressive 
kind of riglil-wmg maionalism will .step 
into that vacuum..." (p 13.37; emphasis in 
original). This nationalist ideology 
‘descended liomihcanii-eolonial movement' 
is of com sc the ideology ol the 'bourgeois- 
landloid (lasses' having sub-imperialist 
ambitions Even beloic independence, 
Nehru, the sceulat, dcnuHirutii idol of much 
of the ‘Left had written that an independent 
India would not only be the centre of polilicid 
and economic activity in ihc region of the 
Indian Oeean, the South-East Asia and the 
west Asia hut also exert gical inlluencc in 
Ihc Pacific Ocean, even though it had no 
geographical lelalion with Ihc latter [Nehru 
I94S| As an illustration of this big power 
anihitum we would mention just one case. 
The Indiii-Nepal Treaty of Peace and 
F’riend.shipot lUSOcontaincdasccrct ‘mutual 
assistance' agicciriciU providing for 
appropriate airaiigenients to deal with “any 
threat to two governments”. Nehru revealed 
this to the Lok Sabha about a decade later. 
AsNehmtoldthcLokSahhain 1959, 'Where 
the question ol India's .secunty is concerned, 
we consider the Himaluyaii Mountains as 
our border” (in Mihaly I965|. The saffron 
lundamcnlalists arc very much an offshoot 
of this 'anti-culoniar nationalism - an 
‘optimum mix' of pre-bourgeois and 
bourgeois ideologies. Par from signalling a 
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“most radical rupture with the traditional 
ideas”, as the Communist Manifesto thought 
the communisu would make, Ahmad's 
prescription would amount to the 
communists' abject surrender to the enslaving 
ideas of the ‘old world’. It is remarkable tliat 
the ‘Left’ - particularly the ‘Marxist- 
Leninists’ of the CPi(M) type - never foueht 
India’s 'bourgeois-landlord' world outlook, 
soaked in religion, by a systematic and 
thoroughgoing materialist world outlook, 
by a frontal attack on religion itself (including 
its ‘secular version’ a /a Vi vekananda) armed 
with materialism. That might not help the 
‘Left’ in elections, but that would surely 
gather around them the most oppressed 
sections in society - the majority - precisely 
the victims of religious mystification 
perpetrated by the ruling classes. (Indian 
philosophy remains to be liberated from 
religion.) 

II 

Fascism 

(a) COUNTCR riXAMH,ES 

Reganling ‘fascist takeovers’ Ahmad lays 
down ‘‘two pre-conditions; a fully Hedged 
crisis of the cun.stituted state, and an in.surgcnt 
working class aspiring to seize power". Here 
the author speaks in terms of ‘universal 
afTirmativc’ (in the language of Aristotelian 
logic), the said ‘pre-conditions’ being 
asserted as valid for “the entire history of 
fascism” (p 1338). In the ab.scnce of any 
precision on his part we do not know which 
regimes would qualify as ‘fascist'. Howev cr, 
given his examples - Italy, Germany, Iran 
and (possibly) Chile - the term seems to 
have a wide range, cnglobing advanced 
capitalism, backward capitalism and even 
semi-feudalism. Are the said ‘two pre¬ 
conditions' valid fur each and every ‘fascist 
takeover', taking a broad meaning of fascism 
within a wide range, as suggested by Ahmad's 
examples.' Let us take one or two (counter) 
examples. 

Portugal 

in the case of Porgtugucsc fascism there 
were intermittent battles between the 
republicans and the royalists in the twenties, 
where the working class, a tiny fraction of 
the total working population in this very 
backward capitalist country, did not show 
any sign of 'insurgency' (literally, rising in 
active revolt), far less any indication that it 
was aspiring to .seize power’. The fa.scist 
dictator - a soft-spoken university profes.sor 
of economics - had no dramatic entrance on 
the sceneiike Mussolini, Hitlerfor Khomeini, 
the ‘clerical fascist’). He started as a minister 
of ftnance in 1928, being called to this 
position by the military ruler, restored the 


country’s finances without much fanfare, 
then, backed by the middle classes for his 
success in putting the ch^tic Portuguese 
economy in order and assuring himself the 
support of the army (gradually organising 
the ’green shirts’ in the process), consolidated 
his position rather slowly and remained the 
absolute master of the Estado novo- created 
by a plebiscite in 1933 where the poor and 
the unlettered had no right to vote.’ 

Japan 

In the case of fascism in Japan, we, again, 
have an example where it would be difficult 
to validate the ’two pre-conditions’. Here, 
once mure, there is no evidence of an 
‘insurgent working class aspiring to seize 
power’. As regards a ‘full-fledged crisis of 
the constituted state' - this sweeping assertion 
is also of doubtful validity. An eminent 
historian has written; “Japanese fascism 
differed from the German form and even 
Mussolini’s Italy...There was no sudden 
seizure of power, no outright break with 
previous constitutional democracy, no 
equivalent of a March on Rome...Fascism 
emerged much more ‘naturally’ in Japan; 
that is, it found congenial elements in 
Japane.se institutions even more than it did 
in Germany. Japan had no plebeian Fuhrer 
or Duce. Instead the emperor .served as a 
national symbol in much the same way” 

1 Moore 1966|.‘ 

Iran 

Let us take Iran.’ Ahmad writes; ‘‘in Iran 
clerical fasci.sls rode to power only after 
mastering the largest working class uprising 
in the Middle East and in the midst of a crisis 
ol the stale” (p 1338). Of the two (pre- 
)cnnditions of the victory of fascism given 
here, while the second is true, the first is 
grossly exaggerated as regards the working 
class. The statement also passes over an 
unsavoury tale about the role of the so-called 
working class leadership in Iran in the victory 
of clerical fascism, to which we shall return 
in a moment. 

There was no ‘working class uprising' in 
Iran on the eve of the Islamic takeover in 
February 1979, (where ‘working class’ is 
used in the Marxian sense of industrial 
proletariat). There wa.? an uprising of the 
non-working class masses, the over¬ 
whelmingly immense majority of the Iranian 
society. The popular movement, gaining 
increasing momentum, showed itself 
particularly in massive demonstrations 
beginning in January 1978, and at 40-day 
intervals, specially in Qum, Tabriz and 
Tcheran, of which theTabriz demonstrations 
of February 18-19, 1978, with more than 
40,000, were the most important as they set 
the pattern of violent demonstrations to be 


seen id early autumn (1978) when the Grand 
Ayatollah of ()um emerged as the only 
appropriate spokesperson of the country. 
IlKse were all religious demonstrations. 
Pour distinct groups participated in the mass 
movement: (1) the mullahs who directed and 
organised the movement; (2) the ‘bazaar’, 
that is, the merchants, retailers and artisans, 
the traditional sector of the urban economy; 
(3) the mass of the ‘disinherited’ inhabiting 
the shanty towns and slums around the cities 
- the ‘lumpen proletariat’ - created by rapid 
urbanisation and rural exodus who took 
Khomeini as the saviour (‘mahdi’); (4) the 
youth unable to enter universities (in 1977, 
out of about SOO.OfiO applicants only 60,(X)0 
had been accepted), awaiting conscription, 
joined by the mass of unemployed high 
school graduates of the earlier years. The 
latter group along with the ‘lumpen 
proletariat’ provided a massive reservoir of 
discontent set loose by the Islamic agitators. 
The indu.strial workers - the working class 
properly speaking - only later joined the 
upsurge through strikes in any significant 
way, constituting in no way a ‘working class 
uprising’. What about the supposed 
’leadership’ of the working class in Iran 
during this ficnod'.' We would ordinarily 
expect the communist party to be in the 
forefront of the struggle against fascism. 
During the first few months after the fascis' 
takeover when the new regime was trying 
to consolidate its victory and still allowing 
different anti-Shah political parties to 
function, the self-appointed working class 
leadership, the Tudeh party, uncritically 
following Russia’s 'anti-imperialist' policy 
of backing the new regime, allied itself with 
‘clerical fascism'. ‘TheTudeh party”, writes 
a keen Iranian observer, “outdoing all others 
in servility, patiently continued to receive 
insults according to the degree of their 
opportunistic miscalculation, their thirst fur 
humiliation, or the magnitude of their dashed 
hopes” [Arani 19791. This was indeed a sad 
spectacle of “abject surrender to the Islamic 
party”. After having consolidated power the 
regime, naturally, clamped down heavily on 
the parties, hitherto its unconditional 
supporters, and Khomeini, backed by the 
immense majority of the country including 
the ‘working class', declared in August 1979 
that, after having allowed the opposition six 
months to show their true faces, his pturty 
would now “break their poisonous pens and 
crush their conspiracies”. This brings us to 
the extremely uncomfortable question; how 
did the communist parties situate themselves 
in the face of the ascendance and victory of 
fascism? In no way generalising, below we 
deal with two classic cases of fascism - one 
mentioned, the other unmentioned in 
Ahmad’s paper - Germany and Spain, the 
degree of sordidne.ss of the party’s role 
increasing in that order. We shall analyse 


2824 


Economic and Political Weekly October 12-19, 1996 



the Swinish case at some length, compared 
to thetierman, in order to emphasise, at the 
same dme, that what was happening in Spain 
60 years ago was not simply a war between 
the ‘republic’ and ‘fascism’ but the beginning 
of a profound social revolution - a fact 
carefully suppressed by the dominant 
propagandists (‘communist* as well as 
bourgeois) outside Spain. We hope readers 
will bear with us. 

(b) Communist Party and Fascism: 

Ghrmany, Spain 

Germany 

The victory of fascism in Germany 
occurred in a period which was qualified by 
the Russian and the Comintern lcadcrship(s) 
as the ‘third period of the general crisis of 
capitalism’, a new epoch of class struggle.*; 
and civil wars favourable for the proletarian 
revolution. The Sixth Congre.s.s ot the 
Comintern (1928) laid down the tasks of the 
communists corresponding to this new 
situation, epitomised in the ‘class again.st 
class’ formula. It aftirmed the gradually 
“maturing revolutionary situation", the social 
demtR:rats being qualified as the “principal 
enemy" of the worki ng cl ass [Borkenau 1962; 
CK-iudin 1970: Kriegcl 1983). In 1929 the 
tenth plenum of the Central Hxccutivc 
Committee of the Comintern, qualifying 
social democracy as “social fascism”, 
declared that “the aims of the fascists and 
those of the social democrats are identical”.* 
On August 9,1931, the German community 
party (KPD) voted titgether with the Na/.is 
against the social democratic government of 
Prussia in a referendum and the full of this 
government was hailed by Pravdu on August 
13 as a victory of the working class. All the 
actions undertaken by the Na/is again.st the 
social democratic trade unions one year 
before Hitler’s accession to power were 
supported by the KPD whose general 
secretary, Thaciniann. spoke of ‘‘a single 
class front with the Nazi proletarians ” [ Buber- 
Neumann 1971]. 

Shortly before Hitler came to power, the 
KPD declared that social democracy with its 
view that fascism demanded a single block 
of the working class with the democratic 
fraction of the bourgeoisie constituted the 
principal obstacle to the passage of the 
working class to a revolutionary position. 
Even two days after Hitler became chancellor, 
Thaelmann wrote that the recent events 
signifed “a turning point in favour of the 
proletarian revolution”, and three months 
later the parly still declared that "the 
proletariat has not lost any battle, has not 
suffered any defeat” [Buber-Neumann 1971; 
Kriegel 1983|. It was only in 1935 that the 
Comintern fully realised its folly, but then 
it was too late. Any working class resistance 
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to Hitler from within Germany - inde^ any 
interna) mass resistance >> had become only 
an academic possibility.* 

Spain 

In Spain, as elsewhere, the communist 
party (K^E) was following a most sectarian 
line of ‘cla.ss against class' during this 'third 
period of the general crisis of capitali.sm*. 
After the Second Republic was established 
in 1931 (the first was in 1873), the party's 
slogan was “down with the republic” and 
“al I power to the soviets” when none existed 
in Spain. As eLsewhere, they qualified till 
1934, the mass socialist party of Spain 
(PSOE) as “siK'ial fascists” and the anarcho- 
syndicalists CNT (or CNT-AFl),"* who had 
profound roots in the Spanish producing 
classes and an immense mass following, as 
“anarcho-fascists”. The Second Republic had 
opened the way for the basic demands of 
the working people, which the country's 
rulers were incapable of satisfying, around 
the problems of the agrarian reform, 
nationalities, the relation between the church 
and the state, (he entire monarchist apparatus 
of bureaucracy and the army. It was really 
the democratic revolution that was on the 
agenda which only the producing classes 
could undertake, and their victory would 
pave the way for the succcs.s of the 
immediately following proletarian 
revolution. ’TTic PCE’s sectarian stand of 
‘class again.st class' denouncing everybody 
else on the lett as ‘social-fa.scisl' showed 
their incapacity to understand the need of 
maximum inobihsationof the worki ng |X'.oplc 
forthc success of the democratic revolution. 
A U-turn came with the Comintern’s 
completely op(X)site ‘line’ of the ‘united 
front’, leading to a movement to urga,ii.sc 
a ‘popular tront’m Spain. 

After two ‘black years' of reaction [htenio 
negro) 1933-35 - the period of the rightists’ 
rule - the recently formed Popular Front 
(FP) came out victorious in the general 
elections of February 1936, with a slim 
majority though It consnsted of the entire 
non-anarchist anti-fascist forces of Spam 
including the PCE and the dissident (anti- 
Stalin) communists." Leaving aside the 
traditional anarchist policy of abstention trom 
parliamentary elections (no votad), which 
had contributed to the victory of the right 
in 1933, the CNT, without being a part of 
the FP. participated in the elections voting 
for the Front and thus contributing to its 
victory. From the announcement of FP’s 
victory the labouring people on (heir own 
organised gigantic victory parades, opened 
the prisons, and clashed with the pivlicc who 
wanted to check peoples’ initiative. All over 
Spainstrikesbrokeoutforimmediatc rehiring 
of the workers who had been laid off, the 
retrospective payment of wages to the jailed 
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woricers, against labour discipline, for a rise 
in wages and new conditions of work. In the 
countryside the poor peasants' seizure of 
land (aseniamientos) muitipited, leading to 
armed clashes with the civil gumds. The 
peasants stopped paying rents, in Andalusia 
farm workers occupied the fields, railway 
workers stopped working, demanding 
nationalisation of railways, the Catalans re¬ 
established the integrity of tlieir status of 
autonomy. 

While (he reaction of the anarcho- 
syndicalists and the left socialists to this 
spontaneous and tumultuous rise of the 
worker-peasant movement was one of 
enthusiasm, the opposite was the cose with 
the PCE, switching now from the left 
sectarianism of the 'class against class' phase 
to a |X)sition of right opiwrtunism under the 
cover of the ‘united front’ tactic. In a 
discourse at Saragossa the secretary of the 
party, J Diaz, declared “Today we are in a 
period where the busses provoke and stir up 
the strikes torthe (lolitical reasons of sabotage 
and where the fascist elements enter .some 
organi.sutions agentspravm'ateurs to serve 
the ends ot icactiun” [in Broue and Temime 
1961 ]. This position was very close to that 
of the right wing of the socialist party led 
by Pneto. A Niii.th'! leader of POUM wrote, 
on the contrary, “For the democratic 
bourgeoisie the revolution has ended. For 
the working cla.ss. ii is one of the stages of 
its development. For the first, every action 
in (he way of impelling the revolutionary 
process must be suppressed resolutely. For 
the second, to accelerate (his prtKess, to 
imprint a vigorous rhythm constitutes an 
unavoidable duty. ...Each retreat of (he 
reaction, each progress of the icvolution has 
resulted directly from the initiative, from the 
extra-legal action ot the proletariat" (Nin 
1971). On June I, 1936. the cunstniction 
workers of Madrid went on strike demanding 
higher wages, a 36'houi week, a month's 
paid holiday annually and recognition of 
professional illness. Alter some time, when 
the bo.s.sc.s would not give in and the workers 
were starving, the CNT called upon (he 
workers to gel their food form stores and 
serve themselves in the restaurants without 
payment. The communist pa[icr Mundo 
Obrero denounced the call as “anarchist 
provocation". 

When the fascist uprising finally took 
place on July 17 (19.36), the republican 
government which contained right wing 
socialists initially refused to recogni.se the 
gravity of the situation and the next day 
declared that “a vast anit-rcpublican 
movement has been nipped in the bud”. (As 
a matter of fact the secretary of the CNT had 
warned two days before the general election 
that the “rightisu arc ready to provoke a 
military action” and that “Morocco seems 
to be the centre of the conspiracy.”) The 
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of the left socialists advanced in the name 
of their trade unions. UGT - first made five 
days before the uprising - to distribute arms 
to the workers. Far from demanding arming 
the workers (he PCE. continuing to play the 
parliamentary game, declared in a joint 
statement with the socialists that (he 
“government has sufficient means at its 
disposal” and that “the government 
commands, the Popular Front obeys”. On its 
side the CNT (supported by the UGT) called 
fora “revolutionary general strike” and asked 
its committees and militants to bring their 
arms to the ItKal offices of the organisation 
[Broue and Temimc 1961 j. As a matter of 
fact - much to the sui prise of the tascists 
who counted on a quick victory within three 
days after the upnsing, people's spontaneous 
resistance, independently of the parties and 
in the face of the republican government’s 
refusal to distribute aims, succeeded in 
defeating the fascist rebellion in two-thirds 
of the country - including Valencia, 
Barcelona, Madrid and Asturias. Tlic legend 
oftheinvincibility of the army was destroyed 
and the fascists were faced not with a weak, 
hesitant republican government ot the 
Popular Front, but with a whole people in 
arms. On the agenda since 10.f 1. the Spanish 
revolution exploded as a spontaneous 
reaction to the luscist uprising. As in Paris 
65 years earlier, the counter-revolution in 
Spain imposed revolution on the produc¬ 
ing classes before they were fully prepared 
for It. 

There appeared, gradually, people’s new 
organs of powei with real aiitlionty, the 
innumcrahle ‘committees’ (consejos, 
comiles, juntas) at local, regional and 
provincial levels - the real goveinincnts - 
in which the new power lesulcd Thi.s 
revolution, spontaneous in charucicr like all 
genuine people’s revolutions, was naturally 
multifaced in which supeiticini and hostile 
observers saw only ‘anarchy’ or ‘disaster’ 
without coiiiprchcndiiig its profound 
significance: (he working people taking 
charge of their own defence and, thereby, 
their own social existence, without any 
‘guide’. Trotsky, one ol the architects ol the 
Bolshevik seizure ol power - second only 
to Lenin - i loscly watching the events in 
.Spain pertinently observed that the Spanish 
proletanul “showed itself, from (he first day 
of the revolution, not interior but supenor 
to the Russian proletariat at the beginning 
of 1917”. Historians have remarked that one 
of the signs of the depth of the revolution 
was the massive participation of women, on 
a level of pcrtect equality with men. 
everywhere, in the committees as well as in 
the armed militias, in (he days following the 
fa.sei.st upnsing, the committees - where 
workers’ org.inisa(ions were represented in 
proportion to their numerical .strength - - seized 
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only the immediate problems like 
maintaining order and controlling the prices 
of e.sscntial commodities, but also the 
question of socialisation or syndicalisation 
of industrial enterprises, expropriation of 
the church property and the property of the 
big landlords, the distribution of land among 
the sharecroppers or its collective 
exploitation, confiscation of bank accounts, 
municipalisation of housing, organisation of 
schools, of social assistance. These 
‘committees’ were not much to the liking 
of the PCE whose leader J Hernandez would 
later write: “The committee was a kind of 
troubling, dark power without specific 
functions which, as a veritable government, 
exercised a merciless dictatorship.” As a 
matter of fact, i n Catalonia the PCE conjointly 
with the socialists even tried to persuade - 
unsuccessfully though - the president of the 
‘Gcneralitat’ (Generalidad, Catalonia's 
autonomous government) to form the 
'Militias of the Gcneralitat’ which they 
wanted to be pitted against the anarcho- 
syndicalist - POUM militias (Benavides 
1944). “The essential point of the militia- 
system was social equality between officers 
and men. Everyone from general to private 
drew the same pay. ate the same food, wore 
the same clothes, and mingled on terms of 
complete equality. Each militia was a 
democracy and not a hierarchy. It was 
understood that orders had to be obeyed, but 
it was also understood that when you gave 
an order you gave it as comrade to comrade 
and not as superior to inferior. There were 
officers and NCOs, but there was no military 
rank in the ordinary sense, no titles, no 
badges, no heel-clicking and saluting” 
lOrwell 19661.” 

The foundations of the old society were 
imnicdiaiely attacked by the producing 
clas.se.s in arms. The economic basis of the 
church was de.stroyed in a few days. The 
same fate befell bourgeois private 
(individual) property. To the workers the big 
landlords, the church and the bourgeoisie 
were the allies of the fascist generals. The 
objective of the working people was clear: 
land to the peasants, factories to the workers. 
Fo achieve this objective varieties of 
solutions were adopted by the working 
people. As regards industry, there were two 
types of measures - simple seizure of 
enterprises (incauiacion), (he general mic in 
Catalonia, or a con'rol jointly undertaken by 
the worker! ’ delegates and the representatives 
of the government {intervencion), mostly 
outside Catalonia. More than anywhere else 
Banelona symbolised the new revolutionary 
situation - called by Borkenau the “Bastion 
of the soviet Spain” (1937) - ‘soviet’ in the 
original revolutionary scn.sc of the term 
before its deformation, that is. Here the 
armed workers were in power (as they were 
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of the levolution they took charge of the 
public transport (trains, buses, metro), the 
railways (soon to be administered over the 
whole zone by a CNT-UGT committee), gas 
and electricity, telephone, press, cinema, 
theatre, hotels and restaurants, and then most 
oflrai big industrial and transport enterprises 
(mostly foreign capital). Only two days after 
the fascist uprising, public transport began 
to function normally, as did gas and 
electricity, and, after a few days, railway 
services were also fully restored. In the 
countryside tliere took place a vast movement 
of collectivisation which was of course not 
always - and could not be in the situation 
- voluntary. However, in the beginning of 
September 1936, a peasam conference in 
Barcelona under the auspices of the CNT 
called on its militants to respect the small 
pea.sant private property and try persuasion 
and not fiircc to convince'the small peasant 
proprietors into joining the movement. On 
the whole, the collectivisation movement 
englobed about three-quarters of the land 
organised in communities mostly with CNT 
affiliation. Anextraordinarily sharp observer 
of the Spanish scene opened his magisterial ‘ 
work with the following remarks: “Although 
the outbreak of the Spanish civil war was 
followed by a far-reaching social revolution 
in the Anti-Franco camp - more profound 
in some respects than the Bolshevik 
Revolution in its early stages - millions of 
discerning people outside Spain were kept 
in ignorance not only of its depth and range, 
but even of its existence, by virtue of a policy 
of duplicity and dissimulation of which there 
is no parallel in history” [Bollotcn 1991].” 
On the Left the PCE was the most resolute 
opponent of (his collectivisation ‘from 
below’ just as it was oppo.sed to the worker’s 
armed militias controlled by the workers 
themsel VC.S. Jose Diaz, the communist leader, 
observed that such measures were “absurd 
and amount to being an accomplice of the 
enemy”, and denounced “the three enemies 
of the people: fascism. Trotskyism and the 
uncontrollables” (Claudin 1970], 

In fact, on the Left, on the whole question 
of workers’ spontaneous revolutionary 
initiative in the formation of the armed 
militias as well as in the measures undertaken 
to collectivise - ‘from below' - landlord and 
bourgeois property, two diametrically 
opposed points of view clashed. The 
leaderships of the right wing socialists and 
the communists warned against 
“revolutionary extremism” and held that the 
movement was not for a (social) revolution 
but for a democratic and parliamentary 
republic “with an extended social control”, 
for the “defence of the republican order, 
respecting property”. The point of view was 
also aimed at reassuring the bourgeois 
democratic governments of London and Paris 
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in ila hope that they would materially help 
the republic in its war against fascism. (This 
hope of course was completely belied.) ’“First 
win the war, revolution will come later”. The 
opposite point of view - shared by the 
workers in arms - held that the war was 
being fought foi the victory of the revolution 
and the revolution was being made to win 
the war. As the left socialist Claridad put 
It at the end of August 1W6. ‘This war and 
the revolution arc thesame thing...ihc people 
arc not fighting lor the Spain of 16 July...but 
for a Spain from which its roots would be 
extirpated. It i.s the revolution in the rcai that 
assures and inspires the victory in the Held 
of battle”. This point of view was shared by 
the POUM. 

However, the ‘dual-power’ situation-the 
power of the self-constituted woikers’ 
■committees’ and their armed militias on the 
one hand, and the power of the republican 
government on l he other - soon ended, which 
at the same time saw the triumph ol the first 
point of view ovei the second. A Po|iular 
Front government was formed on September 
4,1916. consisting of bourgeois republicans, 
the socialists, the communists, the IJfiT Aid 
began to arrive Irom Russia, the only 
capitali.st country (besides Mc.vico) which, 
to Its credit, decided to intervene materially 
on the republican side. Us arms supplies 
being paid with 500 tons of gold liom the 
.Spanish Central Bank Tlic aims aid was 
accompanied by some two thousand military. 
political and .secict service personnel from 
Rus.sia. 'file Russian iniervcniion gave the 
RCE a position it could iie vei otherwise hive 
obtained. The Russian arms wcic supplied 
mainly via the PCE who ol course .saw to 
It that as few ol those arms as possible got 
to their (political opponcm.s. which explains 
why there weie so few arms on the tront.s 
(like Aragon) where the lighters were mainly 
the anarcho-syndicalists and 'dissident’ 
communists. The gratitude to Russia loi the 
arms and the arrival ol the Internal tonal 
Brigades''' immensely rai.sed the communist 
prestige. A contributing factor undoiibtc'dly 
was the heroic and crucial lole played by 
thousands of Spanish coiuiniinists - 
independently of their leadership - m the 
anti-ia.scist resistance, winning victories 
against great otids. At the same lime, by 
proclaiming a non-rcvolutionary policy, the 
KTE w'as able to gather all those whom the 
‘extremists’ had .scared. There wa.s an 
enormous growth of party iiicmlv’rslup, the 
influx mainly coming from the middle classes 
- well-to-do orange growers of Valencia, 
well-to-do peasants (scared by 
collectivisation) from Catalonia, small 
shopkeepers and businessmen, army oil icers, 
government officials - but not the manual 
workers who remained firmly fixed in their 
anarcho-syndicalist unions. A British 

histonan. observing the scene closely, wrote; 


“One had a strange and novel situation - on 
the one side stood the huge compact 
proletariat of Barcelona with its long 
revolutionary tradition, and on the other the 
white-collar workers and petite bourgeoisie 
of the city, organised and armed by the 
communist pany against it" [Brenan 1969|. 

In this situation of increasing strength of 
the PCH, backed by the Russian arms aid, 
and gradually accepting the PC and right 
socialist position of separating war from 
revolution, the C'NT leadership, without 
consulting the CNT general membership 
and senously compromising CNT's long- 
heldanti-stalcpniiciple, joined the republican 
government, and, in Catalonia, agreed to 
collaborate with the ‘Gcneralidad’ and 
dissolve the Central Committee of the Anti- 
Fascist Militias, which had been the real 
workers' powci inCataioiiia. The Catalonian 
government dissolved the workers’ 
‘committees’ and replaced them by 
municipalities. .Simultaneou.sly there began 
a steady move towards militansation of the 
workers' militias by turning them into a 
regular army. While cveiybody on the 
republican side agreed on the need of greater 
discipline and ro-ordination towards a 
coherent strategy in the ranks of the lighters, 
there were wide divergences on how to attain 
this goal The anarcho-syndicati.sts wanted 
these transformations within the framework 
of worker’s militia, maintaining the system 
of electing ofliccis, cc|uality of pay and no 
ga/cited rank. ITc PCE and its allies, under 
the supervision ol the Comintern's 
'delegates’ or ’instiuctors’ (like Codovila, 
Stefanov, Togliatti under their various 
aliases), wanted u fully militarised 
hierarchically organi.scd regular army ~ of 
course under the appellation of Peoples' 
.Army - under u unilicd single coiiimaiid 
Unundo unico). The second position 
triumphed, though with strong initial 
opposition, particularly by the anaichisl 
youth with their slogan; "nown with the 
army, 1-ong Live Peoples’ Militias” (Abajo 
el ejercito. vh'un Itis nulicias populures\). 
A decree on 'militarising the militias’ was 
passed by the republican government. The 
very important Russian aid in arms, which 
PCE withheld supplying to the miliiia.s who 
rcfu.sed to be militarised, largely contributed 
to the defeat ol the revolutionary line ol the 
workers' militias 

A turning point came on May 1917 
when, following uiain government order to 
■iTuricndcr all private arms and in the 
circumstances that have always remained 
somewhat obscure, the Catalonian head of 
the police, a communisu," brought in, 
rcpo.icdly on hts own intfTaiive. truckloads 
ol ’civil guards’ to take over the Barcelona 
central telephone exchange, operated mainly 
by the CNT union, and to disarm the workers. 
The instantaneous and spontaneous reaction 


was a general strike in Barcelona for three 
days and armed clashes of the woricen' 
militias with the police, resulting in hundreds 
of dead and wounded. Finally the govcmmeitt 
had to disown its police chief, and the polity 
as well as the workers’ militias withdrew. 
However, the 'May days’ were immediately 
exploited by the K'E which presented the 
events as an “insurrection prepared by the 
Trotskyists of the POUM with the help of 
German and luiliaii police”. On May IS, the 
communist ministers demanded complete 
suppression of trade unions in Catalonia and 
placing of the Catalonian press and police 
under what would in practice hi^e amounted 
in communist control. They'particularly 
insisted on the suppression of the POUM 
and the arrest of all its leaders and their 
pro.secution on ’Ihc absurd charges of treason 
and collalHiraiion with the enemy” (Brenan 
1969|. The head of the republican 
government. Caballero -• a left .socialist - 
rclu.scd their demand, but tinally had to 
resign, being replaced by the right socialist 
Ncgrin. UliiiimtclythcKIUM was dissolved 
and Its leaders were broughtto ttiui. However, 
ihe tribunal, set up by the government itself, 
allci cotiragcuusly resisting the nfncial 
pressure, dismissed the charges of 
‘espionage’ aP'.l ‘betrayar as trumped up 
ami false, though ii sentenced the POUM 
leaders to various pn.son terms for disobeying 
the iiutliorities IBolloten 1991].'" The most 
despicable part of the episode was the tragedy 
ol the POKM leader Andres Nin. one of the 
linesi revolutionaries of Spain. Arrested at 
the same time as the other leaders of the 
party, he was handed over to the head of 
the Russian secret police in Spain, Orlov, 
who confined him in a private prison in 
Barcelona and made him undergo torture in 
order to extract ’confession’ a la the 
(m)lamous Mosctiw show trials. Unable to 
oinaiii any ’collahoraiion’, the scciet police 
simply assassinalal him." FCIaudin, the ex- 
Icadct of the communist youth in Spain, 
would later write that Nin’s assassination 
was an “outrage against communism’* 
jClatidin I970|. At (he .same time a new 
political police, the notorious “Scrvicio de 
Invc.sligacion Militar’ (SIM) was created, 
controlled hy (he PCE and the Russian 
‘icdiiiicians', outside the control of the 
govcrnmciii On (he other hand, almost half 
ol the Barcelona .state preson, ’Carcel 
Modcio'. was filled with the members of 
CNT-FAI and K)UM, FChallayc from Paris 
and J McGovern from London, leading an 
enquiry in November 1937, were surprised, 
at this prison, by the sight of the hundreds 
of prisoners singing Internationale. When 
McGovern - an Independent Labour MP - 
went to visit one of the .secret prisons 
maintained by the PCE in Barcelona called 
‘pri vcntoriums’, he could not get admission 
even with a signed order from the director 
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of prisons and the minister of justice. When 
he asked the prison official “who was his 
boss, he gave us an address to the Cheka 
headquarters”. The minister of the interior 
had to teil him- “We have received aid from 
Russia and have had to permit certain actions 
which we did not like” [McGovern 1938], 
Finally, let us note that beginning with the 
second half of 1937. when the Russian 
‘technicians' started to be recalled to 
Moscow, almost all those who were called 
‘Spaniards' in Russia began to ‘disappear’ 
shortly after they had arrived in Russia. 
These included notably, among others, 
Rosenberg, ambassador to Spain: Antonov 
Ovseenko, Consul General at Barcelona; 
Koltsov. Pravda’s correspondent; and 
General Goriev, the veritable organiser of 
the defence of Madrid. 

More than anywhere else, the situation in 
Spain in the 1930s looked like what Marx 
had called in 1850 “the revolution in 
permanence” - a democratic revolution 
immediately going over into a proletarian 
revolution The false Comintern-PCE 
orientation of 'democracy vs fascism’, to 
which the dominant anarchist leadership 
came to subscribe, destroyed this great 
opportunity The PCE thus acted as a 
“countercurrent to the profound dynamic of 
the Spanish revolution” [Claudin 1970J. 
Realising - shortly after the civil war - the 
great mistake the anarchists had committed 
in believing that iti order to win the revolution 
the war had to be won first, one of their 
leaders wrote: “We have sacnticed (he 
revolution itself without understanding that 
this sacnlice entailed the sacrifice of the 
aims of the war” [Santillan 1940]. 

Ill 

Bolshevism, Commune, Socialism 

Ahmed sees the 'Bolshevik Revolution 
as the “logical culmination of the Pans 
Commune”, and then speaks of “Soviet 
Socialism” (pp 1329, 1330), which 
presumably is the ty|ie of “Socialism; for 
which the ‘Left’ stands and to which “the 
allies of the Lett in the Third Force are 
deeply hostile” (p 1343). We take up the two 
issues in turn. 

Bolshfvik RuvoLunoN and rm-. Commune'* 

‘Bolshevik Revolution’ refers to the seizure 
of political power by the Bolshevik Party 
in Rus.siB in October 1917 Though power 
was seized in the name of the working class, 
it was not the working class that seized the 
power nor was the power installed a working 
cla.ss power. It was not the working class’s 
own organs like the soviets and the factory 
committees which .seized power. It was the 
Party Central Committee which took the 
decision secretly to seize power without the 


knowledge of the working class’* self- 
administered organs, even without the 
knowledge of the ordinary members of the 
Party itself. And seizing power before the 
Second Congress of the Soviets could meet, 
the Party leadership placed before the 
Congress a fait acctm^li. An undisputed 
authority on the so viets writes: "The October 
revolution was prepared and accomplished 
under the slogan of ‘all power to the soviets’. 
However, an examination of the historical 
reality shows that only a fraction of the 
workers’, sailors’ and soldiers’ deputies 
themselves wanted the seizure of power” 
[Anweiler 1958]. 

Lenin, equating “proletarian power” with 
the “Bolshevik power” (19823:381; 
1975;383).''' wrote, six months after the 
seizure of power: “We the party of the 
Bolsheviks, conquered (otvoevali) Russia 
from the rich for the poor... We must now 
govern Russia” (1982a: 596; 1975:589J.?" 
How very different was the experience of 
the Commune! The Paris Revolution was 
literally a people’s revolution. “The workmen 
ot Paris have taken the initiative of the 
present Revolution”, wrote Marx, “it is the 
people acting itself tor itself’ [Marx 1971], 
Tlic Commune resulted from “the rise of all 
living Paris against the government of 
defence” [Marx 1971], whereas the 
Bolshevik seizure of power, carried out 
without the knowledge of the vast majonty 
of the people of Petrograd, involved a small 
fraction of its 4,00,000 workers. The 
histonans have written that “this was not a 
rising of the masses as the March (February) 
revolution and the July days had been...Most 
people in Petrogard did not even know that 
a revolution was taking place. The trains 
were running, the fashionable restaurants 
were crowded, theatre was crowded and 
Chaliapin was singing at the Opera” [Taylor 
1977]. ‘Even the members of the provisional 
government did not see that power had 
slipped from their hands and that it was now 
in the hands of the Bolsheviks” [Heller and 
Neknch 1982], Finally the National Guard 
into which “all Parisians capable of bearing 
arms had enrolled and where workers 
constituted the great majority” [Engels 1971 ] 
was, unlike the Bolshevik Party, the working 
class itself which, as a body, freely chose 
to entrust the supreme power to the Central 
Committee of the National Guard. This 
National Guard was anythmgbut a ‘vanguard 
party’ in (he sense of Lenin. It was closer 
to Marx's idea of “the working class 
constituting itself into a party”. 

What was the nature of the Commune? 
“That the Revolution is made in the name 
of and confessedly for the popular masses”, 
wrote Marx, “is a feature this (commune) 
Revolution has in common with all its 
predecessors. The new feature is that the 
people... have taken the actual management 


of their Revolution into their njra 
hands...(and that) workmen govern Paris” 
[Marx 1971; first emphasis is in text, the 
second is ours]. As if to contradict this Lenin 
told the Party’s Eighth Congress: ‘Till now 
we hove not reached a stage where the 
labouring massess could participate in 
government” (1982b:I15; 1971:182). E H 
Carr cites Lenin’s 1921 statement; “Can 
every worker know how to administer the 
sute? Practical people know that this is a 
fairy tale” [Carr 1964], Lenin had ‘forgotten* 
that he himself had told this “fairy tale” in 
his pre-seizure ('imfHactical’) days. Marx 
and Engels noted that the Commune had 
destroyed the old state machinery instead of 
simply taking it over. The very first decree 
of the Commune was the suppression of the 
standing army and its replacement not by 
another standing army but by the armed 
workers. Similarly the police was turned 
from a repressive agent of the government 
into a responsible and “at all time revocable 
agent of the Commune”. The Commune not 
■^nly “got rid of the .standing army and the 
police”, the Commune also filled all posts 
- administrative, judicial, educational - by 
election on the b^sis of universal suftrage, 
subject to recall at any time by the same 
electors. Similarly all officials, high or low, 
were paid only the wages received by other 
workers. Needless to add, these mea.sures 
included the Commune members them.sel ves. 

Inhis ‘fairy tale' (‘impractical’)days Lenin 
had designated precisely these features of 
the Commune as the “Commune’s essence” 
and had denounced the “PIckhanovs and the' 
Kautskys” of having "forgotten and 
perverted" it. In the post-seizure period, 
when the Bolsheviks became ‘practical 
people’, they, in their turn, also 'forgot and 
perverted’ thi s very essence of the Commune. 
However, the Bolsheviks’ ‘forgetfulness and 
perversion’ were infinitely more .serious than 
those of ‘PIckhanovs and Kautskys’, 
inasmuch as these no longer remained in the 
realm of ideas but were faithfully translated 
into (Bolshevik) practice. On the morrow of 
the seizure of power, when the old army had 
practically melted away, the Bolsheviks 
created, thanks to Trotsky’s genius, a new 
siandingarmy- ‘Red’,of course-abolishing 
the earlier declared principle of election of 
officers, clipping the rights of the soldiers’ 
committees and employing the old Tsarist 
officers in the key posts in increasing numbers 
(Anweiler 1958]. A similar development 
could be seen in the rise and con.solidation 
of a special police apparatus - ‘Vecheka’ or 
‘Cheka’ - which, established just five weeks 
after the seizure of power, rapidly grew to 
over a quarter million by mid-1921 [Schapiro 
1984]. Simultaneously a bureaucratic 
apparatus, entirely nominated from above 
and hierarchically organised - the officials 
being responsible only to their superiors in 
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th^faiwwthy - increased with gigantic 
stri^. Ail the impottant office-holders were 
simply pany nominees through a system 
directly taken over from the Tsarist Table 
of Ranks’ - the so-called Nomenklatura. 
Thus the Russian reality completely 
contradicted Lenin’s assertion that the Soviet 
Republic was a “continuation” of the Paris 
Commune. Indeed, shortly before his death, 
Lenin admitted that "we effectively took 
over the old state apparatus from the Tsar 
and the bourgeoisie” (1982b:69.'5; 1971:742). 

‘Soviet Sucalism’ 

The soviet movement arose spontaneously 
in 1917 (as it did in 190.5), independently 
of the political panics and much to their 
• astonishment.” Starting in the capital, the 
movement spread to all the comcis of the 
land, first confined to the workers and soldiers 
and then englobing the peasantry. Tlic soviets 
were composed of deputies, eleiied and 
subject to recall by the working people and 
solders themselves, in this as well as in their 
spontaneous rise as a popular revolutionary 
movement, the soviets resembled the Fans 
Commune. 

A minority for the first lew months, the 
Bolsheviks had gamed, by early autumn, 
clear majority in the soviets in the impoitant 
urban areas. In the vast rural areas they 
remained a small minority in the peasants' 
soviets. “All power to the soviets” was the 
great mobilising slogan of the bolsheviks. 
However, what Lenin really wanted was all 
power to his party. This is clearly seen when 
in the very first ('ongicss ol the Workers’ 
and Soldiers’ Deputies, there the Bolsheviks 
constituted less than a seventh ol the 
delegates. Lenin declared that his party was 
ready to assume power (without consulting 
anybody in the party thus including his own 
enunciated principle of ‘democratic 
centralism’).” 

Again, about one month before taking 
power, on the strength of the party’s majority 
in the Petrograd and the Moscow soviets 
alone, Lenin insisted that the “Bolsheviks 
can and must take state power into their rwn 
hands (v svoi ruki)" and that “it would be 
naive to wail for a formal majority for the 
Bolsheviks” {1982a;325-26; 1975:328-29: 
the first emphasis is in the text, the smiiid 
is ours). Even when it was clear that in the 
Second Congress of the .Soviets the 
Bolsheviks together with their allies would 
have a clear majority, Lenin, unsure ol the 
outcome of the normal democratic process, 
wanted the party to seize power by force 
even before the Congre.ss would meet “It 
would be ruinous or a formality to wait for 
the wavering vote of October 25. The people 
have the right and the duty to resolve such 
questions not bv vote, but by force" 
(I982a;413; 1975:416). It is Lenin alone, it 


seems, who had the ’right’ and the ‘diuy’ 
to determine this right and this duty for the 
people. The Provisional Government was 
dismissed not by the Congress of Soviets, 
not even by the Petrograd Soviet, but by the 
so-called Military Revolutionary Committee 
of the Petrograd Soviet - where all the 
members were Bolshevik except one. the 
president, a left socialist - by a decree drawn 
up not by its president, but by Lenin (again 
without consulting anybody, including his 
party, violating once more the principle of 
democratic centralism) [Ferro 19801. By July 
|9|8, the locus of decision-making shifted 
from the .soviets to the party, notes an 
American hisionan “The whole system of 
soviets and executive committees were 
reduced to an administrative and propaganda 
auxiliary of the piuty” [Daniels 1967). “The 
soviets were translormed from organs ol the 
proletarian sell-role and vehicles of radical 
democracy into organs, allowing the party 
elite to lead the masses" [Anweiler 1958]. 
B H Carr cites a rc.so)ution of the Eighth 
Party Congrcs.> (1919); “The Russian 
Communist Party must win for itself 
undivided political mastery in the soviets 
and political control over all their work”, 
and then adds, referring to what really 
happened within three years of the seizure 
of power, that thc'ullimalcpowerofdecision 
re.sted with the appropriate party organ”, and 
that “central soviet organs and local cxecutt ve 
committees both ultimately recognised and 
authority ouisidt the soviet s\.uem" [Can 
1964: our emphasis]. 

By the side of the soviets another organ 
of workers’ self-rule arose in Russia in 1917 
- the factory committees, organised by the 
indu.strial workers alone. While the soviets 
in course of tlici r growing imuitulionalisation 
were often not in direct contact with the 
working masses at the ba.se, the factory 
committees, elected by the workers and 
subject to recall by their electors, were in 
daily contact with the workers at the shop 
floor and to that extent they directly reflected 
the changing temper and growing 
revolutionary experience of the workcis. By 
October 1917, these committees, now spicad 
all over the industrial centics, had 
successfully pushed the trade unions in the 
background, and, independently of any law, 
they were directly intervening not only in 
the i|uc.slions ol day-to-day production, but 
also in those of enterprise management, 
frequently bniiging the factories under the 
collective possession of the workers after 
expelling the legal owners (Avrich 1963: 
Feno 1967]. The Bolsheviks had found in 
them an ideal instrument of propaganda and, 
in fact, these became a Bohshevik stronghold 
fairly rapidly. However, after the seizure of 
power, these factory committees, like the 
soviets, underwent a ‘radioactive decay’. 
The trade unions, now dominated by the 


Bolshevila, succeeded in annexing dion 
and transforming them into their own organs 
at the lowest level, thus ending the 
sovereignty of these organs of workers’ self- 
rule. The practice of collectivdy 
administering the affairs of work places by 
the workers themsci ves through their elected 
organs, earlier championed by the 
Bolsheviks, was now denounced as “petty 
bourgeois, spontaneily" by Lenin who, at 
the same time, stressed the importance of 
“raising labour discipline and labour 
productivity”tlirough such typical bourgeois 
measures as single-person management 
“vested with dictatorial powers 
tdikuitorskimi palnomochiyami)”, Taylor 
system and piece work (I982a;(i30; 
1975:622) 

It should be clear that in the light of the 
cflcctive liquidation ol the soviets, including 
the factory committees - which had their 
own ‘soviet of factory committees’ - as the 
working people’s independent oigansof self- 
rule, the first term of 'soviet socialism' 
evaporates (m its original revolutionary 
sen.se). Could the system be .still qualified 
as some kind of (non-soviet) ‘socialism*? 

Russia was formally declared ‘socialist’ 
in the middle I93()s (earlier it was supposed 
to be m the transitional phase between 
capitalism and socialism). ITic fundamental 
ie.ason given was the alleged ‘public (that 
IS, mainly state] ownership', equated to 
‘socialist ownership’, of the means of 
production* And, I'ollowing Stalin, ownership 
formed the basis ol (he production relation 
(1980 50.5).” A party resolution echoing 
Stalin, qualified this 'socialism' as the “first 
phase ol comniunism" [KPSS 1971:335]. 
How do the materialists characterise 
siH'ialism? Exactly in (he same way as they 
characterise any other social formation, that 
is, by the specificity of the social relation 
of production (not by ownership relation or 
lorms). Just us the social relations of 
production in capitalism are based on the 
sejiaiation (alienation) ol the immediate 
pi .iduccrs Irom the conditions of production, 
in the same way th." .social relations of 
production in socialism - the antipode of 
capitali.sm - arc based on the tree union of 
the immediate producers with the conditions 
of production to which corresponds the 
“asstK'iatcd modcot production” as opposed 
to the “capitalist mode ol production”. It 
should be noted that to designate the post- 
capitalist society Marx does not distinguish 
between socialism and communism, which 
he also calls, alternatively. Union, 
As.socution, Society of Free and Associated 
Labour. Republic ol Labour - the post¬ 
capitalist society going thiough (at least) 
two successive phases.” There is no specific 
‘transitional .society’ preceding socialism 
(communism). The new society emerges 
from the capitalist society itself. In this 
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profound sense capitalism is the transition 
to socialism (Marx 1962b:426; 1978b:429]. 
However, there is a transitionai period called 
by Marx “revolutionary transformation 
period" under the absolute rulcof the working 
class, during which capitalist relations are 
increasingly revolutionsed till a point is 
reached where the producers cease to be 
proletarians, commodity production and 
wage labour go out of existence, and the 
state, by definition a repressive machinery, 
evaporates. Correspondingly, it is society 
itself, after getting rid of the state, that 
collectively appropriates the conditions of 
production - in which case only one could 
speak of 'social ownership’ - and takes 
charge of allocation and distribution of the 
results of production. This is socialism as 
originally conceived by Marx where, as 
opposed to individual's “personal 
dependence" - as in pre-capitalism - and 
“material dependence” - as in capitalism - 
thereis “free individuality" [Marx 1953:75], 
where “the development of the human power 
is an end in itself (sk7i als Selbstzweck\'' 
[Marx 1964:828; 1984:820]. Here at last the 
'pre-history' of humanity ends and its 
'history' begins, in Marx’s famous 1859 
formulation. 

What was the nature of 'socialism' that 
was inaugurated in Russia in 1930s'.' First 
of all, it should iicclearthut the “levolutionary 
transformation period” under the absolute 
rule of the prolctanat us a class preceding 
socialism did not exist in Ru.ssia. As we 
argued above, it was a dictatorship over the 
proletariat by the party, standing above and 
completely autonoiniscd from the immediate 
producers, with all the levels ot power 
concentrated in its hands. The state which, 
under the proletarian rule, is supposed to he 
already “no longer a state in the proper .sense 
of the term” (Engels) - that is, with much 
of its repressi ve power al ready gone - became 
on the contrary, in Russia increasingly 
oppressive and. to paraphrase Marx, the 
Bolsheviks (unlike the Communards) 
“perfected the state machinery instead of 
throwing otfthisdcadeningincubus”.-'''Thus 
lacking the necessary pre-conditions, the 
advent of a socialist society in the post- 
October Russia was init of question. Under 
a state completely monopolised by the party 
over which the producers had no control, 
'public' or 'social owneiship’ in the means 
of production simply signified non- 
ownership of the piotlucers over the means 
of production, the juridical fiction to the 
contrary notwithstanding. For most of the 
'socialist' period, the producers’ non- 
property in the means of production meant 
also their separation from the conditions ot 
production at the level of the individual 
commodity producing units of production. 
In other words, the indu.strial wokrers 
continued to be n’nge labourers under what 


the Russian rulers called - by a singular 
inversion of categories - the “lower phase 
of communism”, where, in fact, in Marx's 
famous paraphrase of Ricardo, “the means 
of production employed the labourers, the 
labourers did not employ the means of 
production”. For about 15 years - from the 
late l93Us to the early 1950s - the wage 
labourers were also subject to non-economic 
constraints, such as labour books, legal 
prohibition on leaving jobs, severe penalties 
tor absenteeism, compulsory transfers for 
the skilled workers - leaving aside the 
question of the great number of prisoners 
working (productively) from inside the 
labour camps. There is no evidence that 
these constraints were self-imposed by the 
workers them.selves. The situation of the 
immediate producers in the countryside was 
even worse. They were, for a long time, 
subjected to compulsory corvee like road 
building and timber cutting, which did not 
apply to the city dwellers, and. in the words 
of a (bremost authority, they were “subjected 
to a labour system which reminded them of 
conditions from which the revolution seemed 
to have redeemed them forever” (Lewin 
1985). 

We conclude that there was no socialism 
in Russia. Indeed, if we take 'soviet' and 
'siKialism' in their original revolutionary 
.senses, then that which the 'Left' calls 'Soviet 
Socialism’ turns out to be anti-soviet anti- 
socialism. 

Notes 

fCiliiliuns fiom non-English sources are given in 
our own translation. Wherever pa.ssible, their 
English versions are also referred to In that case 
the first reference is to the original version, die 
scroiul to the English version ] 

1 In the following lines 'communist parly' and 
'coininunisls' in general refer uniquely to the 
leadership of the parly at the higlicst level, 
unless otherwise qualified. 

2 This IS a soiiic what surprising argument worthy 
of tlic 'social democrats’ ~ in Ahmad's 
(lejorjlive sense - who would like to hiing 
on to |Kiwer, unlike the communists who ore 
supposed to challenge the existing order in 
a revolutionary way. even at the cost of losing 
the governmental power. In any case it is not 
at all clear how a ‘social democratic’ 
government would behave in a similar 
situation. Here a recent pci tinenl comment by 
the KHW IS worth citing. Referring to the 
Indian Leftists’ "problem of retaining and 
continuing, its adherence to the basic principles 
of socialism”, it added: “A Left Front ruled 
West Bengal... was expected to provide an 
aliernative model of government that would 
heed to the demands of the common people 
for an end to corruption and police atrocities 
on the one hand and for the restoration of the 
sick industries which have thrown thousands 
of workers out on the streets on the other. On 
both counts the Left Front government has 




filled, lui inersasittg dependehce bn and 
compromise with trig industries ate making 
it indialinguishabie in these respects Bom 
either the Congress or the BiP ruling parties 
in other states’ (EPW. Vol XXXi, No 28. 

p 1812). 

3 Speaking of “India’s strategic ambitions to 
develop nuclear capabilities kept welt hidden 
for decades under thecover of peaceful nuclear 
programmes”, EPW has correctly observed 
that “what is particularly ominous is that the 
entire range of mainstream political parties 
from the right to the left share a consensus 
on this issue” (Vol XXXI. No 26. p 1636. our 
emphasis). Or maybe we are wrong. Maybe 
(he ‘Left’ has discerned beneath the class 
language cover of the ‘bourgeois-landlord 
classes' that these classes ore pursuing the 
relentles.s arms programme not to strengthen 
their (repressive) stale machinery, but really 
to develop weapons to destroy ‘imperialism’. 
But even in the latter case our argument about 
'consensus' holds, though it is now around 
a ‘just cause’. 

4 With this kind of ultra chauvinism, one 
wonders how CPl(M) can still claim to be the 
followers of Lenin who, to his great credit, 
was an out and out internationalist and a firm 
partisan of the nght of self-determination 
including the right to secede - of the minority, 
nationalities of a country. Quite possibly the 
’CPI(M)'s position constitutes a creative 
application of (Marxism) Leninism in the era 
of decline and fall of ‘.socialisin'. 

.I See de Olivicra Marques (1972), Bourdon 
(1985); Durand (1992). 

6 Sec also Tanin and Yohan (19.34). 

7 ForlranwedrawonAranKl979)andColtam 
(1979. 1980). 

8 To the credit of Trotsky, he, in 1930, called 
for a united front of the cuinmuists and the 
social democrats against fascism and qualified 
as “absurd” the idea that fascism could not 
be defeated without the prior defeat of the 
social dutnucrals Similar also were the views 
of Bukharin. uccu.sed of being a ’rightisl’, 
who called for a “single proletanan fronl". 

9 We cannot leave this brief note on the Cierman 
party’s positive role in the rise and victory 
of German Fascism without mentioning 
workers' massive uprising in Cennany at a 
later date, which did not require any fascist 
government to suppress il. The ‘working class 
leadership’ was at hand for the job. In the 
‘Socialist’ German IVmocratic Republic there 
H>(i.r a ina.ssive working class uprising against 
the regime, begining on June 17, I9S3, first 
in the form of wide,spread strikes agaiiuil low 
wages and high cost of living, and then 
increasingly taking political overtones. In 
view of the popukv ehurocter of this uprising 
Brecht wrote a poem where he advised the 
party to dissolve the people, who did not 
deserve the party's confidence, and elect a 
new people (Brant I9SS; Heller and Nekrich 
1982). 

10 NationalConfederaiionofLabourandlberian 
Anarchist Federahon within the former. One 
of the best accounts of the development of 
the anarchist movement in Spain is in Brenan 
(1969) For CNT the best reference is the 
monumental three-volume work by J Peirats 
(I9S1-1953). 

11 These di.ssideni communists. Workers’ Party 
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vg 'MiiiX'i*! unification ^ruumi wm 
i^imericBlIy small, almost confined to 
<&talonia, but contained an unusually high 
ptopoition of politically conscious members. 
POUM would be increasingly vilifted by 
th PCB; falsely and conveniently, as 
'Trotskyists’ (‘Trotsky-fascuiis’) which it 
certainly was not. The Trotskyists had their 
own independent pany. so tiny os betng of 
no importance. 

12 The first phase of the re volution from the rise 
of the ’comtnittees' and the corresponding 
workers' militias to the disbanding of the 
former and the disarming of the latter by the 
republican government - .spearheaded by the 
PC^ - is brilliantly portrayed in the recent 
film by the independent Marxist Ken Loach, 
Lmul and Freedom, which is also notable fur 
its high oestiietic qualities. 

13 Orwell, who was fighting in the POIJM ranks 
on the Aragon Front, wrote; “The thing that 
hod happened in Spain was not merely a civil 
war, but die beginning of a revolution. It is 
this fact Uiat the anti-fa.scist press outside 
Spain mode it its special business to obscure 
The issue has been narrowed down to 'fascism 
vs democracy' and the revolutionary aspect 
concealed as much as possible. Outside Spain 
few people grasped that then' was arevolulion; 
inside Spain nobody doubted it” [Orwell 
1966). Bolloten cites F Claudin, an cx-WE 
leader: ‘‘lathe weeks afterJuly 19, die capitalist 
order practically ceased to exist in the 
Republican area, the means of production and 
political power in effect passed into the hands 
of the workers' organisation. All historians 
of the Spanish Civil War are in agreement 
on this point except for those who do not aim 
(or historical truth, but to justify the policy 
of Stalin and the Cominlcrn” [ftniioten 1991 j 

14 The International Brigades distinguished 
theni$elve.s particularly by their magmltcenl 
defence of Madnd. For a synthetic account 
ol the Brigades see flclapcriie de Bayac 
(1968). 

15 Formally he was a member of the ‘Unified 
Socialist Party of Catalonia' (PSUC) which 
resulted from a merger of Cat.alonia's socialist 
party and cnmniunist party. PSUC was 
affiliated to the Coiiiintem. 

16 It was a bitter pill for the Cominiern. In his 
report to MoseowToglialti oallcti the sentence 
‘‘outrageous", which was "no serious 
punishment" The PCE simply did not publish 
the judgment [Bolloten 1991] 

17 Pravda had written on December 17. 19.36; 
“So faros Catalonia is concerned, the cleaning 
up of the Trotskyist and anarchu-.syndicalisl 
elements has already begun, and it will be 
carried out with the some energy as in the 
USSR." The torture and assa.ssinaliun of Nin 
by secret police would later be revealed by 
a PCE leader, J Hernandez, minister of 
education under Negrin, after the civil war 
when he hod escaped ic Mexico from Moscow 
[Hernandez I953J. 

18 W£ assume that by ‘Commune' the author 
means the Commune of 1871 and not the 
Commune of Paris which arose during the 
French bourgeois revolution of the IBtli 
century. 

19 To bring out the spirit of what Lenin was 
saying, the term vloit is more appropriately 
rendered os ‘power’ rather than 'government' 
as in the Moscow translation. 


zu iretsKy, aecona to Lcnin in itie pany 
ietufership, wrote in 1920; "The substitution 
o*^ the power of the party for the power of 
the working class is, basically, no substitutitm 
at all." 

21 To the glory of Russia's women, the soviet 
movement was initiated by the women of 
Peirogradon the International Women's Day, 
February 23 (March 18), the women's role 
being crucial not only in leading the beginning 
stages of the movement but also in disarming 
the forces sent to repress h. 

22 In a famous justification of the Bolslievik 
monopoly of power Lenin asserted not long 
before thi .seizure of power dial if I ..30.000 
landlords could rule Russia, then so could 
2,40.000 Bolsheviks, ot course “in the interest 
of the pool and against the rich" (I982a;367; 
1975.369). 

23 Stalin's formulalion was ofenuese a complete 
inversion of the materialist position according 
to which “juiidical relations arise from 
production rd.iiions’’ and properly reialion 
only “reflects {widerxpieftell) economic 
relation'' which is its “content (Inhalt)" 
(Marx 1962a. 99. 1978a:88, 1966.177; 
I970;.318). The Moorc-Aveling English 
tiunslation ot the iclevant text in Oipitat ! 
IS radicr poui. 

24 Thus, conlrary to a widespread idea - 
shared also hy ai least the inajonly on the 
'Left' - socialism is not the transition to 
communism. 

25 The 'IvCfl' - the modem day statists -- .should 
note well that Marx had praised the 
Communards (or their “Revolution against 
the Slate itself (1971: 1.52; emphasis in 
original). l,alei EngeLs severely criticised ihe 
“slatisl sujicrstiliun’' ol Ihe German Social 
Democrats. 
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Economic Righte of Women 


in l^lmnic 



Fiavia Agnes 

The law of marriage in its essence is a law regulating economic transactions and woman's access to cmd control 
over it. The Islamic provisions of 'mehr' and marriage agreements, and right of property management have stood 
Muslim women in good stead during litigation in the last century. However, gradual infiltration of Hindu notion 
of sacramental marriage and English principles of morality and public policy have curtailed Muslim women’s rights 
granted under Islamic jurisprudence. Muslim leadership needs to give up its attitude of negating women's rights 
if it aspires fSf support of secular and human rights forum in the period of aggressive Hindu communal propaganda 
for uniform civil code. 


THE law governing marriage and family 
relationships in its essence is a la w of property 
settlement rather than a law governing sexual 
morality. Hence, any proposal for reform 
would have to necessarily redefine property 
rights of women within the family. This 
consciousness has led both conservative as 
well as progressive forums now engaged in 
drafting alternate codes to focus more upon 
the economic rights of women rather than 
confine the debate to issues of monogamy 
and sexual control. 

In this context, even the Hindu funda¬ 
mentalist political parties like the BJP have 
been forced to acknowledge that the Hindu 
law of succession does not grant rights to 
women and hence while enforcing a uniform 
code, the concept of Hindu joint family 
property may have to be abolished. 

Most legal scholars concede that the 
Muslim law of inheritance protects women's 
rights better than the Hindu law based on 
male coparcenary. But in the realm of 
matrimonial law, it is presumed that the 
Hindu law (which is a reflection of the 
archaic British law) will be more favourable 
to women than the Muslim law which 
permits polygamy and triple talaq. In fact, 
the rationale fur a uniform code is based 
on this premise, i e, liberation of Muslim 
women. 

The present Hindu law of marriage and 
divorce is a curious mixture of Victorian 
morality, Hindu notion of women’s servility 
and the modern concept of a cont ract between 
equals, which collectively woik towards the 
subordination of women. Since it has nothing 
to offer in the realm of economic rights, we 
need to take recourse either to the Conti ncntal 
system which is based on equitable 
distribution of matrimonial property or to 
the Islamic concept of mehr. 

Unfortunately, due to the communal 
undertones which usually accompany the 
demand for a uniform civil code, the contribu¬ 
tion of Islamic legal principles to the modern 
matrimonial jurisprudence has not received 
due recognition. For instance, the Islamic 
principle of mainage as a dissoluble contract 
was borrowed first by the Continental and 
later by the British matrimonial juris¬ 


prudence, to set off the Christian notion of 
marriage as an eternal and indissoluble 
sacrament, while ushering in modernity. This 
concept was incorporated into the Hindu law 
in 1955. 

In the British legal system, divorce, in its 
origin, was confined to faults, where one 
spouse had to prove a matrimonial offence 
against the other. And if women were the 
‘guilty’ spouse, they would be deprived of 
the meagre maintenance dole and additionally 
their property could be settled in their 
husbands' favour as compensation for the 
loss of proprietary rights. 

In contrast, the Islamic law provided for 
more ci vilised modes of dissolving marriages, 
either by consent or by providing for 
irretrievable breakdown of marriage. Only 
in the later half of lOth century the British 
matrimonial jurisprudence accepted the 
concept of divorce by mutual consent. This 
was incorporated into the Hindu law in 1976. 
The Indian Divorce Act which governs 
Christian marriages has not recognised this 
concept to date and the only option open to 
consenting spouses under Christian law is 
collusion and perjury. The notion of ‘no 
fault divorce* (or irretrievable breakdown of 
marriage) has not yet been accepted by the 
Hindu law. 

Under Islamic law, while the husband is 
granted an unlimited right of divorce, the 
wife is also granted a limited right of khula. 
To equalise the status of spouses within 
marriage, the neighbouring Pakistan and 
Bangladesh have, at one .level curbed the 
husband's right of oral talaq by stipulating 
mandatory arbitration procedures, and at the 
other level, secured the woman’s right to 
khula through standardised marriage 
contracts, nikah-nama. The contract includes 
a routine clause through which the hnsband 
is bound to grant the right of khula to the 
wife at the time of contracting the marriage. 
The Supreme Court of Pakistan in the 
landmark decision in Khurshid Bibi’s case' 
while interpreting this .provision held that 
hatred or aversion towards the husband is 
sufficient for obtaining khula and ruled that 
the consent of the husband is not a necessary 
precondition. 


The provisions of arbitration and speedy 
settlement of matrimonial dispute are also 
important principles of Islamic matrimonial 
jurisprudence. Ifaibitration procedures fail, 
the matrimonial bond should be severed 
with case, ahsan. Several judgments of 
high courts in Pakistan have relied on this 
principle and have held that marriagcshould 
be dissolved through a simple deed and 
anyone who makes it complicated will stand 
ostracised.^ This concept has gained 
statutory recognition in India, through the 
family courts act which provides for. 
arbitration and speedy settlements rather 
than prolonged adversarial litigation of the 
British system, where one spouse is required 
to prove the matrimonial offence against 
the other, which causes great hardships and 
humiliation to women in court rooms. 

Since Islamic law provided the modern 
matrimonial jurisprudence with important 
legal principles, perhaps it would be worth 
our while also to examine the Quranic right 
of mehr which was meant to provide a 
safeguard against arbitrary oral divorce. This 
right of providing for the future security of 
the woman at the time of marriage, finds no 
parallel in any other legal system. 

All provisions of dissolving a marriage 
become delrimeiital to women if they are nut 
simultaneously linked to protection of 
economic rights. It is this court room reality 
which makes it imperative to exam'me the 
rights of mehr and pre-marriage agreement 
bestowed upon women under the Islamic law. 

Superior Position of Women in Islam 

Mehris aQuranic right. A specific nuntion 
of this right is made in all subsequent legal 
texts. Chapter IV verse 3 of the Holy Quran 
stipulates: “And give women their dower 
freely and if they are good enough to remit 
any of it of their own free will, then erqoy 
it with a good conscience”. There is also a 
mention that the Prophet settled S(X)dhirams 
on each of his wives with the exception of 
0mm Babeebah (from Abysinia) on whom 
he settled 4000 dhirams. 

According to the Maliki school of Islamic 
law, a marriage without the stipulation of 
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nMBir n tnvaua. Accoratng to tiw Hanati 
sdiool the marriage is valid but if no mehr 
is stipulated or if the amount stipulated is 
low, the woman is entitled to a proper 
mehr. rochr-el-misl. The proper mehr would 
have to be determined depending upon the 
means of the husband and the family status 
of the wife. 

While a minimum of 10 dhirams i.-! 
mandatory, the legal texts routinely mention 
amounts of 1,000 and 2,000 dhirams by way 
of examples which indicate that the amounts 
settled were meant to be far above the lowest 
stipulated. Additions to the amount stipulated 
at the time of marriage can be made at any 
time during the marriage. Mehr is a mark 
of respect to the wife and is meant to set 
off the disability suffered by women under 
the law of inheritance. Hence, the amount 
stipulated has to be substantial. A token 
amount is injustice and wrong as per Islamic 
principles 

If the mehr is prompt it is payable on 
demand. If it is deferred, it must be paid 
subsequently and in any event upon 
dissolution of marriage either by death or 
divorce. It at the time of dissolution of 
marriage the mehr dues arc unpaid, the 
woman is entitled t<i retain possession other 
deceased husband’s property. Usually this 
right is di.scusscd in legal texts as a ‘widow’s 
right’ but the same principle would apply 
if the marriage is dissolved by divorce. 

A woman has the right to impose conditions 
regarding her mehr. For instance she can 
stipulate that if the hu.sband resides in the 
same city as her parents ihenthc inehramount 
would be l.0()0 dhirams, but it he shifts to 
another city then the amount should be 
doubled. In such a ca.se it the husband does 
shift to another city then the witc is entitled 
to claim 2.0(K) dhirams. 

Mehr need not be stipulated only m cash. 
Gold ornaments, valuables and other movable 
and immovable piopcity can also be settled 
as mehr. Mehr is the sole right of the wife 
and the husband cannot have any claim over 
it once the marriage is consummated. 

The husband can settle his share of family 
property or a particular house as mehr. The 
woman would then be entitled to this property 
or its monetary value. If the woman claims 
that the matrimonial residence has been given 
to her in lieu of her mehr debt, it is lor the 
husband to rebut the presumption If the 
husband refuses to pay the prompt mehr 
upon marriage, the woman can refuse to 
fulfibhcr marital obligations including 
cohabitation. She is not bound to obey any 
of his commands. The wife is entitled to live 
separately and claim maintenance from her 
husband during this period. Even if the 
husband has paid nine dhirams and one 
dhiram is due, the wife has a right to refuse 
cohabitation and the husband is not entitled 
to reclaim the nine dhirams already paid. 


If a man agrees to pay a certain amount 
of mehr upon the condition that the wife is 
a virgin and subsequently discovers that she 
is not, he cannot retract from his commitment 
and the woman is entitled to the full amount. 
Once settled, the husband cannot be absol ved 
of his duty to pay the dues, even when there 
is a subsequent separation which is cnu.sed 
by the wife’s action. Even when a Muslim 
marries a non-Muslim he is bound to pay 
her the mehi. 

The superior position of women under 
Islamic law can he a.scertained only when 
we compare it with the status of women 
under other contemporary legal systems. 
Under Roman and British legal systems of 
this period, women lost their rights to acquire, 
hold and manage separate property upon 
marriage. The Roman law of marriage which 
derived its mots from the Judaic law was 
based on ihe notion of a patriarchal family 
consisting ol wives, sons and slaves. 'The 
head of the family acquired total control 
over the person, property and labour powers 
of all the members ol his household. The 
wife was treated as the ward and she had 
no independent identity. 

Under the British system, upon marriage, 
the woman lost her legal cxislcncc. Marriage 
meant a legal death. All herpropcrtybclongcd 
to her husband and he could not only use 
It but even alienate it without her consent. 
The husband’s right to his wife’s property 
was held in such high esteem that even alter 
betrothal, if the woi i lan al ienated her property 
without Ihe consent of the groom, he could 
sue her for fraud. 

Only in the year 1870 a married woman 
who was legally separated from her husband 
was granted the right to hold scpuiale 
properly. A married woman did not have the 
right to enter into a contract cither with her 
husband or with a third party till the year 
193.‘i. 

The Quranic right ol mehr is distinct from 
the customary right of bride price and the 
English concept of dower. Many tribes and 
commumlics in Africa and Asia followed a 
custom of bride price where the groom was 
bound to pay a certain .sum to the bride’s 
father to compensate him for the loss of his 
daughter’s labour power. The Prophet 
changed the concept of bride price to mehr, 
a sum to he settled upon ihc woman herself, 
as a mark of respect and future security to 
her. The amount settled belonged to Ih” 
woman exclusively and not to her relatives. 

The Britishjurists used the word mehr and 
dowcrintcrchangcably.Butthc right of mehr 
is distinct from Ihc right of dower. Dower, 
under English law. is a widow’s right to be 
maintained from her deceased husband’s 
property. This right is very distinct Irom the 
Islamic right ot mehr, which is a right upon 
marriage and not a right arising upon 
widowhood. 


JutNCiAL Dkchions IN BarnsH Period 

The personal laws of the post-colonial 
period arc no longer applicable in their . 
pristine form. The rights arc based on English ' 
translations of the original texts, the legal 
precedents of Ihe Britishjurists and Ihe local 
customs and practices, in order to ascertain 
the contemporary status, a scrutiny oiahese 
sources would be necessary. 

While examining the case law concerning 
women’s economic rights within marriage 
one can di.sccm a curious trend. While . 
judicial decisions throttled the Hindu 
woman’s economic rights by constraining 
Ihc .scope ot stridhaiiu, the Muslim woman’s 
economic rights could not be similarly 
throttled. I'hc legal precedents also indicate 
that Ihc rights of mehr and prc-murri.'ige ' 
agreements were not just illu.sury rights but 
were viable economic safeguards. 

Several judgments upheld the woman’s 
right to impose conditions upon their 
husbands through private aga'cments. As 
per ihc Christian doctrine of eternal and 
indissoluble marriage, pa’-nuplial agreement; 
stipulating conditions oi a future divorce 
were deemed to be against public policy. But 
since divorce was not considered as against 
public good under Islamic law, Islamic 
jurisprudence held such contracts as valid. 

While adjudicating over matrimonial - 
disputes, if the Hriiish jurists relied upon 
Islamic prii\ciples, ihc agreements were held 
to be valid. But if they relied upon British 
notions of niorulity and public policy, the 
agreement.s were invalidated. Some im- 
pnrtuni legal decisions in Ihis direction are 
discussed below. 

In Badarannissa Bihi’s case ilecided by 
the ('alcutta 11 igh Court in 1871the husband 
had entered into a pre-marriage agreement 
(kahin-numa) with his wile, aulhori.sirig her 
to divorce him if he remarried without her 
consent. Subsequently, Ihc husband did 
remarry and the wife approached the court 
for redress. The court dismissed the wife’s 
plea on Ihc ground that the Mohammedan 
law does not permit a wile to divorce herself 
upon a private agreement. 

In appeal, an Islamic juri.st, Moiilvi 
Mahainat Hossein, apjieared for the '-'ifeand 
pointed out Ihe relevant sections from Ihc 
legal texts which sjiccifically mention the 
delegated power of Ihe wife to divorce 
hu.sband and pleaded that such a provi.siun 
IS not repugnant to Ihc Mohammedan law. 
The court concurred with this view and ruled 
in Ihc woman's favour. 

Under the English law of contracts a person 
who is not a party to a contract cannot 
enforce it even when s/he is a beneficiary. 
Hence the following judgment, Khwaja 
Mohtmmed v Husxeini Begum* discussed in 
detail, liecomes an important milestone in 
the law of contract in India. The privy council 
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laid down a new precedent by upholding a 
minor git r s right tocnlorce a contract against 
her lather in law even while she was not 
a party to it 

In the year 1877, on the occasion ot the 
mariiage ol his son, the fathcr-in-law 
executed an agreement that he would pay 
the daughtei in-law Rs SOU per month as 
khatth I fHindan in peipeiuity Alter seven 
years, the wile was compelled to leave the 
husbands home Ihiiteen years later, m 
18%, the couple was separated 1 n 1901, the 
wile liled a suit to lecnvcr ariears I he trial 
court rciused to entorcc the agrci ment on 
the tollowing giounds 

1 It IS umeasonahlc to suppose that wile 
can enlori c hcrcontract against hci I .ither 
in law even when she leiuscs to live with 
het husband lo hold so would be 
icpulsivc to conscience and tommon 
sense 

2 The unchastily ol the woman has not 
been proved, but her <.liaiactci is not 
beyond siispit ion 

3 II she leltises to live with hci hu band 
the tathei in law has no dots to pay 
khw(h-i piiiuUm 

4 1 he niisband cult ii.iining prostitutes at 
home and incoriing debts are not 
teasonablejusiilicaiinns lor wile sielusal 
to live with him 

In appeal the Allahabad High C'ourt 
decreed m the wile s iivotii as lollows 

1 No condition had been attached to the 
payment ol the annuity 

2 Nothing IS said in the agiectnent about 
the chastity ol wik 

3 Nopiovisionisst,itcduiidciwhichtalhci 
in law I CISC'S lo be Iciblc tl wile stops 
living will) iici htisb.md or due to .my 
other .uls ol llu wile 

In an Appeal .ic.iinst this Jcirce to the 
pnvy council bv the husband it was held 

1 Although slu was not a p.iitv to the 
agteimciit thewiU waseniitkdlocnloice 
It IS she w,is thi only bcneliciaiy ol the 
agicen.c it III India uid among Muslim 
coinmumlics maiiiage is conli acted by 
parents/gti.iidians on lelull ot minuis 
Hence seiious inpisticc wdl be caused il 
the common I iw docliine dead Lnglish 
taw dcKtriiu ) IS applied to agieeineiits 
cntcied itiio in conncriion with such 
contracts 

2 The wile h.id not loilcilcd hci right lo 
tac ..llowatici on hti reins it lo reside 
with hei Inisb md lly the a>'icemcnt, the 
lathei in liwhindshimseltnniescivedlv 
to pav to the wile the lived allow line 
Then is no condition in the .igreemciu 
th It It should be paid only while she is 
living in the husband s hou'C 

Ihe (ouii idmonishcd the culiordinate 
judge tor his leiuirk that the woman\ 
character w is not iree lioni suspicion and 
held that it the illcuation ot unchaslitv was 


not proved, it was incoirect to make such 
derogatory comments in the judgment. Hie 
court also drew a distinction between kharch- 
i-pandan and the English concept ol 'pin 
money’ which could only be spent with the 
consent ol the husband In contrast, the 
Muslim woman could exercise her sole 
control ovci ''crkharch-i-pandan Explaining 
this contupi the court niled, "Kharch-i' 
pandtui, which literally means 'betel box 
expenses’ is a peisonai allowance lo the 
witc customary among Mohammedan 
iamilics ol rank, especially in upper India, 
fixed iilher betorc or alter the mariiagc 
When they arc minors, as is trccjueiuiy the 
case the aiiangemcnt is made between the 
ics|)ective parents and guardians " 

In a case decided by the Allah.ibad High 
Court I n the 1921,' the husband had mart ted 
twice and had treated both wives with cruel¬ 
ty I he r iihcr ot the third wile entered into 
an agu ement with Ihe husband and his lather 
piior lo the niainagc binding the husband 
to pay I sum ol Ks IS pci month lot hie, 
in addition lo the dowci debt, in case of 
divorce 

Hic wile was subseijucntly divorced and 
she .t|)pro<u. hed the court lot the entorcement 
ol lici contiact The cuuit held that the 
agreement was enloncable as it was meant 
to secuic the wtle against tll-ircalmeni 1 he 
court countcicd Ihe plea that prc-inaiitage 
agriemenis are against public policy and 
held that agicements piotecimg a woman s 
lutiire lights aic valid under Islamic law 

Pi HI K Pot i( Y Tki \( iiricoi s Gkoono 

While upholding the light ot a Muslim 
wile to enloi into agreement in icspect of 
liiltiic maintenance, Ihe Lahore High C'ourt 
made .in inicrcstmg comment regatding the 
notion ot public policy There is nothing 
in the husband s pioniisc to pay a certain 
sum ol money toi the pcisonal expenses of 
Ills wile which can be regarded as opposed 
lo public policy 1 hecourt liirthercautioned 

Public policy IS unsafe and treacherous 
ground lot legal decisions It must therefore 
be kept within reasonable restraint 

It must be noted that notions such as 
morality and public jjulicy were English 
piiiiciplc, which were surreptitiously 
intioduced into the Indian tamily law to the 
dciiimcnl ot women’s rights Based on this 
picmise women’s cusiomaiy and textual 
lights to divorce to adopt children or to 
iiihciit propelty were constantly curtailed 
Hie tollowing case repotted in 18S3 is a 
classu example ol how the notion ol public 
pulley could be used against women’s 
economic inlet csts 

Ihe case lunceins the Muslim trading 
communities of C'lUjarat - Khojas and 
Memons I hesc communities loilowed the 
local ciistoni ol holding the tamily property 


joiittlyf The male-headed copucenailes 
denied women their nght to a stipulated 
sharein the property, which they wereentitled 
to under the Shanat A woman from the 
trading family challenged this practice 
On her beh^f it was argued that the Hindu 
custom of disinhenttng daughters which has 
been adopted by Mohammedans is most 
unreasonable and that public policy would 
dictate the adoption ol the wiser rule laid 
down by the Quran by which daughters are 
allowed a dellned share in the succession 
A contrast was drawn between the relative 
position which females hold in Hindu and 
Muslim systems It was pointed out that 
since the Muslim system was more beneficial 
lo women, it was the duty of the court to 
give It effect when the two come in collusion 
The comments of the concerned judge, 
Lord Erskinc Perry, while disallowing the 
woman s claim are interesting to nolc “A 
custom tor females to take no share in the 
inheritance is not unreasonable or against 
public policy m the eyes ot the English law 
it accords in great part with the universal 
custom as lo real estates where there are any 
male issue and with some local customs 
mentioned in Blackslone by which in certain 
manors females are excluded in all cases 
While the high courts ot Calcutta. 
Allahab<id and Lahore upheld a Muslim 
woman's light to enter into agreements, the 
Bombay High Court relying upon the English 
diKlnneot public morality invalidated them 
In Mehiall\ v Saketklumoohhai* the c oupic 
was married in 1901 Allei a few months 
due lo marital conflict the wife left the 
matrimonial home 1 herealter, in an attempt 
to reconcile, the husband executed an 
agreement stipulating the following 

1 He w ill rent a house and live separately 
with his wile, away tiom het tamily and 
rclaiives It they cannot live together tie 
will pay hci Rs 20 per month as 
maintenance 

2 I he wilc’soinaments(20tolasol bangles, 
live tolas ot chain) belong lo her 
exclusively and he would nut claim any 
right ovet It, 

3 I le would not obstruct her f rom meeting 
her tticnds and relatives 

The recunciliJtinn following this 
agteement lasted only tor one year and 
thereafter, the wite returned to her parents’ 
house Husband filed for restitution of 
(onjugal rights The wile relied upon the 
agreement tn her defence Rejecting the 
wile’s pica, the court held “The principle 
upon which the law looks askance at 
agreements contemplating the future 
separation of husband and wile, is a principle 
which IS thoroughly fixed, having its 
foundations in the welfaie of society Hence 
an agreement which provides for a 
subsequent separation, is bad under English 
law ’■ 
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tne couR men ai^iiea ims {ffinciple to 
an agreement regarding maintenance in Bai 
Fatima’s case ’ While contracting a second 
mamage, the husband executed an agreement 
m favour of the first wife that in case of 
disagreement he would pay her Rs 8 per 
month as maintenance After separation, the 
first wife sued foi recovering arrears of 
maintenance Relying upon the preceding 
judgment, the court ruled that since the 
separation did not take place until some 
weeks after the execution of the agreement 
the post-nuptial agreement encouraged future 
separation and hdhee it was against public 
policy 

As can be observed, Muslim women were 
on a firm tooting it the courts applied 1 slamic 
principles The decision ot the Oudh high 
court in Mansut v Azizul'” is yet another 
example ot this tiend In this case the Aiurt 
laid down an imixirtant piinciplc icgaidmg 
the Muslim woman's nght to shelter oi, as 
formulated in the present context, the light 
to matrimunial home 
At the time of the second marriage, the 
husband cnleicd into an agreement granting 
the fiist witc option to live separately and 
claim maintenance of Rs S per month in the 
event ot di sagi cement between the t w o wi ves 
Subscqucnllv, the first wile sued loi arrears 
of maintenance amounting to Us 58 7 0 
Upholding her right ot sep.iralc residence 
and maintenance, the court observni It a 
Muslim marries two wives and if the wives 
aic not able to get along, and it th^ husband 
IS not able to piovidc separate ipaitmcnis, 
agteement in tavoiii ot one wife gi.iiiting her 
maintenance (guzeua) is rioi against public 
policy' The court diltcicd tiom the view 
expressed by the Bombay high lourt that 
such agreements entourage separation The 
judgment iclied upon two important 
authoiities on Muslim law regarding the 
Muslim woman slight ot separaleu sidence 
I A passage from the Ueda\<i It is 
incumbent upon a husband to piovide a 
separate apartment lor his wife's 
habitation to he solely .ind cxilusively 
appropiiatcd to her use, so that none ot 
the husbano s family or others may enter 
without her permission and desire 
because this is essentially necessary to 
hei and is therelorc, her due the same as 
maintenance and the word of God 
appoints her a dwelling house as a 
subsistence and as it is incumbent upon 
the husband to provide a habit uion toi 
his wife, so he is not at liberty to admit 
any person to a share iii it as this would 
be injurious to her, neither is the husband 
at liberty to intrude upon his wife, his 
child by another woman If the husband 
appoints his wife an apartment within his 
own house giving her the lock and key 
It IS suf ficicnt as the end is, by this means, 
fully obtained” 


2 A passage from Ameer All's 
Mohammedan Law “Under the Moham¬ 
medan law, the maintenance (na/kah) ot 
a wife includes everything connected 
with hci support and comfort such us 
food, raiment, lodging, etc, and must be 
provided in accordance with the scKial 
position ot the parties The wife is not 
entitled mctcly to maintenance in the 
English sense of the word but has a nght 
toclaim a habitation tor hei own cxclusiv e 
use in accordance with the husband's 
means It is me uinbcnt on the husband 
to provide a scpaiaic apanment lor his 
wite s habitation to be solely and 
cxclusivelv appiopi lated by hci, because 
this IS essentially ncccss.iry to her and 
IS iheielore hei due, the same as her 
maiiitcnaiicc and the word of God 
appoints hci a dwelling house as well as 
a subsistence' 

Kiysionl 01 Isi sMic Law 01 MakriaciI 

The judgments discussed above indicate 
that a Muslim woman s nght upon muniage 
were supci lor to the English woman's rights 
But recent icscanh on Muslim scKietics 
indicate that these rights have been c oi lodeci 
Mehr is reduced to a mere token and in its 
place dowiy, a custom piacliced by the 
upper caste Hindu society is gaining 
acceptance I tiis development is disturbing 
Due to the iitualistic maiincr in whic ti melii 
settlements ,irc contracted, tlicre is a fear 
among women s lights activists that this 
light IS not an .idequaie safcgu.itd .igaiiisi 
destitution But the rc|Hirtcd |udgiiieiils of 
a bygone era beat testimony to a ditfeienl 
reality 

In .Sungra Bibi s a case decided in 1880." 
the unpaid mchi clues at the time of husband’s 
death wcic Rs 5!,(XK) and the assets left 
behind by the hush<iiKl weic insiifliciciit to 
pay the dues The lull bench of Allahah.id 
high court held that the wife w.is cniitlcd 
to the whole amount stipulated, irrespec tive 
of the fat t that the husband’s assets weie not 
sufficient to pay the dower debt 
in Kamai uii-ni * ui Bihi\ case of tfie same 
period " the husband had made an oial gift 
of the property to his wife in the piescnce 
ot seven witnesses later, he executed a 
document nuikluut iiuina to give effect to 
the gift, which was made in lieu of the 
unpaid dowel of Rs SI 000 Howevci itwas 
proved that the Jowei stipulated at the time 
of niainage was a mere Rs KK) Dcciecing 
III the woman’s tavoui, the piivy council 
held that it was not necessary to prove that 
Rs 5I.0(X) was agreed upon it the time of 
marriage Under Mohammedan law, mchi 
may be fixed even after marriage 
The Sultan Begwn case ot 1016 (AIR 
1936 Lah 183) is yet another milestone in 
this direction The widow claimed Rs50,0(K) 


out of the stipulated amount of Rs I JK)<000 
since the assets ot tier deceased husband 
were not sufficient to satisfy the entire 
anuiunt Thehusband’srclativcsallcgedthat 
the dowel publicl> announced was not 
intended to be paid and emtv asniallei amount 
settled in private was payable But the pnvy 
council validated the Kabm mum of 1877 
wheic a sum of Rs t.25,(K)0 was stipulated 
The document was signed by the husband 
and attested and witnessed by 25 persons 
The court held that the fact that the husband 
did not have the* means oi expectations to 
pas the amount w.is no icason to decree a 
small'T sum 

This judgment is significant lor its 
obsei vations icgaicling llic riglit ot iiicfir 
The pnvy council commented “Mehr has 
iiiiportanl uses which ailed the doniesiic life 
of Mohammedans I he law giver ot |s|am 
was anxious to satcguaid the wife against 
the .irbitraiy cxeic ise of the right of divcnce 
by the husband He acc ordingly devised the 
institution ot mehr to contiol that r ght 
Mchi IS a weapon in the hands of the wife 
to piotc' 1 her from possifilc ill tieaimcni by 
the husband if shesuivivccihcrhusbandand 
his other heirs ill iicatcd hei, she would not 
fie thiown out into the stieets but would be 
able, apart from her legal sli.ire to entoice 
against them her claim which must be paid 
out ot the assets of the husband before they 
are distnbuti'd among Ins hens this is the 
keystone ot (he Moh.iinmedaii law of mchi 
111 Its puiity 

Protecting tlie won..in's tnletcst iiiiifier 
the courts have also luled that iiichr cannot 
be absolved 111 distie's Since the woman has 
a light 10 enter into a conliact legarding her 
mehr the lsl.,niic law grams liei (lie iighi also 
to opt out of the contiaci I his is i ailed (he 
nghtof reniittancc Tins piovision is misused 
by elders in the t.iniily anif the worn in is 
coctccd into icmilting the mehr during the 
husband s illness oi on his death bed 
Recognising the disability women lace 
duiing these moments the i ourls have ruled 
that a consent obtained in a moineni of 
distress docs not consi lute valid consent 
and the woman does not toileit her rights 
by this action 

I he courts have aPo granted due 
lecogniiion to a woman s m.ibilii) to claim 
her dues dining the subsisteiv e of her mar 
riage In 1855, the privy louncil held Ills 
important to loiisidci how inconveiiient it 
would he it a tnairieci woiiuin was obliged 
to bring an action against her husb.ind It 
would lie lull of danger to (he hap()iness ot 
married life " 

in a senes ot judgment the courts have 
ruled that, it at the lime ot the husband’s 
death (he widow s mehi dues aie unpaid, 
and site IS already in possession of the 
property, she has the power to retain 
possession In economic terms this is a 
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substantial safeguard against destitution.'Hie 
husband’s relatives do not have the right to 
dispossess the widow until her claim is 
satisfied. Several courts have also held that 
this right is heritable and transferable. 

The high amounts demanded by women 
as mehr resulted in the enactment of statutes 
in the states ol Oudh (in 1876) and Jammu 
and Kashmir (in 1920) to protect husbands 
from the exorbitant amounts claimed by the 
wives. The statutes empowered the courts 
to reduce the amount if deemed to be too 
high and beyond the hu.sband’s means. 

llie amounts mentioned in the judgments 
cited above need to be viewed in the context 
of the living standards of this period. Only 
then will it be possible for us to grasp the 
security which the high amounts stipulated 
as mehr provided for women. The salaries 
for clerical posts in government Jobs during 
this period ranged from Rs 40 to Ks 100. 
A sum of Rs 10 to Rs 20 was deemed an 
adequate amount as itiaiiitenance. 

Although it is possible to argue that the 
cases discussed above concern women of 
affluent families, the decisions arcarellcciion 
of the prevalent social nouns and hence it 
can reasonably be assumed that mehr was 
a right which provided the Muslim woman 
substantial economic protection. The case 
law also provides concrete evidence that 
even lower class women did enter into 
agreements wiili their husbands to protect 
their economic lights us the low amounts ol 
.settled as maintciiuncc indicate. 

CoNn-MiMkARv Tkfnos 

ll is in the context of the above legal status 
that the present situation of Muslim women 
need to l>c examined. Despite progressive 
legal piovisions, it is the customs and 
practices prevalent in the community whii^h 
determine the status of wi mien in any society. 

While the coiiuiiunity piactices are not 
homogeneous, nor is the shariat followed in 
Its letter or spii il, rci cm studies iiulicule that 
mehr continues to lie an integral part ol a 
marriage coiiiraei among most Muslim 
communities iiut the right is corroded 
beyond recogmiion. The amounts stipulated 
are as low as Rs 101 to Rs 501 and only 
among a minuscule .section the amounts 
cxccecd Rs lO.fKX). Ilic communities also 
practice tlie dowry system and (he amount 
of dower paid to the groom is always higher 
than the mehr which is settled upon the 
woman.'-’ 

There is a pressure wiihiii the community 
to stipulate a low anunml in a ritualistic 
manner. The piaclicc of prc-ii.arriage 
agreement is almost non-existent. Although 
marriage among Muslims is a contract, the 
Hindu notion ol a sacramental marriage 
seems to have peimeated into community 
practices and l;igh amounis of mehr are 


disapproved due to its analogy to a contmet 
of sale. The absence of economic safeguards 
ha.s upset the delicate balance upon which 
the Islamic law of marriage had rested and 
tilted it in husband's favour. The arbitrary 
oral divorce which cause destitution of 
women perhaps is a direct corollary to the 
deterioration of the economic safeguards. 
Unfortunately, there are no sociological 
studies which shed light on the social 
processes which were instrumental to this 
deterioration. 

Partition and the transfer of population 
which followed it, have resulted in the general 
lowering of economic and social status of 
Indian Muslim community. The communal 
holocausts in the intervening years and the 
communalisation of political processes in 
the country have kept ablaze the insecurities 
experiented by Muslims at the time of 
Partition. This insecurity has resulted in a 
narrowing down (he visions and aspirations 
of (he community m the pust-independent 
period. In this mileu the rights of women 
are deliberately allowed to corrode. While 
the community leadership has been vigilant 
in opposing state interventions in the realm 
of personal laws for fear of subversion of 
ils identity, the subversion of women’s rights 
through the process of Hinduisation .seems 
to have caused no concern for the leadership. 
The msidiousco-rclationshipbet ween dowry 
and mehr is a case in point. 

Another example of (his trend is a recent 
judgment by JusticeTilhari which invalidated 
the practice of triple talaq. I'hc community 
leaclcrship opposed the judgment as 
intervention into the personal laws of the 
community. But the basic issue which the 
judgment was meant to address was of land 
rights. Under state enactments, the woman’s 
individual jiropcrly was deemed as the 


propeny ot uie nusDBita as neaaor nouschoid. 
This principle is un-lsiaimc. but this viotation 
of the Islamic principle seems to have caused 
no concern for the Muslim leadership.'* 

The neglect of women's concerns can also 
be ascertained through the events following 
the controversial judgment in the Shahbano 
case. The adverse remarks of the judiciary 
regarding Islam and the Prophet aroused the 
wrath of the Muslim leadership which led 
to enactment of the Married Women’s 
(Protection of Rights upon Divorce) Act, 
1986, which the religious and politcal lead¬ 
ers felt would be more in keeping with the 
Islamic precepts. The preamble of the act 
emphasises this. 

The act disbntitled divorced Muslim 
women from claiming maintenance under a 
secular provision of the Criminal Procedure 
Code (Cr PC). But instead of a monthly 
maintenance dole of Rs SOO (provided by 
section 125 Cr PC), the act granted Muslim 
women the right to a fair and reasonable 
provision and maintenance, which the 
Muslim leadership felt were mure in keeping 
with the Quranic principles. 

While the act met with a lot of criticism 
f rom progress! ve and women ’ $ rights forums, 
several courts interpreted the provision in 
women’s favour by granting them lump sum 
settlements. In one of the earliest cases after 
the statute came into effect, the judicicl 
magistrate at Lucknow's Diwani Kacheri 
awarded the divorced Muslim wife a sum 
of Rs 85,000 as fair and reasonable 
settlement.'’ 

The Ciiijarat high f'lurt'* while interpreting 
the clause, rca.sonuole and fair provision and 
maintenance to be made and paid to her, held 
that the word ‘provision’ indicates that 
something is provided in advance for meeting 
future needs. At the time of divorce the 
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Mu^m ImsNM) it tequlred to visiitlise or 
contemplate the extent of the future 
requirements and make preparatory 
arrangements in advance for meeting the 
same This mterpietation seems to be in 
conrirmation with thqcases discussed above 
The Kerala high court reiterated this view 
and held that even a millionaire wife who 
lives in luxury and affluence is entitled to 
(.laim under the act and the requirement of 
‘not being able to maintain herself’ is no 
longer applicable to Muslim women under 
the act 

It IS in this context that the Lommitment 
of the Muslim leadership towards its women 
becomes questionable Instead of wekom 
ing the pro-womenjudgmenis as tonturiing 
with the Islamic principle of pi oviding f utui e 
security to women, the Muslim Pcisonal 
Law Board Bled appeals to the supiemc 
court challenging the Constitutional \ alidity 
of these judgments In l‘)92, Syed 
Sbahabuddin introduced a private im mbers 
bill in the Lok Sabha to plug the loopholes 
through which the courts granted women 
lump sum settlements 

Bui confronted with the aggressive I lindu 
communal piopaganda in the post-Ayodhya 
phase and its demand lor a unitonn civil 
code, the Muslim leadership is lod.iy 
compelled to locus attention lo the problems 
faced by women It is evident that tii the 
name of piotccling us cultural identity, it 
It pursues Its ostrich like attitude of negating 
women’s rights, it will lose the Nuppvul of 
secular and human rights torums who had 
stood by the communiiy in its hour ol 
tribulation following tlic demolition ol Babi i 
Masjid I his political icality h is kd to some 
stinings within the Muslim leadership 

At the bifinnual meeting ol the All India 
Muslim Personal f-aw Boaid held in 
Ahmcdabad in October, 199^, a gioup ol 
Muslim women wcic invited lo present then 
views This group lias been woiking on a 
foimat of standard mkahnantu which could 
adequately protect women s rights within 
the Islamic tiamcwoik Some ol the 
suggestions formulated by this group aic - 
mchr should be >iipulatcd in gold, silver or 
other valuables so that over the yeais its 
value IS noi depreciated, Ihc ntkahnama 
should provide the woman the right ol Uwolu 
and talaq'e-tavifeez, a man should bind 
himself to divorce through an arbi'raiion 
forum, the husband should not lontrici 
bigamous marriage witlioui the consent of 
the first wife and in Ihe event ihal he d(>es 
the wife can pionouncc khooUi and icleasc 
herself of the marriage bond and claim her 
mchr dues There is also a suggestion that 
in the event ot arbitrary oral lalaq the 
man should be compelled to pay penalty 
mchr, double or tnple the stipulated sum 
All the suggestions arc within the Islamic 
precepts and subscribe to the theory ol 


‘reform from within’ rather than a uniform 
civil code 

Although these suggestions have no! yet 
been accepted, the Fiqah Academy which 
IS the ajicx body ot Muslim jurisprudence 
in India, in its recently concluded 
international conference has addressed this 
issue Mauiana Mujahidul Mam Qasmi a 
leading Muslim theologian made a plea for 
stiuctural rclorrns which would rcflcci ihc 
social icalitics ot Muslim women in India ' 

While this IS one aiea ol law retoim, 
another aica which the vsomcn s 
organisations arc puisuing is sm til specific 
legislations which would not arouse Ihe 
controversy ol the untloim code and at the 
same time pi tiU Cl women slights Bills like 
Domestic Violence Act and Ihc Right to 
Matrimonial Home and Piopcilv ate already 
on the anvil The s|iecific statutes are meant 
to till the lacun.ie within the existing Indian 
matrimonial laws The bills have been 
debated in public loriims and in the Parli.i 
ment It will indeed be iiagic and iionic il 
m today’s vitiated atmosphere, the Muslim 
leadership pleads loi exemption Ironi thou 
application on the pretest of state 
inlet vcniioii. when in l.ict Ihe statutes would 
be giving Icgil cl led lo Isl.imic principles 
ol woman ssciuiily in a similar mannei the* 
pnne ipic ot niiuri.igc as adissoluble c ontrac t 
was extended to other |iirispiudcncc in Ihe 
last century 

PrI UK ASIl M S O' WOMI N ANO 

M'iNIILI AIIOSS iiv Hosiianos 

While not denying Ihil Ihe provisions ol 
shaiial arc* paliiaic h.il and reflect a m ilc bias 
paiticularly in the icalm ol penal law and 
succession lights at least in its oiigin, Ihe 
Idwotmariiagcw isiiltcdinwomen sfavour, 
by securing their economic nphts Hence, 
Islamic piinciples could he effectively 
applied to sale-guard the women fioni their 
husband's manipulations to deprive them ot 
these rights The following three cases .ire 
discussed to draw a paiallel between the 
predicaments of women ol the last century 
and the women ot today 

In the lirsl cast*, Mo<m\lue Iiu:ut iil- 
Raheem \ lululuioon Rs 10,000 

and Rs I 000 gold mohun were settled as 
dyn-moliui (mchr) in 1812 In 1847 the 
husband remarned The second wile laid 
down a londition that the husband should 
divorce the first w ife But d he divorced hei 
he could be compelled lo pay the mehr dues 
So he Heated hei with cruelly and denied 
her IchkI and clothing in order to induce hei 
to ask foi divorce, k hoola, in which case she 
would be compelled to forfeit hci right to 
dower 

The mchr deed was in the (wsscssion of 
her mother and the wife informed hei of dl 
ircaimcni and requested the mother to hand 


over the deed to her husband The mother 
filed several coinplaimv against the ill 
ireaimenl of her daughter in the hauitian 
tourl and I mall v obtained |x*rmission to visit 
Ihc daughter At this meeting the husband 
inlomicdihewife sniothei Iluvedivoiced 
her You give up the paji'r and take away 
your daughiei' But the mother refused lo 
Hive up the sclllemeiu deed But in 1850 
sinceitu d.uigluei sconditionw.tsbecoming 
unhc.irable, upon hci desperate plea, the 
moth, I sent ovei the document and Ihc witc 
handed it ovci lo hei husb>md Thcieaflcr. 
the turcband lorced the wile to sign a 
KhiHiUiiwiM itimquishing tfic mehi dues 

Suhseqiicnils the wile tiled a suit for the 
icvoveiv ol her mehr dues salucd at 
Rs (ihe 1 (KXI gold mohun valued 

at Rs 16,(XK)) III the distiu 1 1 ouit The case 
w as submitted lo Ihe ‘inoul v ic’ lor his ‘I'utwa’ 
who (iioclaimed dial as jk'i die Mohainine- 
dan l.iw, a KhooUmuma cannot he proved 
without the wile’s admission But since the 
husbiind has the powei to give talaq the 
divorce I amiot he disputed Hence tnc 
fiusbaiid IS liable to pay die w hole iht molmi , 
.ind uhlit ,illi>w.ince In ,iii ap|xjl filed by 
the husband the Sid.ii Ikw.miiv Adawlut’ 
upheld the lii.il coin s decision 

Hie husband tiled ai ippe.il the privy 
council which lonimiied the lower coiiit 
iirdei onlhelollowiiiggiotiml ‘Muslim law 
recognises iwo lorins oi divorce, (ftluq and 
khoola laliiq is the .irhilraiy act ol Ihc 
husband wJiq may rt|)udi.it( his wile at his 
own ple.isure with oi withuiil c.iusc‘ But d 
lie idopts til ii coiifse Ik is Inihle to ic|>,iy 
hci dow( r A divoii e bv khoola is a divorce 
with Ihe consent tiid ,il die instance ot the 
wile In such a c ise (be leiins ol settlement 
arc ,1 inaltci ol airaiigeincni between Ihc 
spoil ,cs and die w ile may as .ic onsuleration, 
relinquish hei mehr and other lights But 
sim e the w ik* b-is not admitted to Ihe Di. •of«, 
It does not constitute a divoii c I he clivoice 
was etiected thioiigli the husliand s 
repudiation ol the wile Henc e he was bound 
to pay his mehr dues 

In Ihe second case a Muslim widow with 
five childrin Shamsooiuma Urtfum 
inherited a 'aigc sliaicol hcri.iiher’s property 
in Novemfvr 1847 A few months prior to 
this in ^lay 1847 she mariied Moi i.hcc 
Bu/loui Riilu'em Due to ill tK*atiiiciit„.in 
Decetribcr. I85‘> she lelt hei husband But 
the husband letained the government 
securities which she hid mhciiled Irom 
her father So in April 1856 she filed lor 
lecovciy ot lict pioperiy In letaliation Ihe 
husband tiled lor rcstilutioo of conjugal 
rights 

Ihc husbands si it toi lestitulion was 
dismissed by (he (rial couit and the high 
court Ihe wile obtained a decree m her 
tavoui regarding the proiu'rty detained by 
hei husband valued at Rs 2,54 800 The 


Bconomic and Political Weekly October 12-19, 1996 


2837 



husband appealed against both the orders to 
the privy council. 

During litigation, the husband claimed 
that he had purchased the securities from the 
wife and she had spent the amount for the 
marriages of her children from previous 
marriage. But the husband was already in 
debt and a decree was pas.sed against him 
for a sum of Rs 2,48.()0(J. Tlie documents 
concerning the securities were traced in the 
hands of the husband's creditors. 

The privy council while upholding the 
wife's claim of property held as follows: 
‘The wife came to her husband's house as 
a wealthy woman and left as a destitute. As 
a Muslim womanof rank, she was mZenanah 
and had passed the securities to her husband 
who was supposed to have managed them 
for her fur the purpose of collecting interest. 
Instead he had transferred them to his 
creditors. Her communication to the outside 
world was from behind the Purdah. Due to 
her stale of .seclusion (i c, Purdah-misheen) 
her husband, who managed her affairs for 
her. was in a position to use undue tnllucncc 
on her". 

Regarding the right of Muslim women 
upon marriage the privy council commented; 
“Distinction must be drawn between the 
rights of a Mahmmodan and a Hindu woman 
and ill all that concerns her power over her 
property, the former is. by law. far more 
independent, in fact even more independent 
than an Bngli..h woman. 'Fherc is no doubt 
that a Mussulman woman when married 
retains her dominion over her own property 
and is free from the control of her husband 
in its disposition. The Mohammedan law is 
more favourable than the Hindu law to 
women and their rights and does not insist 
on their dependence upon and .subject to the 
stronger sex". 

The third case concents a mniriagc 
agreement. At the time ol the marriage 
Poonoo Bihi’s’’' husband entered into the 
following agreement with his wile: ‘That 1 
shall never give you trouble iii feeding and 
clotbing you; that I shall make over to you 
and nobody else besides you whatever 1 shall 
draw Irom employment, that I shall never 
cxcrci.se any violence on you; that 1 shall 
not take you anywheic else away from your 
home; I shall nut marry or makenikah without 
your permission; that I shall do nothing 
without yourpermission: and if I do anything 
without your permission you will be at liberty 
todivorce me and lealise from methe amount 
of dynmuhur forthwith and this nikah will 
then be null and void". 

After de.sertion, the wife filed for the 
enforcement of the agreement regarding the 
husband's savings. The husband was 
employed in a clerical (Mist and w.is drawing 
a salary of Rs 40 and had savings of around 
Rs 568. The husband's advocate argued 
that the agreement is against public policy 


as it amounts to reducing the husband to a 
slave. During litigation a compromise was 
arrived at and the wife agreed to a monthly 
maintenance of Rs 10. Although, the court 
commented, “Some part of the agreement 
may be void", it did not strike down the 
agreement as invalid or against public policy. 

The law of marriage is not a law concer¬ 
ning sexuality or morality. The law of 
marriage in its essence, like all civil laws, 
is a law regulating economic transactions, 
and more specifically, women's access to 
and control over it. The Islamic provisions 
of mchr and marriage agreements, and right 
of property management have stood Muslim 
women in good stead during litigation in the 
last century. Hence, the decline from 
Luteefulaoii-Nissa and SItainsoonnisa 
Beguiii i n 1 860 to Shahhano Be gam i n 1985, 
IS not a reflection of the Islamic law of 
marriage, but a sad comment on the politi¬ 
cisation of women’s rights within a com¬ 
munally vitiated and patriarchally tilted social 
structure. 

« 
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DISCUSSION 


Cultural Intervention and the Left 

Sahmat Model of Cultural Activism 

S M Menon 


THE upwrgc ot Hindulva deeply unsettled 
dll the more comlortabic assumptions about 
the character of politics in India it was a 
campaign that ran along several planes - 
social political and cultural oiicnsives oltcn 
blending seamlessly The rhetoric ol 
Hindutva today docs not, perhaps, carrv the 
arrogance ol those days or bustle with the 
same kind of aggression But that does not 
mean the menace has abated The cKiieme 
rhetoric ot cultural exclusion that Hindutva 
patented is being continually honed lor 
deployment at a lutuie date ol coiiseiiicnce 

Rosy prognoses ot the end ol the c oi tmuiial 
threat may be unduly optimistK But there 
is little doubt that the luggcinaut has faltered 
m Its onward march Phis is an outiomc 
pnmanly ot the siicngth ol the political 
challenge to comniuiialism - the piocoss ot 
building social coalition% ol those i xcluded 
IromtheambieiKeol cultuialiialioiialMii . 
<md the iianslalion ol this solidaiity into an 
electoral pluialily Hindutsa eniciged Irom 
the interstices ol a libcial deinociai) and 
threatened to demolish its veiy loiiiidaiions 
The challenge to it emerged Ironi the same 
bioad milieu, utilising the libciiies ,md 
pnvilegcs di forded by it to be,it biik the 
mcn-'ce, strength,:ning m the process die 
participative basis ol .1 libeial denio<rac> 

Tlieiole played by ideologic al aniK uiluial 
intervention in the sec ulai i ountei olicnsisc 
cannot be undereaimaied A s mciy ol 
initiatives contributed all ol the m csoikirig 
towards the rejection ol the excliisivisi 
cultural par.idigm posited by Hindutsa Two 
broad lines ol approach weie discciniblc in 
thccullural challenge to I Iiiidut va one whic h 
sought to establish cultuial nationalism as 
a lineal descendant ot the legitimising 
idc*ologicsol castepiivilcgc llieollici vshich 
counterposcdamodel ot nu lusiiin,lolciancc 
and assimilation as the lundanu ni.il 
principles ol Indian cultural esolulion 

The overarching paiameteis ol these 
cultural interventions were piosided by the 
relative unity ol puipo'c achiesed by the 
torces which suxid loi u(<liokinigthediscrsuy 
and plurality of Indian traditions ig.imsi me 
homogenising vision ol Hindutva Tli.ilseiiic 
ol mutual solidaiily has suisised gicvl 
adversity and been mstnuiioii ilised in recent 
times in the United Front guvciiimcnt that 
today IS in oflice 

Competitive radicalism, the effort 10 diaw 
fine shades ot distinction in poliiii al virtue 
and the ‘more revolutionary than thou’ 
posture which have otten undermined the 


unity ot progressive political mobilisation 
- all these were set aside as Ihi; llindiitva 
phenomenon ai(|uiied iis most menacing 
dimensions m the months lollowine tlie 
Ayodhya dernoliium lhal tins divisive 
tendency should lesurhice now when the 
ihrcatisonlow key isundcrsiandable,ihough 
that does noi make it a welcome dc velopmeiit 
Noristiivnility teiideiedprotiiundby calling 
n|xmtheauihoMtvol iticiieioot Bolshevism 
Impassivity ol ies(K)nse and uillexibiliiy of 
attitude VMM no p,iii ol the sii.itegy ot the 
aiihiicct ol the Kiissi.in icvolulion 
Political iictivity even as cultural 
mtei V cntKin has to be sensitive to itsconiext 
The principle^ ol polilual activity cvoived 
by Bolshevism in llu' context ot clandestine 
activity III the (le'poiic Isaiist leginie arc 
ol immense strategic value loi aiiv party 
committed to soci.ilism But then mechanic ,il 
.ipplicatiimloanoiiimallydcmiKiatic regime 
which maml.iins the inslitiilinns and 
processes ol liber.ilism may be a less than 
uselul pioiediiie 

ITiconwaiiliii.ucliiit IliiHiuivahadmultiple 
and divcise f.iii ts I hw coiiiinon tindeilying 
theme was the .ib mdonmeiU ot all picnence 
ol comniititieii! to idemiKialii ethos - the 
nom 1 n. 1 l adherence lothcpnncipicolequality 
bcloie the law was ejected ami the appeal 
to pieteimituial I,nth r.iiher than re.ison 
(onscci.iied as the centi.il pnlilic.il virtue 
Implicated 111 ihc puxess were the mstifilioiis 
ol demociJcy ilsell - oigans ol the slate like 
the civil .idiiiinisliation the [Milice and the 
judieiaiy Neilliei wa-. the media whether 
rcgaideda)llu‘ lounhestate’ the watchdog 
01 coiiscii lice I ceper tree ol the iiilec licMi 

Nothing csi.ipcd the giasp ol Hmdulva 
For those who wtie sensin'e to such 
subtleties, the public inoodaltci the Ayodhya 
demolition was ,111 amalgam ot sevei.il 
scnlinients Mingling wiihihcseiiscot shoe k 
and ouliage that all with a lommiimcnt to 
secul.iiisinlcll wasilic unstated lruiinph.ilism 
ol even some ol the uiu omniilted ilie sense 
ol lultilmcin that an alien cullui.il presence 
which had dilated and even subverted lli'* 
priniuidiiil id'ntily ol llio Hindu nation had 
been given notice ol eviction 

The message ol the Ayodhya aftermath 
was cleat enough loi anybody to gi.np Bm 
since ineniorn s arc shoit some ol the moic 
disturbing episodes bear recapitulation - the 
dispiopoitiotiateiiscofloiccagainst Muslim 
protesiois, the luling of Ihc Allahabad High 
Coin ton lairJ Rain’s status as a c oust ituiion.cl 
entity, on the basis ol which devotees wore 


permuted to ol let pi aycr at the shi me erected 
on the ruins cif itie mevsque, effectively 
IcgilimiMiig the demolition 
But if these events called for .some 
mtcipiatatisi* effort, the Bomb.iy iiots ot 
J.inuaiv I Wt imposed no sui hieciniremenis 
For close to .1 week, noic'is held the city m 
then tliiall. with the active assistance of the 
custodians of law and oidc'r And as a 
Lonteiulei loi innuence in tlie undei world 
bl.i/oncd across ihe pages ot his newspapet 
his aii.ini disiegiicl ol the law, inciting his 
brutalised Hot k to wreak a horrible vengeance 
on the Muslim community the mass media 
chose the p.ilb ol exiicine iniiclcm e Foi the 
entile dui.ition ot the riots Bal 1 hac kcray’s 
Iniminalions passed without comment by 
most majoi ncwspapcis More than 
appcMsemeiil, it was .1 iKilicy ol abelnicnt 
through ,1 Mislumed conspu.uy ol silence 
Mole ih.m Ihe lives ami livcIihcKids ol an 
entile ic'liguius coiiimimily then claim to 
a pl.uc uncici ihc Indian sun which .ire 
worth c ndless politic al stiuggle to s ilcgtiard 
- wh.'l was .11 si.ikc then w.l^ ilie iiiiegrity. 
ol the dc’iriocialu iiisiitiiiioii, ih.it h.id hee.i 
cialUcI ovci (0111 dec.nil's ol iiulepenclence, 
the cenlial icpiibii(.,m v iliies iliemselvcs 
lo s.u that (Ills siibvc'rsion ol the 
aciministi.uion is a iic i essars oiiii ome of the 
politics ol a lepiissice s|.iic' is a 11 edible 
■irgiiiiii lit But It IS ot little political utility 
in acoiilcvl v Inc hdeiii.uiiKthe (lartic ipaiion 
ol socialist p.iiiic's in till' nominally 
ciemoiiatic processes ol a hcnirgeois state 
'I he sill ink age ol wli.iii vec denicKraiic spate 
IS .ivail.ibic helps nobody unless the coi- 
lelative aigumeiii is ailvauced Hint liberal 
denicHralic pretensions must be* mihlessly 
done aw ay w iih. dial tlie sck lalisi prci|c*( I will 
leally g iiliei iiioincniuminily iniheslmggic 
against 11 iked clespoiisni tbidci this 
ration ill'.itioii p.iilianviiiary illusions aie 
the ciitiiiv ol socialist 'liuggle whose liuc 
glory wouldonli iiiieigc uiidc'ilheic'prcssicm 
lit ai> ovcrilv anti ilcmiKiaiii regime 
IIkjc lie.IIgiimc'iils that have iKTiodically 
'uilaccilinlcltcirclcs lii< ,iie now considered 
with soii'c* piMicc III leprescnt a variety of 
polilual iiilaniilisiii Matiiii consideration 
would seem 10 pose two i|ucslroiis I ii ton 
suliiatii)ii isilie .oii.ilisiievtilubon.irypro 
ICC I III any w.iy c otiiprcmiisc d by a dclencc 
ol the dc inner ilic see iil.ir jMce'f .inihetwo 
coexist III 1 n I ilionshipol logic al (andlem 
poial;scquc iii e 01 ot in. In oimot me within 
Iheothei' f he aUernalivi to aiisvering these 
qiiesiicnis wiiti the seiiousncss iliey ocserve 
would be to adopt Ilie tiaclitional healing 
idiom ot III,'witch docioi that iiialters must 
be aggiav.iicd bclorc they c an be im|irovcd 
An appeopi cate t ic tic al pci s|)et li vc for the 
Icit would cmeigi- a% a dciiviiive ol ihcsc 
questions I he lunclairiciitnl issue lieic is the 
attitude to be adoptc'd lo the instiUitions of 
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liberal democracy. There i& (he option of 
turning one’s back on these on the grounds 
that the rights they safeguard are entirely 
superficial, that at their core they serve only 
to detend an oppressive order that has little 
in common with the socialist vision. But in 
a context when even the nominal rights 
enshrined by these institutions are under 
threat, such an altitude would perhaps be 
suicidal. The choice in such circumstances 
would be unequivocal - to light for the 
defence of these institutions, to correct when 
necessary and influence when possible. 

The Indian press adopted the most unhcroic 
attitude towards the upsurge of Hindutva. 
Worse than acquiescence, it actively 
campaigned for the country's subordination 
in world councils to the imperialist cabal of 
the IMF, the World Bank and GATT. The 
judiciary similarly was oflcn in error and 
sometimes remiss in its altitude towards 
these pivotal political issues. Yet nobody 
has argued that the Icit should disengage 
itself from these institutions. Political 
activism cannot be renounced in an unending 
vigil over .socialist purity. 

As an institution, the police have their 
own assigned function in the liberal order. 
They carry the guns that kill and wield ihe 
lathis that maim. The coercive functions of 
the judiciary and the media have the quality 
of absli action about them- police rcprcs.sion 
has an immediacy, a clarity and an 
unmistakable brutality about it. But it docs 
not follow from this that the police as an 
institution and as a collectivity of individuals 
arc unamenable to correction and 
impermeable to political intiuenec. 

A government that pioves unwilling to 
defend the liberal principles on the basis of 
which it is constituted forfeits the right to 
rule. But the right of recall is not 
con.stitutionally mandated in India or for that 
matter in any contemporary democracy. For 
better or wor.se, a government elected to 
office can without making loo fine a point 
of scruples continue in authority for a live 
year term. However, it is unusual in a mulli- 
centred polity such as India’s for an entire 
government to uDifoimly lose cicdibiliiy 
andpopiilut legitimacy. This is partly because 
of the enduring innuence of certain of the 
foundational principles o<'indian democracy. 
The government may waver in the practical 
sense in the defence ol these principles. But 
it is .seldom that it will lepudiate them at the 
ideological level. 

It is not nutlandi.sh to argue that this 
represents an opportunity for those who 
believe that the tlelence of these principles 
- .secularism being one - is fundamental to 
the survival of Indian democracy. If funding 
is available from ihcgovcimiientforaciivilies 
directed towards this end, there seems no 
appaicnt ba.si.s lo imagine lliai the money is 
tainted. Such an .irgument would lead to the 
perfectly bizaire conclusion that all 
iiitcllecUial and cultural activity funded by 


a govemment that is less than pure is 
inherently campromised. 

Nor is it ea.sy to discern an argument in 
Gandhi that any activity bears the stigma of 
the source that finances it. ’The Mahatma 
partook with little reserve of Ihe finances of 


THIS response to Bina Agarwal’s comments 
UiPW, June 8, pp 1417-20) on Indu 
Agnihotn's review of A Field of One’s 
Own: Gender and Land Rights in South Asia 
( EPW, March 8) stems from my own doctoral 
research in the Garo Hills region. I disagree 
with her claim that her analysis was based 
on “available archival material in English 
(there wasn’t much, and I doubt much more 
could be dug up in English)...’’ (p 1418). 
Given the broad scope of her work, it was 
perhaps not possible for her to explore the 
existing range of arhi val sources (in English), 
but that does not mean that it is not there. 
Even after four years of research, archival 
and ticld-based, I would hesitate to claim 
that my use of written .sources was 
exhaustive. Apart from rccordsofthe various 
govummenldepartmcntsat the national, state 
and distriet-ievcl archives and record rooms, 
there is a wealth of material in the tribal 
research institutes, church record rooms and 
the district council record room. 

I argue that Agarwal’s meagre use of 
primary historical material had led to a 
skewed understanding of theiinpuisc leading 
to the transformation of the shifting 
cultivating community in the Garo Hills. Let 
alone primary, even a glance at ihccxpansivc 
secondary literature on shifting cultivation 
would have drawn attention to the shifting 
cultivation production system itself and away 
from emphasis on property structures in 
relation to the slate as explanation for 
systemic transformations. 

While there can be little dispute about the 
manner in which Agarwal chronicles gender 
equations among the Garos, what is contesta¬ 
ble is the identirieation of the slate (botli colo¬ 
nial and post-colonial) as the primary agent 
of change (laws, projects, scarcity of land due 
to government initiatives and so on). Such 
a focus renders other pro-ces.sc$, emanating 
from within the ugricul-tural system, marginal. 

Shifting cultivation is a very fragile system 
which can be .set off on a continuously down¬ 
ward spiral by the alteration of any of its 
variables (dc mogruphic or ecological). The 
role ol an externally constraining agent may 
not be significant. In any case, mere quali¬ 
tative assertions that the transformation of 
sitifting cultivation was induced by state initi¬ 
atives cannot sufricc. Agarwal, as a trained 
economist, cannot ignore the significance of 
quantitative evidence; land area under 
shilling cultivation, demographic changes 
and the proportion of land under direct state 


CD ftiilii and Jamnalal Bigju, whohad built 
thdr fortunes in the colcmial trade, ’nwic could 
not have been, for an anti-colonial fighter, 
a more tainted source. But in the circum¬ 
stances, there could not have been a more 
robust approach to a defined political goal. 


control. I n the post-19SS period, often state- 
sponsored schemes have workedsuccessfolly 
in those areas where shifting cultivation has 
reached a sub-optimal level and the culti¬ 
vators have been keen to accept any available 
alternative to, or .supplement for, shifting 
cultivation.Thatthe state's SoilConservation 
Department has an image far different from 
its coercive forc.st counterpart is significant. 

Further, Agarwal has failed to grasp the 
importance of the current political configu¬ 
ration obtaining in the autonomous hill 
districts of north-east India. Laws restricting 
shifting cultivation do not translate into 
political reality, neither is state control in 
the district council areas ab.solute. In the 
Garo Hills, for example, shifting cultivation 
comes under Ihe ‘unclassed forest aiea’, 
which is the responsibility of the district 
council, not of the .state forest department. 
The elected representatives of the district 
council ensure that the laws relating to 
shifting cultivation are more notional than 
real. It is surprising that Agarwal identifies 
legal statutes as the primary agent of change 
in this instance, given that her overall thesis 
in A Field of One's Own is that mere legal 
gestures cannot altr. gender equations. 

I also question Agarwal's construction of 
binaries: jhum, animist, subsistence vs wet- 
rice, Christian and cash-based [Agarwal 
1994: Table4.1, p 167| as unrealistic. There 
arc innumerable Garos practisingj/iumfinci 
dentally called aba-oa in the area) who arc 
linked to the cash economy and are Christian. 

Finally. I cannot help wondering if 
Agarwal has not uncritically generalised the 
conclusions reached by Kibriaul Khaleque 
(1983). The case of the Garos of Bangladesh 
studied by Khaleque is unique in at least two 
cmcial respects: 

(1) In the ;'eginnal political economy of 
district Tangail, (East Pakistan or Bangla¬ 
desh), the Garos are a marginal group. 

(2) The specific focus of Khaleque’s study 
is the Madhupur Garh Reserved Forc.st, 
where the marginalised and dominated aspect 
of the Garos is accentuated. 
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A Shaky Balance Sheet 


Wl IH oser live years behind us since the 
initiation ot the so called economic letoiins 
piogrammc we have a fairly clear view ol 
Ms consequences Signs ol a slowing down 
arc now dear in almost every sphere ol 
macro Ic el perioimancc ol the economy 
Poi a while thcic were indications that some 
ot the ground lost in the initial ycais ot the 
reforms had been recovcied in the 
subsequent two ^ears but doubts have 
emerged about the sustainability ot the 
higher growth Real GDP growth, which had 
dipped to 0 8 per cent in IWl 92, the first 
year of rctorms and was S per cent in each 
ot the next iwo ycais improved to 6 I per 
cent in 1994-95 and possibly to 6 2 pei cent 
in 1995-96 T he C SO had i artier revise I its 
advance estimate ot GDP growth m 1995 96 
from 6 2 per cent to a robust 7 per cent and 
forecast a growth ol 6 6 per c ent tor 1996 97 
Both these projections seemed rather 
stretched and the CSO has now restored 
the origin.ll 6 2 per cent growth estimate for 
1995-96 

The CSO’s forecast of 6 6 per cent growth 
ot GDP in 1996-97 is picdicatcd on 


ac celcration ol growth in the services sc toi 
Irom 7 per cent in 1995 *><) lo 8 | per cent 
apart from 2 I percent growth in agiiciilluic 
and allied aciiviiies .ind 8 5 pei cent growth 
in industry While llie s.Uisfaclory riintall 
situation does portend an impioveinent in 
crop output there .ire definite indic.itioris ol 
a slow down in industrial activity in general 
and in inirastructure industries in particulai 
The growth ot industiy and services in 
1994 95 and 1995 96 was lo a gre.it extent 
supported tiv the rise in fiscal deticil by 
si/cablc injection ol cxtern.il liquidity and 
by repression ol .idministcicd puces and 
costs The portents in these respects lor 
1996-97 aic tai In m hopeful and the ovciall 
growth ol GDP this yeai is likely to be lcs‘ 
than 6 per cent Investibic lunds available 
tor industry have shrunk and interest rates 
have gone up shaiply, as a icsult ot which 
the implementation of many major projects 
in both t*'e public and private sectors has 
been delayed The government has been 
forced to ctleci hefty increases in the 
administered pnees ol petroleum pioducts 
and some otiici puce increases are in the 


oiling The annn.il lali ol inll.ition as per 
the wholesale price index has is a result 
moved up Irom 4 2 per cent to 6 7 (itr. ent 
I x)K iidituiecompicssioncontinues lobe the 
m.imsiay ol fisc il .id|iislment with the total 
expenditure ol the cenlrii and slate 
govcininenls logethci tailing steadily Irom 
V) 6 per cent ol GDP in 1990 91 to 28 5 per 
ccni in 1995 96 and furthi i to 27 t per cent 
in 1996 97 (budget) The decline is exix'clcxi 
to g<ilhci pace in 1996 97 whether we con 
sidei the r itio ol total devcTopment ex| •ncli 
lull tofiDPor that of (.ipit.il 1 xpenditUK oi 
plan cxjH’iichtuie to aggregate expenditure 
riial industrial growth is II illeniiig out 
IS evident Irom a number ol indii itors the 
rise in the index of industri.il pmduction 
w hii h had dipped lo 0 6 [xn cent in 1991 92 
and 2 t pet cent in 1992 9F rccovcrcxl to 6 
per cent in 1991 94 and acceleialed lo 9 4 
pet cent in 1994 95 and 12 I per cent in 
1995 96 In the fust quaiter (>l 1996 97 
howtvei, the C SO’s index ol industrial 
nrcxlnclion showi d a rise ol only 8 5 pci cent 
compared with 14 6 per cent in the lirsi 
(|u.iiler last yeai Ihe growth ol production 


Economic and Polilii al Weekly Special Number September 1996 


2151 



i;i iniliistiMs accounting Cor 5().M per tent 
Hi ilic lot.ii weight III the gcneial index was 

• • r.ni-i >i-iii i'L'iiMist 12 Cipe.rcont inlhc 
I I 'lod Iasi ve.ii The sh;ii]iesl lull has 

M tj I'l uiliasiiui-liiie 'iidiislru-s Crude oil 
.. Hdm'ioii has lec’isIcu J .i lull ol 104 per 
, !,■ I'; 'hi- i'l'.i i.]ii.iiiei vil this >cai -igaiiist a 
1 - ,.t I" pe' eiii ih iIk coiii's|i‘)ndiiig 

• ill -I :a-.i vi-iii Thi ileeline in Ihe growth 
■ i.nvi'i >-.-!iaalioii lias been horn 11 7 per 
i ill'.’ 1 |i.''ii-iit The ina)oi iiihastrucluie 
i-nliisiius had jliead> experienced a 
.li eeh ralioii in I'U's i)(,_ which should have 
■I. iiniiael on indusliiiil growlh in 1006-97 
li iiKiMsIiial -.'rowih 11! 1006-07 tlocs slow 
l(’\ .IS seciiis '.try likelv, the giouild lost 
.a 'lidiisiiial sesioi in the nnniediate 
.■!i- 'll. I iiol siruciuiiil ad|U.slineiil is unlikely 
I'. I I'. b.'-..ii hilly recovered and so the 

• I " liiit s Ll.iiin that the lelornis h.ive 
.-i.ci. I decisive boost lo iiidiistnal glowlh 
O' ild be ilearly unw.niaiited 

\>-i Nihi cl.inii that the iiiipiovenieiil III 
■i-.lail ti|)P giowlh perloiiii.ince is 
...111 ■ liable lo the nnpioved pei loiinans'e ol 
'lil.isii'. billi'wing ^•eoIlonll^ libiTahsatiori 
e, ii'le ( hci Ihe peri'id o| |he leloinis. 
I'.iill'iie has iiiavh- a sigiiilK .ml i on 
. b.il.oii lo (il)!’ glowlh Ciiowtli ol Clop 
I 'ode-lion .icei.ieed 1 pel i eiii pel .mnuni 
I'enc ■-n I'gi.’.'M and i‘IO-l “S despile Ihe 
n kii.ucled'jed slowing down ol invcsinieiil 
III .leiiciillnie The stioiig backw.nd and 
I'li-'.-ii'l linkages ol nine Loiilniiious yeais 
o! jood .igiKiilliiial se.isons Ihoni lOSS-SO 
III i‘lofi-')/i whu h ha\e kepi Ihe prodnclion 
.li inaiori nips on a high pl.ileau. iiinsi h.ice 
bc-eii cer, subslanlial In l.u 1 Ihe slabili.sation 
Hid snni linal ad)nslinenl piogiainnies li.ive, 
'I anviinng, coiiie III die was ol Iheeeonoiiiy 
be'ieliliiig hilly Iroin ihe high .igiicniliiial 
eiowili Keal iiivesiineni in agriciilune had 
bi-riin lo Hag m ihe eaily lOSOs Though 
ilieie oi-einied a li.ielion.il iinproveiiienl in 
till' i-ai 1\ lOOOs. ihis w.isesseiilially Ihe lesuli 
111 use in [irisaie invesliiicn' in response lo 
slide'.sive goinl agiu-iilliii.il veais Aveiage 
p-.ii'lii sec nil nivcstineni in .igiic-iilluu-at 
lohli XI puces 111 the ihiee-veai peimd 
|oi;| og Hi lon'i Cl.) [^ 1 , 1,08t) c'lore was 
•iboni I ? ner eeni lower than in Ihe pieceding 
ihice-s peiiocl hoin lOSS-.SO to lOOO-cil 
I i. ks l..'24eioiel Diniiigihc same [leiiod, 
l''i\.ile iiucslinciU 111 aguenlltire ic-gisic-ied 
.. ?') 4 pci d-nl use Also nnsiibsiaiihaled is 
llic goveinnicnl s claim ihiil lelorni ol 
ensionis laiills, libci.ihsalioii ol doinesliL 
.ind inicrii.iiion.il trade and easing ol 
exc haiigc coniiol have subsianlially ledncc’d 
li.c- In, IS ag.misl agiiciilliiie improved its 
t..l.iiivi- inoliiabililv and llie incenlives 
, 1 V iil.ibL loi lamiers line, ^ 6 nm lonncs 
ol lie, were- e\)ioiled in 100*1 06. hut thc- 
piiiii.uy reason lor the improvement in 
Ihe lerms ot trade lot agncultuie lbu.se 
I‘'60-72-1 iMji hy aboiil 10 jX'r cent between 
I'lOit ')| and 1005 06 vv;i.s the large incrcusc 
III piociiiemont and inimmum support 
puces ol locidgtums Hetween 1000-01 and 
lo't5-<Ki, the procuremcni |iiice ol common 


vaneties of rice was raised by 75.6 per cent 
and that of wheal by 60 per cent. Minimunt 
puces of pulses ancl many other crops were 
raised even more. 

lixport-import data too rellcct signs of 
slowing down of economic activity. Annual 
export growth, which had accelerated lo 
ahoul IK-21 per cent during 1903-04 to 
1005-06 trom 3.K [icr cent in 1002-03 and 
(-)l 5 |)er cent in 1001-02, has come down 
shai ply in Ihc first five months of the current 
yc.ii to K.O |vcr cent against a lise of 26.2 per 
cent in the corTe.s|H)nding period of last year, 
riie target of 20 pci cent growlh in exports 
in 1W6-07 now seems far-letehed. Non-K)l- 
iniporls loo have expciieiiced u hill ol 4.7 
[K'l cent against a nsc ol 42.3 per cent during 
April-Augiisl last year. The rcdiiecd growth 
ol about 24 per cent in the hr.sl quarter ol 
|0<)6 07 (against 56 per cent in the 
comiiarahic quarter of 1005-06) in import of 
machinery and the decline of 6 per cent 
i.ig.imsi a rise of 5^ (lei ceiil la.si year! in 
in.()ort of chemicals obvioii.sly letlc-cl Ihc 
slow down in industrial .iclivily, 

riic i-elativcly impressive pcriorniance of 
the Cl oiiomy in Ihe last two yc-ais has thus 
tinned out to be a shoii-icnn |)hcnomeiion 
.iiiMbiilable to .some specilu laclois rather 
th.in .1 sustainable ouici'iiie ol the icforms 
I'he high level ol iigiicultural outpul with 
subsi.inlial spread effects, ni.issive iniection 
ol lu|uidily Iroiii abiiMil m i00T04 .ind 
I ‘to 1 05 thuiugh [loitlolio ml lows, tlic high- 
t-i levels ol gro.ss hsc.il deficit than planned 
whuli augmented agg'cg.ilc demand in the 
eccmoiny and the- rapid mcc'.ises in thc- 
voliime of woild trade w liicli helped export 
giowth weie .somcol ilie imiiiecli.ite lactors 
vvliicli played .i lole in improving the 
peiloimaiiee of the economy in the pa.st few 
vc-ais. Developments in die current year, 
however, show that, in Ihe .ib.scncc ol .some 
ol these factors, growlh is .s.igging and there 
au- lew signs ol enduring improvemciil. 

I'liis IS iiol .surprising because die basic 
coiidilioiis tor the success of the reforms 
liiivc not been fulfilled Land reforms have 
hardly been mentioneil and instead Itieie has 
been talk of doing uw.iy with land ceilings 
.md peimiiliiig, directly oi indirectly, laige- 
sc.ilc coriiorate larmmg. The focus of the 
leloi m package has been on customs tariffs, 
tiiide policy and the exchange r.ale 
iiit-chanism wliieh by reducing protection for 
the industrial sectoi is supposed lo coireci 
the c'siwhile bias against agriculture, but 
institutional disabililics and the absence oi 
incentives for intensive cultivation and 
rapid increases in pioductivity of land 
remain unaddicssed. Likewi.se, ihe issues 
ol sirc'.gthcning the social intraslructurc, 
enlargement ot human capital and amelio- 
lation of acute social deprivation have 
received scant attention in the reform 
programme. According lo the UNDP’s 
Human Development Reports, India’s rank 
out of some 172 or 173 countries remained 
static at a low 134, 135, 135 and 135, 
lospeciively, in the four years trorn 1990 to 


1993. Many countries of .south-east and cast 
Asia have moved up the ladder. The 
performance in respect of such basic social 
indicators as literacy, infant mortality and 
crude birth and death rates in the post-reform 
period has been below the long-term trend, 
not surprisingly as public expenditures 
earmarked for the social sectors, already 
niggardly, have been declining as a 
proportion of GDP. ,Social expenditure, 
inclusive of that for rural development and 
the special employment schemes, as a 
percentage ot GDP was 7.7 per cent in 
1990-91 and 7.5 per cent in 1996-97. Exclu¬ 
sive of rural development and the s)x;ciul 
employment schemes, the proportion fell 
from 6.2 per cent in 1990-91 to 5.K per cent 
in 1996-97. 

I>ata on poverty also suggest a 
dclenoralion, particularly in the rural sectoi 
One set ofcstimaics available in this lespecl, 
based on the widely accepted NS.SO method, 
indicates that the percentage of lural povcity 
which was 39.1 percent in 10K7-8K fell to 
33 7 per cenl in 1989-90 hut rose ihcreatlcr 
to 35 |KT cent in 1990-91 and lo 41 7 jier 
cent in I0‘J2; it registered a fractional tail lo 
40.2 per cent in l‘)93-9.f. Anolher data .set 
shows that the number ot rural ficople below 
Ihe poverty line mcieased Ironi 200 mn in 
l080-0<' lo 245 mil in 1903-04. Available 
data also suggest that real wages of unskilled 
workers Icll m l0‘)4-05 alter showing a rise 
in 100.3-04 - ap|)aiciuly Ihe outcome ol the 
steep inciease in issue pnecs ot giaim undei 
the public vhsiribution system In general, Ihc 
rapid increases in prices iil footl articles m 
Ihc period 1000-01 to 1004-05 have 
adversely atfeeled the ical c(msuni|Vtioii ol 
the pool This deieiioiaiion in the poverty 
situation m n-.al areas has oecuricd despite 
significant increases in agricultural outpul 
The benefits of outpul increases have not 
been lianslalcd into reduclion in (loveriy 
levels. .Studies based on the late,si NSS data 
for 1093-04 al-so show that (a) Ihc rate ol 
growlh of non-agricultural employment, 
particularly in ruial areas, has slowed down, 
(b) agricultural employment growth was 
negative in states like F’unjab, Haiyaiia. UP 
and West Bengal, where agricul ural outpul 
grew the fastest, and (c) most of ihe mcicase 
in agricultuial cmploymeni in the post- 
reform period has been distress driven. 

The prevailing acute social deprivation 
demanded a dynamic application ot the fi.scal 
inslrument. whereas the government has 
chosen to follow a conventional fiscal 
adjustment programme ol surrciideiing tax 
revenues, expenditure compiession and large 
net market borrowings. Whereas overall 
public expendituic has been curtailed and 
plan outlays and capital expenditures have 
been reined in, budgetary allocations have 
not been significantly altered to locus on any 
definite social priorities. The scope for such 
reallocation has been severely restricted by 
the tact that nearly 60 per cent of the central 
government’s aggregate expenditure is 
absorbed by four major heads ol non-plan 
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expenditure, nameiy, iiiicicm payments, 
defence, subsidies and general services. 
.Since the reform process began, some 70 per 
cent of the rise in expenditure under these 
lour heads has been accounted for by interest 
payments - thanks to the policy of market- 
related rates of interest on government debt 
under the financial sector reform 
programme. 

In general, fiscal adjustment has not 
onl> turned out to be the most conspicuous 
r.iiiure of the rcfoims, but its wayward 
iMplenientation has led to many economic 
.iiul financial distortions. With so much sco(x; 
lor raising the tax to GDP ratui. the 
government has managed to reduce it further 
Similarly, though there is imperative need 
Id raise public expenditure as a proportion 
ol GDP to build the physical and social 
iiiliastructure. the goverimieiit has resorted 
lo laigc-scalc expenditure compression 
There are many countries with public 
cxiieiiditures exceeding .“iO per cent of GDP 
but heie the total e.spenditurc ol the ceniial 
.iiid si.ite goveriimeiils, winch stood at W.6 
pel i etil ol GDP III I I had beer scaled 
down lo 27 .1 per cent by \ (budget) 

The cuts have been entirely in capital and 
development expendittiies. whereas revenue 
expeiidittiie and oveiall non-development 
expenditure have been allowed lo glow 
tinab.iled As a result, compaied lo an 
.iveiage ol 2.5 per cent of GDP in the I ‘)8()s, 
ilie leveiiue vlelicit has geiieially lem.iined 
.ihove per cent m the posi-ieloini peiiod 
.iiid even Unii lied4 percent in lW.t ')4 One 
ol die avowed ob|cclives ol lelorin should 
li.ive been lo direct public expenditure 
low.iuls .lugiiienlmg the slock ol pioiliu live 
pliysital and liuniailcapital. Onthei onliaiy, 
both L.ipital lornialion out ol public 
expenditure and Itind'. eaimarked lor soci.il 
inli.istrtictiire have siilleicd a setback A 
iii.ijoi destabilising fall out til distorted list.il 
.id|ustmcnl in the past si.\ yeais has been the 
massive borrowing lequiienients ol the 
goveminoni giving rise lo a situation, .iliiiost 
loi the fust lime, ol the governtiient ciowd 
mg out piivate investiiieni both by appro- 
priatiee huge invcstible liinds and by push 
mg up the aveiage interest i.iie on tom- 
iiieicial boirowings of the torporate seetor 

.Signs ol vulnerability have leappeared in 
the exteinal sec'or as well Theie has been 
a |ihenomenal rise in the deficit on 
meichandise account - as pei the RBI’s 
balance of payments tlata, Irom S 2 V) bn in 
199.1-94 to $ 4.98 bn in 1994-95 and 5.8.94 
bn in 1995-9(i These high levels ol liade 
ileficit have been hidden by the low level of 
leporting by the DGCI anil S which plaeetl 
the deficits at .S 1.07 bn. $ 2.,12 bn and $ 4,54 
bn. lespcctively. Likewise, the cuiient 
.tccount deficit has more than doubled liom 
$ 2.70 bn in 1994-95 to $ 5.4<) bn in 1995-9(). 
Apart from the reduced export growth as 
indicated above, external sector vulnerability 
arises from volatility of capital Hows, 
particularly those relating lo portfolio 
inve.stment and their servicing costs Also, 


tnc argument that in external sector 
budgeting, the cost of non-debt flows should 
not worry the government is a sixicious one. 
In fact portfolto investors in particular expect 
shoricr-term and highei rates of rettnn on 
their investments in the so-called eiiierging 
maikets such as Indi.i 

A longer teini aspect of the vulnerability, 
howevci, relates to the nature of FDI llow 
.A quick assessment suggests that (a) while 
the RBI's automatic cleaiances based on past 
l•'l■RA rules show .1 piefcicnce t'oi high 
technology areas with disimct concentiation 
in basic and capital goods industries, the 
appiovals granted by the Foreign Investment 
Promotion Board/.Sccrelanat for lndusiii.il 
Approvals seem iii have gone in favotii vi| 
low priority aieas with a concentration in 
consumer goods and the services sector, (b) 
foreign investois oveiwhelmingly prefei lo 
focus on the domestic market ratliei ih.iii 
regaid Imha as an export base; (c) a huge 
number ol the FDI pioposals approved 
involve trading activities; and (d) an 
overwhelming number of the FIPH/.SIA 
approvals envisage puny foreign cc|uilv 
participation, iliiis lequiiing subsianiial 
amounts ol domestic mvestible luiiils (oi 
completing the pioiects Measured m these 
teinis. It IS unlikely th.tl FDI proposals as 
appioved by the FII’B/.SIA rotile will iiiggei 
a significant iiivesimeiii boom in theconnliy 
oi serve as vehicles for expanding the 
lounliy’s export h.ise or lor any maiked 
lechnologic.il iipgi adation 

The relorni pint ess has laced the sluiipesi 
•idverse reactions m the linancial system 
This IS not altogether surprising. In the first 
place, the ImaiKial system has to absoib the 
shocks origin.itmg m the real seclois ol the 
ecorioiiiy. The pioiiiolioii ol conspicuous 
consumption .ind llie coiisequeiit depiession 
ol hou.sehold liiiani i.il savings, lik-ial import 
ol gold and silvei, persisicnee ol huge 
revenue ;md lisial deficits of the ceiltial 
goveinment iiecessilaling large inaiket 
boriovvings, the ebb and How ol volatile .iinl 
high-cost loreigii poitloho invesimeni. the 
continued liagiliiv ol the balance ol 
payments and the determination ol the 
rupee’s exchange late by marxet lorccs, aie 
all developmenis lli.it are mirrored in die 
woiking of the Imaiici.il system .Secondly, 
the financial policies ol the government .aid 
the developments witliin the financial system 
have made then own contribution to the 
system’s distortions .aid uncertainties 

The goveinment has shown scant legard 
lor the lundainciiial lad that maikel failuics 
are most pervasive in the financial .sector and 
that, as the experience ol the south-east Asian 
couniries has shown, flexible but firm 
government inleiveniion will not only make 
these markeis lunclioii belter but will also 
improve the pcrlormancc ol the economy 
Ai this stage ol the country’s development, 
the considerations th;il should have govenied 
financial policies aie(i) further slrengtheniiig 
(it the geographical spread and the functional 
reach of banks and financial in.stilutions, (n) 


special loi'iis on the imilti-.igency approach 
to riiial hanking which has plunged into 
disarray by delault. (m) active inteivcMition 
lo ensure tli.it l.irge emeiprises, le.il esl.ile 
speculators, stock htokeis and upper class 
consiimei s ih > not pre-empt scarce ci edit and 
dial banks and linancial institutions actix'elv 
assist agiicullute .ind small enleiptises, and 
(IV I prevention ol excessive financial 
engineering with lave is ol financial de.ilings 
.mJ spe. Ilk iion m die moiicv. i.ipital and 
loieign I'xt iiige m.iikels, winch can onlv 
be vountei-piodiictive and haimltil The 
veiv peispeitive ol liiiaiiLial scitoi icioim 
.ind the entnc senes ol measines i.ikcii h.ivc 
L'one against these essential consulei.itions 
Inste.id ol tociising on ,i gi'miiiic levi 
lalis.ition ol the existing comi'ieuial and 
co-o(iei,ilive banking system as a le.isl i osi 
.tiid sociallv dcsir.ible opiion the goviin 
meni h.is sought lo i.nse b.inkmg cllicicn, v 
by the proxy method ol ptonioinu' compc 
tilion Irom new piiv.ile b.ink'-, (iiieign bank' 
and now piivale inr.il banks A si-nes ol 
measines fi.ivc been t.ikeii to dilnlc the 
import,nice ol public secior mstitiiitons 
Whclhei il loncerns the clfieieni 
liiiu lioning ol die finaiici.il sysicm oi mote 
i.ipid I'lowlli ol the esoiioiiiy. the sevuesl 
consti.inil fill cd by the Indian ei onomv h.is 
been die lel.ilive si.ignalioii ol domesin 
savme and invesimeni All .ispecls ol the 
new entnomn poll,-, including sliaip 
rediii lions in i-xcise .md i iisnuns duties 
import ol gold .ind sdvei, eiKoin.igeircnl 
lo banks to lmvc i onsnmei loans .md the 
geiieial eiiviionmeiil ol huge mireases m 
eoiisumpln.'ii based petqiiisiles spawned bv 
libeiiihs.iiion have tended lo luilliei siiniiil.ite 
die .ilie.idy high eonsiimplion ptopensiiv ol 
the iichei seclions ol the lomniunily 
riicicloic, de.pile .in inipiovenieni m die 
growth i.ile .md veiy high level', ol le.il 
iilleiest laies combined with .illrailiv,- 
lisi.d inienlive.. the lioiisehoKi liii.iiu i.d 
s.ivmgs i.itio has shown a dip m 190S dti.md 
19')f> 07 It h.is been louiid lli.il v>' euev> i 
household linaiui.d savings ii'e .is .i 
proportion ol oeison.il dispos.ibh uuo’iie 
theie IS .1 bloating ol lu|mdilv aiisiilg lioin 
some exieinal somee such .is. fin example 
lo.eign iiiwaid renullanccs lion Indi.n. 
expalnali s abro.'d d. iiiig die I07(l i,i 
portlolio invesimeni Hows i,i lo9l OJ md 
1004-95 F.iidogenoii' growth ol ho'iselitild 
saviiiL’ has been iiiggardiv 

Among the t omponenls ol oonie i-. 
saving, coipoi.ite s.ivmgs. whi' h played .i 
dominant lolc in the ecommnt growili ol 
lap.in South Korea .md oihei east Asian 
fountries. have shown some iiptiend in 
reieni yeais. hut iiiiieh ol it h.is been the 
resiill ol tre.isuiy opcialio.is ,i:id non 
niaiiufai luting profits and sliaip lediiclioii ol 
laxes Theie is no iiiditalioii that .i using 
trend has aiiually set m, ihough ih.it would 
.ilso depend on whether .i linn upliciid oi 
indiislrial giowtli Iki> been esiabiish'd 
Besides. Indt.m lompanie-' iiuie.i'o..' 
dcpeiideili e Ol. 111. vol.ililc i .ipilai ni.ii t I li i 

2)5t 
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funds docs not allow them to plan for Ia(;ger 
plough backs. As for (he public sector, any 
attempt to reduce subsidies and other transfer 
payments may raise government savings, hut 
to some extent that would be at the cost of 
household savings. (A ready example is the 
recent increases in petroleum product prices 
which may reduce the deficit in the oil pool 
account but would affect household 
expenditure and savings.) 

The experience of the last six years has 
shown that orthodox stabilisation and 
structural adjustment programmes do not 
constitute a relevant strategy for the Indian 
economy. Yet it is perhaps unrealistic to 
expect the government to take a fresh look 
at the whole strategy. But there are certain 
imperatives. One such is .social sector 
development - universal primary education, 
primary health infrastructure and essential 
rural and urban facilities. This calls for 
decentralised and participatory local 
governance. Increased public sector 
involvement in development of social and 
physical infrastructure is another imperative. 
The investment requirements of power, 
ports, roads, railways, posts and communi¬ 
cations and other infra.structure will not 
be forthcoming from the private sector and 
from foreign capital. The public sector will 
continue to have to play a dominant role m 
these areas. 

Banking and financial sector reforms 
have, as noted above, contributed to major 
distortions in the economy. As a primary 
consideration, financial sector policies 
will have to accept the dynamic role of credit 
in industrialisation and agricultural 
development. In monetary policy, the pursuit 
of price stability through monetary control 
iuid the use of indirect monetary instmments 
will have to give way to a renewed focus on 
bank credit and the deployment of direct 
instruments of monetary control, including 
regulation of the amount and distribution of 
hank credit, stipulation of interest rates and 
the prescription of sector-specific refinance 
facilities. In the context of the diversification 
of financial markets, even in the developed 
countries considerable attention is now being 
paid to the direct effects of monetary policy 
not only on prices hut also on output and 
employment. Guidelines on credit 
distribution, which can be evolved in a non- 
bureaucratic manner, must involve 
disincentives for bank credit flowing to real 
estates, company shares and consumer 
durables. To encourage banks and financial 
institutions to focus on production credit, 
they should be given flexibility in the 
application of capital adequacy norms. This 
will also obviate the need for them to 
compete with manufacturing firms for equity 
and debt capital m the market. 

To bring down real rates of interest from 
their present very high levels, a sy.stcm of 
interest rate regulation together with 
quantitative guidelines on the distribution of 
bank credit has to be put in place. Fur some 


years to come, till the financial system 
acquires competitive strength and t^e 
informal sector of the economy achieves a 
degree of resilience, (he erstwhile 
arrangement of prescribing minimum and 
maximum lending rates for different 
categories of borrowers is the only viable 
strategy. The argument that small borrowers 
anyway pay usurious rates of interest to 
informal cr^it agencies and hence can bear 
high rates of interest on their borrowings 
from banks and financial institutions is 
spurious. Apart from the question of equity 
which demands a progressive structure of 
interest rates, it is pertinent to ask, if small 
units and informal sector borrowers can be 
expected to put up with veiy high rates of 
interest, why not organised .sector units? 

Despite the reduction in inflation rate, the 
intciest rate on bank deposits up to one year 
has been kept at 11 per cent and deposits of 
higher maturities have been freed from 
interest rale regulation. Rates on bank 
deposits and similar saving instmments have 
shot up as a result. Competition among banks 
has been intensified further by the 
liberalisation of deposit rates of RBI- 
registered and credit-rated non-banking 
finance companies (NBFCs). This will 
prevent interest rates from coming down 
even if the liquidity strain is eased. The flow 
of funds to real estate, company shares and 
consumer durables will also be further 
encouraged. It is now well accepted that high 
interest rates do not augment overall 
domestic saving, but only shift saving from 
one instmment to another. A clear distinction 
between short-term and long-term deposits 
would have helped to reduce banks’ cost of 
funds, the benefits of which could have liccn 
passed on to borrowers, particularly the small 
and medium ones. 

The system of regulation and prescription 
of minimum and maximum rates needs to 
be extended to the inter-bank overnight and 
call money market, liven m many advanced 
countries, call rales are either targeted or 
presenbed from time to time by the monetary 
aulhoiities. Given the structure of the 
banking industry here, self-discipline is 
unlikely to work. .So it is necessary for the 
RBI to intervene and prescribe a range of, 
say. 12 to 25 per cent for overnight call 
money borrowing (linked to .some notion of 
average cost of deposits to banks at the 
margin at the one end and a rcali.stic ceiling 
rate on bank advances at the other). A 
minimum rate of 10 per cent on call money 
borrowing is justified to curb lending by low- 
deposit-base banks and prevent serious 
liability-asset mismatches as a result of 
excessive dependence on the call money 
market. Call money rates beyond 25 percent 
should be considered a sign of the system’s 
weakness and a source of destabilisation. 
The permission granted to term-lending 
institutions, mutual funds and other financial 
institutions to lend in the overnight money 
market has alre.idy done considerable harm 


by making for free flow of funds between 
the money market and the capital market. It 
has also come in the way of effective 
transmission of monetary policy impulses by 
encouraging banks to carry mismatches 
between assets and liabilities. So FIs defi¬ 
nitely need to be pulled out of the overnight 
call money market. The system of auction¬ 
ing dated government securities has resulted 
in their yield rales being pushed up to very 
high levels. Already the RBI has been forced 
to revert to the earlier system of predeter¬ 
mined coupon rates on dated government 
paper. This must become part of regular 
policy so that false expectations on govern¬ 
ment bond rates are not generated. 

Banks mu.st be required to strictly enforce 
the end-use of credit. Banks need to 
effectively use the Tandon and Chore 
Committee norms on current as.sets and 
derive permissible bank finance after 
excluding treasury operations and financial 
investments, such as in finance companies, 
associate companies, shares of other 
companies and the inter-corporate deposit 
market. The current framework of monetary 
policy has stimulated expectations of 
usurious rates of interest on hanks' assets, 
thus jeopardising growth. It has also ensured 
that the interest burden on the government 
is so heavy that there will be no end to the 
fiscal cri.sis. The RBI’s steadfa.st refusal to 
focus on credit as a policy target and to 
render sector specific refinance and 
rediscount facilities for such areas as 
agriculture, small-scale industries tutd other 
small borrowers - a policy which south-east 
Asian countries such as South Korea have 
pursued with great success - has deprived 
monetary policy of the ability to play an 
effective role in promoting geographically 
and seciorally dispersed indust'ial 
development. In the context of the elimi¬ 
nation industrial controls, some degree of 
sectoral and regional priorities m industnal 
investment can he enforced by the lending 
policies of the financial institutions. 
Therefore, the earlier policy of the term- 
lending institutions playing a decisive role 
in industrial development, with the IDBI 
functioning as the apex institution to evolve 
policies, set lending priorities and under¬ 
take tasks of co-ordination, should be 
restored with renewed vigour. For rural 
credit, the multi-agency approach deserves 
to he reinforced. The age-old plans for 
strengthening the co-operative credit 
structure need to be pursued with vigour. 
Regional Rural Banks (RRBs) should be 
delinked from the parent banks and given 
operational freedom .so that they supplement 
banking services in their ureas of operation. 
At the same time, the role of commercial 
banks in meeting rural and semi-urban credit 
needs must be reiterated and, towards that 
end, the lead bank scheme of individual 
hanks being assigned different districts for 
special focus needs to be revived with 
renewed emphasis. 
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RANDOM REFLECTIONS 


Role of Planning in a Globalised 
Economy 

Arun Ghosh 

Ihe newly-constituted Planning Commission must tackle three crucial 
areas: (a) widely-spread rural development; (b) misitif; oj domestic 
resources adequate to meet developmental needs; and (r) ensuring the 
long-term viability of the balance of payments. 


A NItW Planning Commission has been 
constituted by the UF government as of July 
^1, with Madhu Dandavate as the deputy 
chairman. Despite the excellent past 
cicdentials ol the new deputy chairman, 
somehow the new commission lines not 
inspire much confidence that its sights are 
set right, if only because of the si itomeni 
made by the chairman ol the reconstituted 
I omniissionatits first iiieeimgon August l‘), 
M'ltli locus on Ihe lontinued pursuit of e<-o 
iioinic liberalisation policies and ol changing 
ilie sights ol planning in the above context 

Let us. however, rcllecl on the above 
point Times change. The world is constantly 
shanging, loi technology does not stand 
still Ideas and ideologies which may have 
been appiopriale in ld5() may not - in tact 
.lie not relevant in 19‘Jf) Only a silkworm 
lives III a cocoon, but its life is brief. We 
must accept the tact ot the world as a sort 
ol ‘global village' today, both the modern 
means ol commiinieation and the magnitude 
(.ind niobihly) of iiiiei national 1 inance capital 
ii.ive made lor a sea-change m the world 
seenaiio whieh any country can ignore at its 
pet 1 1 

Do we need to plan at all, m the framework 
ol the proce.ss ol ‘liberalisation’ let loo.se 
since July 1V‘H (and therefore pursued for 
moie tlian five years)'.' What precisely is the 
role ot planning in a globalised ‘market 
economy’ where all investments aie sup¬ 
posed to be ba.sed on forces ol market demand 
and supply'.' Hven as per the announced 
policy of the United Front government, the 
process of 'libcralisatiun'is to be continued; 
and the on/io/mreJ policy of the government 
IS to seek the inflow of external capital to 
the tune of .S 10 bn annually, in order to 
bridge the gap between domestic savings 
and investment needs. Tnc role of the state, 
implicitly, is to be limited to social sector 
investments - on education, on health 
.services ct al - so that all production ol 
goods and services (for direct consumption 
or as producer goods/scrvices. including 
mfrastruciure) must now be left to the market, 
for the foreign investor (as indeed his 
domestic counterpart also) would be moti¬ 


vated only by the ciiteiion of profitability. 
Today do we really need a Planning Com 
mission'.' Do we really need to plan? If so, 
why plan, and plan wliaf' We need greater 
clarity in regard to both the above aspects 
ol planning, in the context ol the present 
policy framework; in the context of ‘globa¬ 
lisation’ being an inescapable reality; in the 
context of the ‘iimvei.sality’ of knowledge, 
of the need to accept and adopt new techno¬ 
logies (in order to laise the productivity ol 
labour) which alone can improve the 
standaids ol living ol the people. Will 
planning help, and if so, how'' 

Nl-l n I OH 1*1 ANNINO 

And yet. let us lellcct The world lialay 
IS doubtless a global village. And yet, like 
a typical Indian village, it is deeply fractured. 
Iniquities abound, not only by way of highly 
different levels ot development, the iniquities 
tend to get inteiisitied by the widely disparate 
firepower ot difleieril countries. Like the 
muscle-power ol the hiiclings ol the upper 
castcs/clas.ses in Indian villages, the fiie 
power, the threats ol its use, the actual use 
of di.si riminatory trade and other iKilities by 
the iiidustiially developed world has tended 
to ixrrpetuate the ‘deiwndent’ (or subaltcin) 
status of the less developed countries ot the 
world. That also is a tact of hie. 

It IS in the above tiamewoik of a global 
world economy, which is yet a deeply liac- 
tured world, that India has to consider its 
economic policy options. To plan or not to 
plan, what to plan lor, arc decisions which 
arc crucially dependent on two stark realities 
(a) the (general lack ol knowledge and skili.s. 
in a large part of the Indian workforce, with 
(lortunatcly lor the country) a reservoir ol 
immense talent and skills, at diverse levels, 
both m terms of ‘knowledge’ per .>c and 
skills required for iransialing knowledge 
into technology; and (b) the reality ol a 
highly fracluicd world order, where dis 
paritic.s/iniquilics aic lar greater than even 
in a tj'pical Indian village and the gap 
between the ‘haves' and the ‘have-nots’ ol 
the world has been steadily widening; where 
the developed world is quite clearly intent 


on ‘exporting’ its own unemployment -- 
which exceeds 10 pet cent ol the workforce 
III western Europe, and is still aiouiid (> per 
cent in the U.S - through the new international 
economic oidei which it has succeeded in 
impo.sing ovei the rest of the woild through 
cajolery, threats and on occasion downright 
aggiession. 

The above intcrn.Uional 1 1 ante work would 
lequiic skillliil manoeuvres on the part ot 
the Indian stale; it would require both vision 
and determination to implement a i onsisteiu 
set of policies vis-a-vit ihecxieinal world. 
The domestic s<k lal li.imework would also 
call fill both vision and detcrminalioii, 
calculated to systematically overcome the 
domestic huidles to widespiead economic 
development In briet. ve<’ need Id plan. 
Natiiially, the planning cfloit has to vcei 
away liom .some ol the earlier tenets ol 
policy. All good remedies depend on the 
nature ot the ailment, and without lurther 
ado. It may be iiselul to uiideilme the three 
ciuci.il areas which the newly lonsliiiited 
Planning Commission should tackle - and 
III legaid to which Ihe goveiiiment must 
accept Ihe oveiall plaiiiinig liamewoik. in 
Older to devise appiopiiate economic 
policies. These Ihiee ciiicial areas are; (al 
widespread mral developmeni, (b) the r.iisnig 
ol domestic lesources which a'c adequate 
lo meet developmental needs, and (c) the 
eiisui nig ol 1 'iig-lerni viability ol the balance 
ol paymenis, loi the long-lcim thieat to 
India IS noi polilic.il .iggie.ssion agaiiisl the 
coiniliy bill iis economic land financial) 
sliangiihilioii 

kcHAl T)1 VI I OI-MI.NI 

Asjierthe I'WI Census, moielhan 7()pei 
cent ol the Indian population still lives in 
villages, and (>fi |)ei cent ol the woiklorce 
IS engaged m agi iculture and allied activities 
(faiming alone accouninig loi fill per cent 
ol the woikloice) 

I liilortuiiatciv Ihe locus of economic 
policies all aloin; - liom the .Second Plan 
onwaids - has fieenoniapidniclusliialisation. 
and the poluy did succeed until the l‘J7()s 
(despite the gical hiccup ol l%6, when Ihe 
focus siulted lo urgent aliainnient ol ‘IikkI 
secuiity' based on the gieen revolution) 

Rut the green revolution has, by now, 
moie or less exhausted ilsell, and now, 
suddenly. Ihe locus appeals to have shilted 
lo agraiian exports. F.very si hoolboy knows, 
howevei, that the, more devehqvil a i ouniry, 
the more its exports lend lo be ol maiiu- 
tactuied products, with significant ‘value 
addition’ The advantage ol a large country 

with a iHilential surplus ol agricullural 
products - can be lianslatcd into a real 
advaniage only by getting us agricultiiial 


Fxonomic and Political Weekly S()ccial Number .September l<W6 


’.CSS 




SfU%Ued ‘Pex^MMUittce 




«3*^ 




,...,VV=' 





&B»nkndsUs lie. prow 


|,\1•UI'.^•<1 "''''.’ ‘l'.“ ‘ 


.1».' \li \1' 

l^.ll « i'' 


• A I'-V' 

I,. ,.| I' . 


M.u*. 


Andhra Bank 
enters 

^ _OI,..,,„ c«,p„r^, 

(iiidw•■i.ii_■;" •',, w,.■■ 

2*v ■ iBn,:,,','"I|,''•'■■ 0.1 „ 

i. -Vi'-tT oft -lUIW ■ M.,„ ., ,,,^, ,„„ ; .. 


All in 

’ aiM'iit,.,-. - . .. 

„\l I (H Wl'l a’VI (.!>« *• 

•k 4.t ji “''o’ft*'*'' 'i'* '■ '•' 

II 1.1. '■'j'l '' 

t " 


"'' Mi.'Ii' „i;:‘":' ''■1,11„,,, 

■|. "■".I.eil.n.ili,,. „„|,„M„ . 


trt ,.vi 4,a.i.-'.vir(indni:in»i' IP.. .. ,„i. .■ ;™ ■.■. w 

,...«,,.Hi..>.9-.ft'3'''^'«*:' :;„T, !;";"■:■■' ■. 

n.p;'i ‘ft' .nf.'Ci'* .;, ;,,,,,,| "I: ■< ■ '■' 

I . ' <pS V- , , '' '■ 


PERFORMANCE HIGHLIGHTS 
FOR THE YEAR 1995-96 


* The Bank moves to 'A' Category 

* Operating Profit 200 ms up by 360% 

' Net Profit ofBsll 1 crores is the highest profit ever 
achieved by the Bank 

* Total Deposits reaches Rs.5967 cioros 

* Total Advances crosses Rs 2580 crores 

* Forex Business raises by 104% and turnover exceeds 
Rs 14930 crores 

* Credit Card turnover shoots up by 67%, reaches a level 
of Rs 302 crores 

* 29 Branches Computerised and 44 partially computerised 

* Deposit Growth rate above Banking Indusry Average 

* Performance under PMRY Scheme exceeds 101% 

‘ Priority Sector Advances reaches Rs.961 crores 

* Advances to Agricultural Sector stood at Rs 43’’ crores 

* Advances to SSI Sector increases to Rs 318 crores 
‘Aggregate Sanction limit under PMRY Scheme isRs47 crores 
‘ Advances under 20 point programme Rs 685 crores 
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production attuned to supplying the materials 
required for the export of manufactures; and 
that principle applies equally to mineral 
resources. Exports of pnmary products have 
always characterised (colonial) developing 
countries all through the 19th and the 20th 
centuries. 

There are two other realities to be 
l onsidered in the context of agrarian 
.Icvelopmcnt. First, even to this day, only 
.1 little more than one-third of the total 
cultivated area in India has irrigation 
lucilitics; and though ‘minor irrigation' 
through the use of subsoil water has been 
increasing, the water-table has also been 
going down in many areas. In fact, many 
experts have expressed deep concern about 
the future problems of water supply, even 
to meet the basic problem of drinking water; 
and the water needs of both irrigation and 
of industrial development arc formidable. 
The proper planning of ‘water use’ is a 
matter which can no longer be ignored, 
unless we aic totally unconcerned about the 
wcllare of the coming generations. 

The second slaik reality that we must face 
IS that over the years the constant felling of 
trees (and the denudation of forest cover) - 
both to meet the fuel needs of the population 
and industrial needs of paper making, 
furniture, and other wood based products - 
has led to systematic soil erosion and 
degradation ol the countryside in large parts 
of the country. Ol the approximately 140 
mil nectaics of cultivated aiea in India, more 
than hO mil hectaics stand degraded in 
varying degrees, and .some parts of this area 
arc now totally bereft of moisture retention 
capacity, and therefore fully ‘desertified’. 
With the monsoon in India coming in the 
form ol a torrential downpirur over a lew 
months, the top soil tends to get washed 
away, and even mildly sloping areas have 
been subieetcd to such degradation; while 
the absence ol drainage in the areas irrigated 
with surface water has brought about soil 
salinity in erstwhile fertile areas in the plains. 
A minimum of 10 mo hectares arc subject 
to heavy annual Hooding On top of all this, 
excessive monoculture -especially with high 
yielding varieties of rice and wheat - has 
now brought about a situation of ‘dimini¬ 
shing returns’ in many otherwi.se fertile 
tracts, requiring more and more applications 
of chemical Icrtilisers and pesticides. 

The solution to the emerging problem lies 
in massive rural works; there is need for an 
enormous extent of land reshaping, bunding, 
terracing, the planting of trees (to prevent 
ihC'sudden rush of waters); the planting of 
sturdy grasses and other vegetation on steep 
slopes; the building of small weirs and check 
dams where the contours of the land may 
allow .such construction - so as to cirate 
small, mini-reservoirs for local irrigation - 
and, rinally. to dig drainage channels where 


the problem is that of excess water. The 
above operations would require massive 
deployment of labour; and the actual works 
would depend on the topography of each 
locale. What is required is systematic, local 
‘watershed area planning’, and can be 
undertaken only locally. In a few isolated 
areas where such efforts have been made, 
the results have been striking. The yield - 
and employment potential - have gone up 
several fold; and new activities, including 
dairying, other activities, have changed the 
lives and the outlook of the liKal populace. 
(Actual results can be seen, lor example, in 
the Khcda distnet of Gujarat; in Ralcgan 
Siddi village in Maharashtia; in Panchwati 
in the UP; in Bandwaii Block of Bankura 
district in West Bengal, to name only a lew.) 

But local ‘watershed area planning’ can 
be attempted only by local communities. 
What is required is the ‘empowerment’ of 
local communities and some means for the 
funding of the deployment of idle labour in 
each community. There is nothing new in 
the idea. The Chinese successfully pursued 
this methodology from 1950 onwards, so 
much so that overall laboui participation in 
China increased Irom 36.1 per ccnl ol the 
population in 1950 to 49.6 per cent in 1990 
{vule, Sociely and Dewlopmew m China 
and India (cds), Mahadevan. Chi-Hsien Tuan 
et al, Delhi, 1994, p .371). One need not 
follow Chinese methods to achieve the same 
end; the only problem in India that has to 
he confronted is the pattern of land owner¬ 
ship, and whether and to what extent the 
landowner or the state should pay tor the 
improvement ol the land. But (a) there are 
common works, common lands, and urnera! 
improvements (which would benefit all), 
where the state (or the community) has a 
role to play; and (b) there arc individual 
holdings where the necessary improvements 
are partly a function of overall improvement, 
and partly a matter of making the individual 
peasant proprietor pay for the improvement 
of land. In most aicas, the si/.c of holding 
is. in general, so small that the peasant 
proprietor is a net buyer ol toodgrains, and 
subsists below the poverty line. Me cannot 
be exfiected to make any payment, except 
partially through his own labour. Inci¬ 
dentally, Krishna Bharadwaj has found an 
inverse relationship between the yield per 
acre and size of holding in India (vide. Rural 
Development (ed), John Harriss, 1982. 
p 287) and in this context land reform 
(til the type implemented in West Bengal 
after 1977) would help greatly. But even 
without fundamental land reform, it is 
possible to tackle the problem because the 
size ol ‘operational holdings' in India is not 
very large (with the possible exception ol 
Punjab where operational holdings are 
larger than the ownership pattern would 
suggest). 


Incidentally, to finance the employment 
of idle labour, one could use the existing 
surplus food slocks with the PCI; cash 
requirements can he substantially met if the 
funds currently earmarked for central and 
centrally sponsored schemes - of the order 
of more than Rs 8,6(X) crorc in 1996-97 - 
can be redeployed for this purpose. 

An asstK’iated development would be the 
compo.siing of all village wastes in each 
village; and this concept could be extended 
to the use of human excreta - as in China 
and South Koiea - through the construction 
of communal latrines, of the sulabha 
shauchalaya type in each village, so ihat 
both organic Icrtiliseis and energy in the 
torm ol ‘methane’ is locally available in 
each village. 

But such works can only be taken up at 
the village level. What is the role of the 
Planning Commission in the above ctintext'.^ 
Thcie are three responsibilities that the 
Planning Commission has in the above 
context. First, all currently wastefully used 
cenlial and centrally sponsored schemes need 
to be mercilessly pruned and phased out, 
and the lunds prcsenily deployed fur such 
schemes earmarked lor local communities, 
to be passed on via the stales specifically 
for local area development plans to he 
implemented by the panchayals (or similar 
bodies in the scheduled tnb.il aieas). To the 
extent that funds earmarked lorcni|iloymenl 
giiaiantee schemes would hencetorlh bi' used 
simultaneously lor cmployiVicnl genet ation 
and real capital fotmaiion in rural areas, this 
would Idad to an imincdiale increase in the 
availability of resources (or development. 
Secondly, the Planning Commi.ssion should 
give up Its present locus on the 16 agro- 
climatic zones (and upwards ol a huiuliLd 
sub-zones) and give up attempts at detailed 
central planning ol agriculture; di.scoiirage 
monoculture; discourage the export of 
primary products, including toodgrains and 
raw cotton. (Exports ol garments, textiles, 
even of cotton yarn would have lots more 
‘value added' ) The locus, m.sicad, should 
be on crop rotation, and general self- 
suffietenev in regarti to hKidgrains prcKluctiun 
(where millets and poises would be important 
constituents) in each area; for, by and large. 
It should really be only the urban areas that 
depend on outside food supply, with possibly 
a lew exceptional areas like Kerala, where 
the topography favours commeicial crops 
lather than foodgrains production. Finally, 
the Planning Commission should essentially 
be concerned with price policy, and the 
funding ol research loi agrarian develop¬ 
ment. with the primary locus on dryland 
larmmg techniques and the development of 
hybrid seeds for such areas. 

Briclly, then, the focus on rural develop¬ 
ment has to be ditlereiit from the present 
strategy of ‘markctisation ’ of all agnailtural 
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production. Markets are important, but only 
after a minimum level of fr^ consumption 
for all has been attained. The present 
obsession regarding the ‘globalisation’ of 
Indian agriculture must be done away with, 
as a precondition. 

Df.veu)fment of Infrastructure and Kf;y 

!NTF.RMbDIATE.S 

The planning of the development of 
infrastructure as well as of key intermediates 
must remain the responsibility of the slate: 
and hence must remain a major concern of 
the Planning Commission. Why is this .so? 
The answer is elementary. Infrastructure 
costs must be kept down; the adequate 
availability of infrastructure is a prerequisite 
to any development. Rural roads; a country¬ 
wide network of the road system; an efficient 
railway sy.stem; a incxlem communications 
network; the assured availability of power 
throughout the country tat affordable prices); 
(he availability of other forms of energy; the 
availability of clean water; other urban infra¬ 
structure - all these require state intervention 
at various levels. 

And. to finance such development, 
rexourci'.\ must he found domestically. This 
:s quite conliury to the present thrust for 
seeking cxiernal capital - to the tune of ,$ 10 
bn annually - for the required development 
thnist. 

Let us talk in practical terms. How much 
IS $ 10 bn"’ At the current rate of exchange 
111 the rupee, approximately, Rs 35,000 crorc. 

If only the State Hlectricity Boards were 
to be allowed to charge economic rates of 
power supplied by them to the mral sector 
and to domestic consumers, and if the SEBs 
were to be allowed to get a return of only 
3 [ler cent on tbeir invesiments - as laid 
down hv law - they would be able to rai.se 
resources in the region of Rs 15,000 crore 
annually. As of 1995-96, the total consump¬ 
tion of power for domestic u.se was 45,602 
million KWH; (hat of agriculture and 
imgation was 75.524 million KWH, the two 
totall'ng 1,21,126 million KWH out of gross 
total supply (by the SEBs) of 2,69,761 
million KWH. i e, 45 percent ol total power 
supplied by SEBs {vide. Annual Report on 
the Working of Stale Electricity Departments, 
Planning Commis.sion, 1995). The effective 
subsidy on agricultural consumers alone, in 
1995-96, was Rs 11,178 crorc {vide, ibid. 
Annex 4,30). The present talk of pn vatisation 
of electricity is therefore based on a lot of 
disinformation. 

Why can we not rely on external capital 
for such infrastructure? Recent experience 
has demonstrated that foreign capital has to 
be guaranteed a minimum return of 16 per 
cent on capital invested. The actual return 
on the earlier ENRON project (before 
substantive renegotiation) as estimated by 
the IDBI which was providing much of 
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the rupee finance required for the project - 
was 16 per cent in the first year of operation, 
rising to 54 per cent in the seventh year of 
operation. The return on investment for the 
revised project may be less (than 54 per 
cent), but that is wholly irrelevant. The return 
on the foreign investments being made 
today .still remains much too high. 

What is likely to be the increased pro¬ 
duction (and productivity) generated in the 
Indian economy, following this invest¬ 
ment? Certainly not adequate to service the 
imported capital, with the result that the 
savings of the rest of the economy would 
need to be squeezed in order to service 
such capital. This is reminiscent of the 
‘Drain Theory’ expounded for 19th century 
colonial India. 

Two other desiderata must also be 
recounted. Because the ENRON project is 
based on imported fuel, the World Bank had 
estimated in 1993 that at peak generation, 
the outward payment (for capital servicing 
and for fuel import) for the ENRON project 
alone would be $ 900 mn annually, or some 
Rs 3,150 crorc, at 1993 fuel prices. An 
escalation of fuel costs would push up these 
figures. Since the power is to be used 
domestically, additional exports to finance 
such payments would thereby become an 
essential requirement. 

And, to crown all this, a substantial part 
of the investment - the local construction 
costs - is to come from the IDBI, that is. 
from domestic savings. 

That IS broadly the pattern of recent foreign 
investments in India, and of (he return 
expected by foreign inve.stors. And we seem 
to be gullible enough to believe (hat infra¬ 
structure development can be left to ioreign 
investors. Except lor telecommunications 
and cxploita'ion of known oil reserves - 
both of which are highly profitable, and for 
the development of which the C-DOT/ 
MTNLand the ONGC/OIL have the required 
resources and the expertise - all other 
infrastructure development requires long¬ 
term capital at low rates of return. 

But we are not prepared to pay the SEBs 
even 3 per cent on their invested capital; 
whereas, we arc cheerfully prepared to pay 
at rates varying between 16 per cent and 54 
per cent for power generation capacity 
developed by external capital. 

In brief, external capital on such terms 
can only be disastrous for the economy. The 
Planning Commission should draw the atten¬ 
tion c! the government to these realities; and 
put a stop to this drain of India’s resources. 

RiisouRiT-; Raising for lNFRA,STRummE 

DEVFa-OPMKNT 

We have already indicated that a mere 3 
per cent return on capital to the SEBs could 
result in additional resources (i c, wiping out 
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current losses plus new resources genera¬ 
ted) to the tunc of some Rs 15,(XX) crore 
annually. (That, plus some funding from 
financial institutions like the IDBI. should 
be adequate for power development.) How 
does one rai.se the additional Rs 20,(XX)crore 
required, if the imported capiul of $ 10 bn 
is to be dis-pen.scd with, for infrastructure 
development? 

It is common knowledge that the extant 
rates of interest in India are absurdly high; 
in fact, that is one factor (hat has been 
bringing in short-term external capital into 
India. Consider Japan. The Bank Rate in 
Japan today is 0.5 per cent. The prime lending 
rate of Japanese banks is 2.5 per cent. 
Consider India. The Bank Rate has been 12 
per cent for some time. The prime lending 
rates of banks were 18 per cent plus till 
recently; very recently they have dropped, 
first to 17 per cent and as of wnting to 16 
per cent (for .some banks). But for most 
small borrowers the bank lending rate varies 
from 2? per cent to 25 per cent. 

What is the rate of profit that one expects 
a small producer can earn, that he is expected 
to pay between 22 and 25 per cent mtcrest 
on the capital borrowed? This absurd 
situation has come about because ol Ihe 
World Bank thesis that in a capital short 
economy, the rate ol interest must be kept 
high in order to discourage capital-intensive 
methods of production. 

The above thesis is wrong for two reasons 
First, a high rate of interest does not 
discourage the displacement ol labour by 
equipment; has not, in fact, done so. 
Secondly, Keynes demonstrated as far 
back as 1936, savings do not depend on the 
rate of interest; nor is the interest rate an 
cquilibratorbetween savings and (optimum) 
investment. 

Chintaman Deshtnukh. as the Inst Indian 
governor of the Reserve Bank of India, 
announced a cheap money policy - with the 
return of Treasury paper at 3 per cen; • as 
far back as 1935. 

Suppose the government and the RBI were 
to suddenly bring down the entire structure 
of interest rates by 5 per cent, what would 
happen? Nothing untowaid would happen. 
There would be no sudden switch from (he 
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organisea lo me unurganisca money 
market; the two arc hi^ly differentiated to 
the unorganised money market; the two are 
highly differentiated. And, if, to begin with 
a special tax of 3 per cent were to be levied 
on all ‘rentier incomes’, the effective 
interest rate to the lender would come down 
by 5 per cent, and to the borrower by 2 per 
cent. (As and when general revenues increase, 
the interest tax could be slowly brought 
down, with effective interest rates tumbling 
further.) 

As of July 19, 1996, the total of time 
deposits of scheduled banks exceeded 
Rs 3,85,(X)0 crorc. At 3 per cent, the revenue 
to the centre, from scheduled hanks alone, 
would exceed Rs 11,550 crore annually. 
Add the loans from the tlnancial institutions 
- IDBI, ICICI, all other similar lending 
agencies, the LIC/GIC, and now the Mutual 
Funds - and additional revenue of the order 
ol Rs 20,000 erore could accrue to the centre 
only from this one .source. 

There are many other innovative ways of 
laising revenue; and this essay cannot 
possibly go into tho.se. Suffice it to reiterate 
that all talk of inadequacy of resources is 
part of the process of disinformation, spread 
by a combination of domestic and external 
capital. Resources potential is there for 
anybody to see; one has to brace oneself and 
get tough on ‘rentier income’ as oppo.sed to 
labour income. 

External and Internal Balance 

One other impoilant area - where the 
Planning Commission must effectively 
intervene - is in the arena of policy 
formulation which would bring about both 
internal and external balanie Incidentally, 
additional resources of the type indicated 
above would automatically help to achieve 
both. In fact, foreign capital would become 
available on much better terms only if 
domestic savings go up sharply. (Also, 
incidentally, a sharp reduction in the rate of 
intcre.st would also bniig down, over a penod, 
the government of India’s interest payment 
liability, which would also help to bring 
about a more balanced state ot the fisc). But 
external balance requires a .more careful 
watch on imports, both of inessential con¬ 
sumer giKids and of essential intermediates 
like oil. The latter must be contained through 
the development of coal resources, through 
renewed search for oil and more efficient 
(and vigorous) exploitation of domestic oil 
and natural gas. 

The exploitation of other potential energy 
sources, through increased biomass pro¬ 
duction. through the extraction of methane 
from all waste products, through micro hydel 
power along all fast running streams of water, 
arc other ways of meeting our increasing 
requirements of commercial energy and 
scarce fuels. 


Kesource Flaming in short cannot be left 
to the forces of market demand and supply, 
to the ‘enlightened self-interest' of individual 
agents of production. National priorities and 
needs rather than the maximisation of profits 
by each individual must inform the general 
direction of the u.sc of resources, for which 
individual agents can be allowed to compete 
subject to certain overall national 
considerations. 

The present scenario - where the annual 
trade account deficit alone is $ 7 bn or more, 
and where the servicing of private external 
capital costs another $ 4.5 bn (both figures 
being actuals for 1995-96) - is just not viable 
on a long-term basis. We have so far been 
bailed out by remittances of Indian workers 
abroad to the tunc of $ 6 bn annually. This 
is now ex[)cctcd to come down, with the 
exodus of Indians with expired visas from 
the UAE. We must bring down our trade 
gap; we must control the explosion of 
remittances for servicing external private 
capital. The Planning Commission must lay 
down strict priorities, in terms of which 
policies of the commerce, industry and 
finance ministries mu.st be reshaped. 

roNriuuiNG Remarks 

In brief, the Planning Commission must 
he restored to the position of laying down 
the basic framework of economic policies, 
within the parameters of which different 
economic ministries of the government must 
devise their own detailed policies. But this 
calls for a sea-change in regard to the position 
of the Planning Commission within govern¬ 
ment. It calls for a change in the vision of 
the chairman of the Planning Commission, 
from that of a ‘humble farmer' to a .statesman 
It calls also tor a rare insight, 'uoth in the 
Planning Commisson and in the government 
generally, into the emerging international 
scenario, into how India’s national interests 
can be subserved The first decision therein 
IS to selectiveh' engage/disengage with the 
world economy. 

We must lake advantage of ‘knowledge’, 
which is a worldwide development; hul we 
can only do so if we promote our own 
research and development and translate 
knowledge into technology. Wc are capable 
of doing so, as past experience in the nuclear 
and space technologies has demonstrated. 
Also, wc must improve our ‘organisational’ 
abilities. “Knowledge”,said Allred Marshall, 
“is our most powerful engine of produc¬ 
tion ...Organisation aids knowledge..." 
(Alfred Marshall, Principles of Economics, 
Eighth edition (1920), Macmillan, 1947, 
pp 138-39). Wc arc deficient in knowledge, 
and poor in the matter of organisation. But, 
wc have enormous latent capability in 
regard to both, and again, nuclear and 
space technologies are proof, if any were 
needed. 


But. wc must disengage with the world 
economy in two ways. First, we must prevent 
predatory external capital, particularly short¬ 
term capital, from devastating our economy. 
This is quite easily achieved, by a high 
enough capital gains tax; and a lowering of 
interest rates would also help greatly. (What 
is more difficult to control is the flight of 
domestic cpaital, through over-invoicing of 
imports/undcrinvoicing of exports. But that 
objective can be achieved through the 
maintenance of macro-economic stability 
combined with sustained development of 
the economy. This essay has been concerned 
with how to achieve the latter.) Secondly, 
our disengagement with the rest of the world 
has to be in the context of im|xirts, wc must 
not allow India to become the dumping 
ground for obsolete or polluting technology, 
and for surplus ‘cliti.st’ consumer goods 
which are sold primarily through high pit¬ 
ched advertisement campaigns. A really 
high rate of duty is the best way lo both 
achieve this end cmd get some additional 
revenue from those to whom money is of 
little concern, as long as they can have their 
own lifestyle. 

All this is possible. Is it likely'.' If one were 
to go by the pronouticemcnis of those in 
power today, such a scenario is unlikely lo 
emerge. Yet, no one can really predict. One 
never knows when a 'luiiiibic l.irnicr’ 
suddenly sheds his provincialism, cmeigcs 
from Ifi.s roots and his background, and gets 
to become a symbol of national regeneration. 
(Was Gautam, the Buddha, not born in a 
royal family?) 
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BANK 

that 

DARED 


To capitalise on the promise of a new India, 
To surpass all expectations. To emerge triumphant. 
To conquer time. And to achieve the extraordinary- 



The Bank was inaugurated on October 30,1994 

by Dr. Manmohan Singh, Honourable Union Minister of Finance. 

/ Mobilised Rs. 100 crores on the first day. 

/ Opened 10 branches in just 11 months. 

/ Achieved Rs. 30 crores profit in 12 months. 

/ Crossed Rs. 1000 crores of deposits in just 12 months. 

All this and more, because the Bank dared to be different. 
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Sociology and Common Sense 

Andre Beteille 

Besides the empirical grounding in careful observation and description of Jacts, sociology as a discipline is 
(haracterised by its rigorous search for interconnections among different dtmtuins of societv and its svstenuttic use 
of comparisons. These preoccupations make sociology anti-utopian in its claims and anti-fatalistic in its orientation, 
and distinguish its 'generalised' knowledge from localised commonsensical knowledge. 


SCK'IOLCXjY in contemporary India is a 
looscly-dellncd field ol intellectual activity. 
There are pervasive disagreements about its 
aims, its scope, its approach, its methods, 
Its concepts and its very subject matter. 
Many would say that it is at best a subject, 
and not quite - or not yet - a discipline. 
There are professors of sociology who not 
only disapprove of the .subject as it exists 
but are doubtful about the very possibility 
of Its existence; and there are laymen with 
only a passing acquaintance with its 
vocabulary who speak confidently about its 
aims, objectives, methods and procedures 
111 began to give an account of the un.solicitcd 
advice I have received about what kinds of 
sociological studies 1 should undertake and 
how I should conduct them from civil 
servants, bank managers, engineers, social 
workers, even society ladies, I would hardly 
have time for anything else No sensible 
citi/en would dream of offenng that kind 
ol advice to a chemisi, a geologist or even 
an economist; sociology seems by lonlrasi 
to be gri.st to everybody’s mill. Part of the 
ambiguity and ur’ccrtamty characteristic of 
the subject arises from the tact that it touches 
the everyday experience ol the ordinary 
person at so many points; and it often appears 
so close to common sense that there is an 
inevitable tendency to use the one in place 
of the other. 

On this occa.sion I shall confine my.scif 
laigely to academic sociology or the 
discipline that is pursued under that name 
in the universities and institutes of research, 
lliis IS not to .sugge.st that tlic .subject can have 
no place outside of academic institutions. 
Auguste Comte and Herbert Spencer, two 
of the most influential sociologists of the 
19th century, had little to do with universities, 
and Max Weber who came after them did 
much of his work outside the university. At 
the same time, sociology has been a recog¬ 
nised academic di.scipline in India for more 
than 70 years, and there has been a virtual 
explosion of the subject in universities and 
research institutes since independence. It 
may be useful to look at the work being done 
in these centres of study and research before 
enquiring into die relationship of the subject 
to the wider intellectual currents in society. 

I wish to argue that for ail its own 
unresolved, and in some cases unr esolvable, 
differences, sociology is distinct from 


common sense. It has a body ot concepts, 
methods and data, no matter how loosely 
held together, for which common sense of 
even the most acute and well-informed kind 
cannot be a substitute. For one thing, 
sociological knowledge aims to be gcnerul 
if not universal, whereas common sense is 
particular and localised, hducaied, middle- 
class Bengalis, like other educated or 
uneducated jicoplc anywhere, tacitly assume 
that their common sen.se is common sense 
as such or the common sense ol mankind 
An important contribution of sociology has 
been lo show that common sen.se is in lad 
highly variable, subject to the constraints of 
time and pLicc as well as other, more 
specifically social constraints. 

To say that sociology is dislinci from 
common sense is not to suggest that it should 
seek deliberately to be arcane or esoteric. 
Because it is so difficult todiscngagc oncsell 
from common sense in ihc analysis ol (he 
human condilion, and particularly in the 
study of one’s own .society, prolessional 
suciulogists arc trequently tempted to take 
recourse to needless conceptual and verbal 
sleight of hand. This is an occupational 
hazard that must be kept under constant 
scrutiny. N K Bose used to .say (iiat theie 
arc two kinds of .scientists, those who make 
complex things simple and those who make 
simple things complex, and (hat his 
preference was lor the tormer. We must 
surely deplore the myslificationof the simple 
through the display of technical virtuosity, 
but we must also tecognise that common 
scn.se is not always .successfu!, by its own 
unaided ellort. m making complex things 
simple. Let me make one thing clear: when 
1 say that .sociology should be pursued us 
a .senous intellectual discipline, 1 do not mean 
at all that it should seek to (rump common 
sense by adopting an inflated style. I am only 
(00 conscious of the tact that sociological 
writing tends to be cluttered with the needless 
use of heavy academic slang. 

Thus, sociology has lo steer an uneasy 
course bctw'cen two equally unlruitlul 
alternatives; submergence in the common 
sense of the scholar’s own environment, and 
absorption in a narrow and self-satisfied 
technical virtuosity unconnected with the 
substance of social enquiry. I would like to 
emphasise that nothing will be gamed by 
abandoning either common sense nr the 


cultivation of technical skills. Just us common 
sense IS full ot snaics and pitfalls lor the 
unwary sociologist, so loo technical 
virtuosity becomes a distraction when 
inirsiied as an end in itself. In what follows 
I shall have little to say about technical 
virtuosity, my main concern lor the present 
being with the inter-penctrution of 
siK'iological knowledge and eonimoii sense 

I 

I would like lo illiistiale the natuie of the 
pioblem by rclerriiig, veiy I).icily, to iny 
expel icncc as a teachci ol sociology af the 
postgiaduate level ovci the last ihicc decades. 
The question with which I wish to .start is 
why socioh\y is such a dillicult subject to 
leach This may appeal as an odd question 
since, compaicd to the natural .sciences or 
even economics, sociology is regaided by 
the maiorily ol students as a solt subject 
chosen |Ji incipally by tho.se (or whom other, 
more alliactive or more dillicult options arc 
closed To hi: siiic, the louline teaching ol 
sociology at both iindcigiaduatc and 
postgiaduate levels goes on ihioiighoiil the 
country without much appaient exertion Irom 
eitliei tcacheis or students What I have in 
mind, on the other hand, is teaching ,is a 
.serious and unremitting effort to o|h-ii the 
mind lo new facts and new arguments, and 
the unsuspected conticciions among (hem 

Again, I have in imiid not only teachers 
who are prepared to make the efiort, but also 
students among whom a certain intetest in 
the subject may be |rcsumed lo exist, ’nie. 
most .serious obsiacle to the concentration 
and deepening of the interest is that the 
bettei equipped students soon begin to 
wondet wh.at theic is to learn in sociology 
except a scries ol terms and concepts; and, 
III the soi l' )gy ol India, a variety of obser¬ 
vations on . .Ilage, caste, |oini lamily, class, 
coinniunity, urbanisation, iiidustriah.sation, 
mixJcrnisation, and so on, with which they 
arc already lamiliar lo a grcatei oi les.scr 
extent. .Sociology does not have the kind ol 
formal theory (hat cun he readily 
communicated by the conscientious teacher 
to an attentive studer'. It docs not coniine 
itsell to a iKidy of lacts delimited by space 
and time, as do geography and history to a 
large extent It deals with both argiimcnt^ 
and tacts, but the connections among them 
oltcn appear loose, open and slippery. 
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In the absence of a clear and established 
framework, discussion and argument tend 
to wander in every direction. This may be 
a good thing in a research seminar, but it 
makes both teaching and learning extremely 
difficult in the classroom. In a research 
seminar, the discussion has to be confined 
at least within the boundaries of the topic 
specified. In M A or undergraduate teaching, 
on the other hand, one can expect a change 
of gear from one course to another and, even 
within the same course, from one topic to 
another. While students might easily 
comprehend, item by item, what is being 
taught or explained, it is often very difficult 
for them to grasp the connections among the 
items. It sometimes appears that every 
argument as well as its opposite is true; and 
facts can be marshalled, without too much 
trouble, to support contrary theories. 

In my experience, students find it hard to 
cope with a subject in which the teacher is 
unable to provide that one correct answer 
to each important question, whether it is 
about class, or kinship, or religion, or politics. 
The laws of physics and, up to a point, the 
facts of history, no matter how complex or 
detailed, can generally be stated in terms that 
can be judged as cither right or wrong. In 
sociology, the situation is often different, 
with greater room for ambiguity and 
disagreement. Students who can write 
fluently use their common sense and a 
superficial acquaintance with names and 
opinions to cobble together reasonably 
persuasive answers. Others who may have 
struggled with the subject but arc 
handicapped by poverty of expression 
produce answers that are weak, confused 
and meandeiing. The examiner is often 
unsure whether he is giving credit fur a well- 
written essay or for a good knowledge of 
the subject. Exactly the same problem anses 
in evaluating manu.scripts for journal articles 
or books; many a trivial article gets published 
because it is written in good prose, where 
one with a more substantial argument, but 
badly presented, gets rejected. 

A mong students, the use of common sense 
(and fluency in language) is most in evidence 
in papers dealing with India. After all, every 
Indian student knows something about caste, 
class, joint family and Hinduism, and if he 
has some mental agility, he can write a 
plau.sible essay on any ofthc.se topics without 
being too far wrong. Rut such a student soon 
finds him.self out of his depth when he has 
to deal with such topics as kinship in Africa, 
or religion in Indonesia, or social mobility 
in France. Hence I am ill at ease with the 
patriotic of those scholars who seek to 
confine ll; teaching of sociology to materials 
relating laigely to India. No student can 
learn how to construct a proper sociological 
argument unless he is taught to handle 
empirical material relating to every type of 


society, his own society as well as other 
societies. > 

The most acute pedagogical problem in 
university departments of sociology in India 
is to integrate what is taught under 
sociological theory with what is taught under 
the sociology of India. So far as I know, there 
ate courses devoted to both major areas in 
all postgraduate departments of sociology in 
the country, and so far as I can judge, they 
are nowhere integrated in even a moderately 
satisfactory way. I point only to the gravity 
of the problem without seeking to propose 
any easy solution to it. The path chosen by 
most Indian sociologists as they move 
towards maturity is to steadily jetti.son the 
general equipment of sociological knowledge 
in order to give their undivided attention to 
the problems of Indian society. I, on the 
other hand, believe that by turning away 
from the accumulated concepts, methods 
and data of stKiology in general, we will in 
the long run only impoverish and not enrich 
the sociology of India. 

In the last 40 years there has been a slow 
but steady displacement of interest away 
from the general concepts, methods and 
theories of sociology towards an enhanced 
concentration of attention on the current 
problems of society and politics in India. 
Again. I would like to draw on my personal 
experience to make a point. Thirty years ago, 
when I went to lecture to students of sociology 
in universities outside Delhi, my hosts were 
quite happy to hear me speak on general 
topics; theories of evolution, types of lineage 
system, relations between status and power, 
and so on. Now they mostly wish to hear 
about reservations, caste politics, commu- 
nalism and secularism. 

Virtually the only active intellectual 
contact professional sociologists have with 
new developments in theory and method is 
through their teaching of students at the M A 
and to some extent the BA (Hons) levels; 
those who work in specialised institutes of 
research have largely to do without even 
that. Research seminars are generally, if not 
invariably, on topics dealing with India, and 
there is often a conspicuous absence of a 
broader comparative or theoretical interc.st. 
Then, there are the large annual conferences: 
these are now devoted almost entirely to 
current affairs, and the less newsworthy 
features of even Indian society and culture, 
and their underlying structures, receive .scant 
attention. 

I sho’.dd now disclose the real reason for 
my anxiety. It is not only the civil servants, 
the bank managers and the engineers 
who present their common sense as 
sociology. Many professional sociologists 
do just the same, although they naturally try 
to give their common sense an air of autho¬ 
rity by dressing it up in their own kind of 
jargon. 


Sociology has always and everywhere 
maintained some concent for current affairs, 
but that concern does not necessarily drive 
out other, more academic interests in topics 
that are remote from the obsessions of 
newspaper editors and columnists. N K Bose 
maintained a lifelong interest in the 
distribution of material traits; G S Ghurye 
wrote on dual organisation, on 'gotra' and 
‘charam ’, on Indian costumes and on ancient 
cities: Irawati Karve wrote a book on kinship 
organisation in India. Such topics have a 
marginal place in the many regional and 
national seminars and conferences organised 
by sociologists today ; they have largely been 
driven out by what ate believed to be more 
socially relevant subjects. 

There is no doubt that the preoccupation 
among Indian sociologists, regularly 
expressed at seminars and conferences, is 
with the appropriateness of the existing body 
of sociological knowledge to the 
understanding of Indian society and culture. 
These discussions are not so much about 
methods and techniques of investigation as 
about the presuppositions of sociological 
knowledge and about the nature of Under¬ 
standing and explanation. They tend to be 
presented in highly abstract and speculative 
terms, and rarely lead to any concrete or 
workable propositions. Alternative 
approaches to the study of Indian society can 
hardly produce results unless they are linked 
to the disciplined practice of a craft; no new 
approach has emerged in science and 
scholarship from the mere desire to have a 
new approach. 

II 

Today, at the close of^c 20th century, 
it is impossible to practice sociology as a 
serious academic di.scipline without drawing 
on the vast reservoirof siKiological concepts, 
methods and theories created by scholars 
over the last hundred years. This has been 
mainly, though not solely, the work of 
western scholars, and like any accumulated 
body of knowledge, it contains much that 
is mistaken, distorted and obsolete. 
Therefore, in the pursuit of his work, the 
practising sociologist, whether in the west 
or in India, has to maintain an alert and 
critical attitude to it. But that is far from 
saying that he can set it all aside in the hope 
that a completely new framework can be 
created exnihilo by some as yet unrecognised 
genius nourished by the Indian air. Surely, 
there is room for an Indian perspective, or, 
better, several Indian perspectives, but to be 
viable, they have to address themselves to 
society and culture everywhere, and not just 
to Indian society and culture. 

The builders of modem sociology, Emile 
Durkheim, Max Weber and others, took the 
whole of human society in its diverse and 
changing forms as their subject of study. 
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even when their primary attention was 
devoted to their own society. To be sure, 
their c^servations on other societies were 
limited, one-sided and often misleading. But 
they believed, one and all, that the disciplined 
application of the sociological method would 
contribute much to the understanding of 
their own society; and that this understanding 
could be deepened and broadened by system¬ 
atic comparisons between their societies and 
other societies. They were all convinced that 
(.ommon sense was not enough to reach the 
understanding they sought, and that they had 
to fashion new tools of enquiry and analysis 
to attain their objective. 

The sociologist who did most to lay bare 
the illusion of understanding created by 
common sense was Emile Durkheim. He 
argued tirelessly that the systematic investi¬ 
gation of a subject was not possible unless 
the investigator freed himself from his 
preconceptions of it. These preconceptions, 
shaped by a limited experience, arc what 
generally pass for common sense in a given 
society; they arc not only often wrong, but 
act as impediments to the examination of the 
available and relevant facts. 

liarly in his career Durkheim gave a 
brilliant demonstration of the superiority of 
his approach over that of common sense 
through his study of suicide.' His argument 
was that suicide was a social tact whose 
lorms and patterns could nut be explained by 
the known facts of human psychology Now 
that we have behind us Durkheim’s study 
and the many others to which it gave rise, 
this perhaps dues not seem a great revelation 
any longer. But when it first appeared, it did 
seem startling to discover that social causes 
were behind what common sense might 
lead one to believe to be the supremely pn vale 
or individual act. As is well known, Durkheim 
liursucd systematically the distinction 
between the incidence and the rale of suicide, 
and brought together a wealth of data to 
show that suicide rates varied systematically 
between societies, and between religious, 
occupational and other groups within the 
same society. Further, while suicide rates 
were on the whole highly stable, they were 
also subject to fluctuations due to the opera¬ 
tion of social and economic causes which 
he was able to identify. One of his remarka¬ 
ble findings was that suicide rates go up 
significantly not only after an economic 
crash but also after an economic boom 
Not all of Durkheim’s observations on 
suicide have stood the test of time,^ but that 
IS not the point. The point is that when he 
had an important insight that appealed to 
go against common sense, he decided, as 
a sociologist, to test that insight by 
systematically assembling a large body of 
data, and applying to the data, concepts and 
methods that may also be applied to other 
domains of life in other parts of the world. 


One of Mex Weber’s most fundamental 
ideas by which sociology has been enriched 
everywhere is that the con.sequenccs of 
human action are rarely the same as the 
intentions of the actors, and that sometimes 
the two are diametrically opposite. One can 
say again that it is no great discovery that 
our actions often miscarry and end in ways 
that we least expected. But in science and 
scholarship what counts is not just the original 
insight, but the significance of the domain 
to which it is applied, and the methods and 
data by which the insight is tested. Weber’s 
application of the insight in exploring the 
relationship between icligioiis values and 
economic action has prcxluccd a rich harvest 
of detailed and sysicmaiic studies by 
generations ol .sociologists the world over.' 

Here I would like to make a brief 
observation on Weber's approach to religion, 
partly because oi its intrinsic importance 
and partly because it has been frequently 
misrepresented. The prevailing view among 
social theorists until Weber’s time was that, 
for good or evil, religion had served as a 
source of social stability. I'his was Marx’s 
view, and becau.«c he believed change to be 
both necessary and desirable, he assigned a 
negative value to religion. Durkheim, on the 
other hand, assigned a positive value to the 
same phenomenon since he believed that 
.stability was essential lor social well-being. 
Weber’s originality lay in his investigating, 
sy.stematically and with a sharp eye for detail, 
the profound changes brought about in 
economic life by (he breakthrough in religion. 
In his view, it was neither the commitment 
to ideal values nor the demands of material 
existence, but the tension between the two 
that was the true source ol change in society. 

Ill 

What I have tried to .stress so far is that 
sociology IS a disciplined and specialised 
activity in which the rolcof originality should 
not be exaggerated. It is a craft that needs 
patience and care, and a lung apprenticeship 
to acquire. Us concepts and methods arc not 
things that any intelligent person can 
construct on his own in ordei to satisfy a 
passing intellectual urge. Having drawn 
attention to the empirical grounding of the 
discipline in the careful observation and 
desenption of facts, I would now like to 
make a lew remarks on two of th- 
fundamental preoccupations ol sociology, 
its rigorous search for interconnections 
among the different domains of society, and 
its systematic use of comparisons. 

Sociology is not about economic life, or 
political life, or religious life, oi domestic 
life; it is not about class, or about caste, or 
about community; it is not about the ideal 
of equality or the practice of inequality. It 
is about the interconnections among all thc.se 
and other aspects of social life. This 


constitutes what some have been pleased to 
call the ‘functionalist bias' of sociology. 
While freely admitting to that bi.as in my 
own work, I must point out that it does not 
in any way rest on the presupposition that 
the interrelations in society are harmonious 
rather than inharmonious, or stable rather 
than unstable. It is forthis reason that I speak 
simply of the ‘search for interconnections’ 
and not ol a ‘holi.stic approach’; for the lancr 
incorporates ideas about a total social 
structure with which 1 am out of sympathy. 
Sociology in the last few decades has been 
invaded by a kind of mindless Marxism for 
whose adherents the word ‘functionalist’ 
has acted like a red rag to the bull. On the 
other hand, it is thiough a long chain of 
.sociological arguments that the very fruitful 
distinction has emerged between ‘social 
integration' and ‘system integration’.^ 
llie search for intcn-onncctions is laborious 
and time-consuming, and it has its own 
procedures, survey rescaich. stalislical 
analysis, participant-observation and ca.se 
studie.->. It docs not always or even generally 
lead to spectacular results, but meaningful 
and unsuspected connections can be reached 
only by sifting through masses ofconncctions 
that are trivial and easily accessible to 
common sense. It is in this way that the great 
advances in sociological knowledge have 
been made, gcnci .illy iiicrcmentaily and only 
occasional,lv by a dramatic breakthrough. 

The careful and detailed examination of 
intcriclations ha.s shown that .sometimes 
economic tactors were important where they 
were not susjK'cted to he, and at other times 
the tics of kinshij) and marriage wcie .seen 
to have unlore.sccn consequences loi vanous 
areas ol social lile. However, the helicl that 
one single factor or set ol factors, whether 
economic or religious, holds the key to all 
the interconmxtions in society has been a 
hindrance rather than a help in sociological 
enquiry. Sociology has never been at peace 
with cither the religious interpretation of the 
world or the materialist interpretation ol 
history 

Fatiert and systematic studies by 
sociologists have brought to light many 
aspects of Indian society where th;ngs arc 
not what they seem. I can refer licrc to only 
a few examples, and that too very briefly. 
.Shortls Iter independence a whole range 
of village monographs began to be published 
by trained anthrojHilogists, and these have 
altered our perception of rural India and 
Indian .society in general. M N .Srimvas 
formulated the importantdistinction between 
the ‘book-view’ and the ‘lield-view’ of Indian 
society,' emcrgiiu' . the leading proponent 
ofthelatter,andic, ..tedlydrawingattention 
to the errors o! the former. . 

.Snnivas’s most seminal coninbution was 
his exposure ol the misrepresentation ol 
caste among educate I Indians He attacked 
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inflexible system based on the division of 
Ifindu society into the four ‘varnas*. He 
maintained, "The vama-model has produced 
a wrong and distorted image of caste”.*’ He 
was able to show that far from being 
absolutely rigid and inflexible, the caste 
system accommodated distinct forms of 
social mobi lity. Further, by drawing attention 
away from vama to 'jali\ he was able to 
see more clearly than the political 
commentators of the day that the role of 
caste was increasing rather than declining 
in Indian politics. 

My own detailed study conducted in 
Tanjorc district more than 30 years ago 
addressed itself to the view then widely 
prevalent that the Indian village was a ‘little 
republic.''' I had little difficulty in showing 
that the village in which I lived and worked 
for nearly a year was riddled with inequality 
and conflict; and my reading of village 
monographs by othei social anthropologists, 
both Indian and foreign, and my general 
training as a sociologist convinced me that 
what I had observed and recorded was general 
rather than exceptional. 

Similarly, the work of my colleague, A 
M Shah has exposed, through the systematic 
analysis of a wealth of empirical material, 
some common misperceptions about changes 
in the Indian family system." These 
misperceptions arise partly from a confused 
conception of the joint family, and partly 
from in.sufncient attention to the available 
evidence. Shah’s work shows that the 
proportion of‘joint-family households’ never 
greatly exceeded that of ‘miclcar-fainily 
households’ ; that in most sectors of contem¬ 
porary Indian society, urban as well as rural, 
there are still many Joint-family households; 
and that the average size of the household 
in the Indian population has remained roughly 
the same in the last hundred years. 

Despite the nch harvest of studies on 
practically every aspect of Indian society 
and c ilture, there is a striking shortage of 
studies by Indian snciolugi.sts of other 
siKicties and cultures. Nut only that; in their 
empirical research, most Indian sociologists 
tend to confine their attention to their regions 
of origin: BeiigalistoWest Bengal,Oujaratis 
to Gujarat, and Tamilians to Tamil Nadu. 
It IS unfortunate that Indian sociologists 
have taken so little advantage of the 
comparative method, bccau.se it is in the use 
of that method mainly that sociology scores 
over common sense. 

Since I attach a great deal ot importance 
to the comparative method to the di.scussion 
of which I have devoted time and effort,'' 
1 cannot pass it by without a few brief 
observations. It is useful to begin with what 
Dtirkheim said on the subject. “Comparative 
sociology “. he obscived. "is not a special 
branch of sociology; it is stKiology itself’."’ 
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comparison so that no matter which activity 
or institution he is examining, he brings to 
it insights from the study of similar activities 
and institutions in other societies and cultures. 
Nor is it merely a matter of habit; rules of 
procedure have been devised, tested and 
refined as an essential part of comparative 
study. There is nothing in the comparative 
method as such that requires every 
investigator to cover the entire range of 
societies, near and distant. As Durkheim put 
it, comparisons "can include facts borrowed 
either from a single and unique society, from 
several societies of the same species, or from 
several distinct social species’’." 

India, with its large and varied population, 
offers rich possibilities for comparisons 
within its own confines. I will conclude this 
section by referring to two examples of 
comparisons from my own work, one very 
restricted and the other very wide in scope. 
The first was a taluk by taluk comparison 
<n Tanjore district of the relations between 
the cleavages ansing from the ownership, 
control and use of land, and those arising 
from caste;'- it deepened my own 
understanding of the peculiar combination 
of factors that leads to class formation in 
agriculture. The second is a long-standing 
comparative study ofpositivediscnmination 
in India and affirmative action in the US; 
it has enriched my understanding of the 
distinction between rights and policies, and 
of the relation.ship between distributive 
justice and institutional well-being." 

Common sen.se is not only localised, being 
bound by time, place, class, community, 
gender, and so on; it is also unreflcctivc 
since it docs not question its own origins 
and presuppositions, or at least does not do 
so deliberately and methodically. As an 
intellectual discipline, sociology cannot be 
a creature ot common sense; but that does 
not mean that it should turn its back on it. 
Our sociology is influenced to a greater or 
lesser extent by the common sense which 
IS a part of our .social environment; to what 
extent is that common sense in its turn 
intliicnced by sociology? Sociology will 
count (or little as an intellectual discipline 
It Its insulation from common sense means 
that it merely reproduces itself, and socio¬ 
logists write only fur each other. Its success 
will be judged in the long run by its ability 
to act back upon comon sense and contribute 
something to its renewal and enrichment. 

Common sense is based on a limited range 
of experience of particular persons in 
particular places and times. Where it relates 
to such matters as family, marriage, kinship, 
work and worship, people are inclined to 
believe that their way of doing things is the 
right way or the reasonable way. Other ways 
of acting in these regards strike them as 
being not just wrong, but contrary to common 


sense, mis is uccausc incy ooserve or 
experience other ways of acting and thinking 
only in bits and pieces, and not in their entire 
context. Seeing alien and unfamiliar practices 
in their proper context often makes those 
practices appear quite sensible; familiarity 
with a wide range of practices occasionally 
makes one’s own ingrained ways of acting 
and thinking appear peculiar if not quixotic. 
An old Chinese poem says: 

When I carefully consider the curious habits 

of dogs. 

I am compdled to conclude that man is 
the superior animal 

When 1 consider the curious habils of man. 

I confess, my IikiuI. I am puzzled. 
Comparative sociology is a great help in 
acquiring and maintaining a sense ot 
proportion. ; 

I would like to avoid inviting the charge 
of making invidious distinctions between 
disciplines. At the same time, it is essential 
to draw attention to the peculiar pre¬ 
occupation of sociology with the similarities 
as well as the differences among societies, 
with comparison as well as contrast. To be 
sure, historians have recorded diverse beliefs 
and practices among people at different places 
and different times over a longer stretch of 
time than have sociologists. But their 
characteristic tendency has been to study the 
diversity ofbeliefs, practices and msthutions 
severally rather than jointly, li is the rare 
historian who dues comparative history, 
whereas one cannot really escape from coni- 
pari.sun and contrast while doing sociology. 

Sociology not only deals with tacts from 
the entire ra.igc of human societies, it seeks 
to place those facts on the same plane of 
ob.servation and analysis. The educated 
layman can hardly be expected to master all 
the facts with which the .sociologist deals. 
He follows at best the methou of apt 
illustration, and no consistent rule ol 
procedure for the selection and arrangement 
of facts. On the other hand, .sociological 
practice develops a characteristic style of 
argument that dues tend to filter through to 
wider and wider circles in the course of time. 
Over the long run, the sociological mode of 
reasoning has had some effect on thinking 
about education, about politics, about class 
and about inequality. 

Where sociological reasoning acts upon 
common sense, it tends to moderate both the 
utopian and the fatalistic elements in it. 
Common sense easily constructs imaginary 
social arrangements in which there is no 
inequality, no oppression, no .strife and no 
constraint on individual choice; a world in 
which society makes it possible "for me to 
do one thing today and another tomorrow, 
to hunt in the morning, fish in the afternoon, 
rear cattle in the evening, criticise after dinner, 
just as I have a mind, without ever becoming 
hunter, fisherman, shepherd or critic’’.'" 
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Sociology IS anti-utopian in us central 
preoccupation with the disjunction between 
ideal and reality, between what human beings 
consider right, proper and desirable, and 
their actual conditions of existence, nut in 
this or that particular .society, but in human 
societies as such. 

Sociology is also anti-fatalistic in its 
orientation. It does not accept the particular 
constraints taken for granted by common 
sense as eternal or immutable. It provides a 
clearer awareness than common sense of the 
lange of alternative arrangements that have 
been or may be devised for the attainment 
of broadly the same ends. No stKial anange- 
ment, however attractive in appearance, is 
without some cost. Social costs and benefits 
are far mote difficult to weigh and measure 
than the purely economic ones. A finely- 
tuned judgment is essential for this, and that 
can he formed only through the disciplined 
and methodical examination of the v.irictics 
ot actual social arrangements created, adopted 
and replaced by successive generations. 

This leads to the question of valiie- 
neuirality or, better, the distinction between 
value-judgments and judgments of reality in 
sociology as again.st common sense. There 
IS now a considerable body of literature, 
some of It abstract .and technical, on this 
question, although this is not to say thai all 
disagreements on it have been or can be 
sellled among sociologists. By and large, 
there IS agreement among them that quest ions 
of tact arc distinct from judgments ot value, 
and the two ought to be differentiated as 
clearly as possible by all the technical means 
.ivailable.*' The disagreement is about the 
extent to which the distinction can be 
I'onsi.stcntly maintained in practice, and Ihc 
best means to be adopted in achieving or 
approaching that end. 

There is an influential tradition in .socio¬ 
logical enquiry thul views the methods and 
procedures of the discipline as being, at least 
in principle, the same as those of the natural 
sciences. Not only animals, vegetables and 
minerals, but also men and women and their 
social arrangcmeiUs can be made subjects 
of science.'* In this tradition, which has 
generated much useful information and .some 
fruitful analysis, all descriptions and all 
evaluations arc suspect unless they arc made 
in accordance with technical procedures that 
sy.stemntically exclude or at least minimise 
the investigator's bias; and common sense, 
in this view, is always a .source of potential 
bias and error. 

Not all .sociologists view their di.scipline 
as .1 kind of natural science; today perhaps 
the majority of them view it as a moral 
science rather than a natural science. One 
of the problems is keeping values strictly 
separate from facts in the moral or human 
sciences is that values themselves are an 
important part, some would say the most 


important part, of their subject matter. In 
other words, the sociologist has to treat 
values as facts, as a part of his data, whether 
he is studying his own society or some other 
society, or both. But even here, he has to 
distinguish as clearly as possible the different 
kinds of facts with which he deals, for 
instance, the demographic composition of 
a community as against the religious ideas 
of Its members. 

It takes a special kind of discipline - at 
once intellectual and moral - to insulate the 
values being investigated by the sociologist 
from his own personal and social values. In 
a sense, what the sociologist investigates 
and the means by which he investigates it 
arc of one piece, more so where the study 
of one’s own society is concerned. This 
makes the separation between the two 
particularly urgeni on the intellectual plane 
and particularly difticiilt on the moral plane. 
As Max Weber hadobservedon this question; 
“Nor need I discuss further whether Ihc 
distinction between empirical siaicmcnts ot 
fuel and value-judgments is 'difUcult' to 
make. It is."" It is here, and particularly in 
India, that the sociologist is most lre(|ucntly 
templed to let go of his slip{iery hold over 
the resources of his discipline and to revert 
to plain common sense. 

There is now an accumulated body of 
experience as well as reasoned discussion 
relating lo the choices involved in the study 
of line’s own society as well as the study 
of other cultures. The experience shows the 
.>ignificancc in all ca.se.s of the standpoint of 
the investigatoi in Ihc human .sciences, there 
is no Archimedean point from which the 
invcsligutor can examine his subject mailer 
as a completely disengaged ob.servcr. The 
same subject reveals different aspects when 
investigated from different standpoints; but 
although different, the results of thc.se 
investigations need not be contradictory, 
indeed, the advance of sociological 
knowledge becomes possible only when 
investigations made from different 
standpoints make themselves available to 
each other for mutual correction. This is a 
slow, labonous process that does not, by its 
very nature, have any final outcome. 

In conclusion, it is not true that the socio¬ 
logist does not or should not express moral 
preferences. But his moral preferences are 
or ought lo be I ormed on a somewhat di f fereni 
basis from what is given lo each person by 
his common .sen.se. It may not be possible 
- or even desirable - for sociology to acquire 
the intellectual authority to govern the moral 
choices of the individual members of 
society.Those choices are in the end matters 
of individual judgment and individual res¬ 
ponsibility. .Sociology can only help a little 
by giving the individual a better .sense of the 
alternatives available, and of the likely costs 
and benefits of the available alternatives. 


Notes 

[This is the text of the N K Bose Memorial 
Lecture delivered in Calculta on June 20, ll'lh 
under the auspices of the Anthropological Survey 
of India on the occasion of ils golden jubilee I 
am grateful lo the l)ir -etor of the survey, R K 
Bhattaehary a for inviiing me lo deliver the lecture. 

I would also like to thank M N Snnivas for his 
comtncnis on a draft ot the lecture.] 
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Indian Institute of Management Bangalore 

Invites applications for admission to the 
FELLOW PROGRAMME IN MANAGEMENT (equivalent to Ph.D.) 

starting July 1997 

The Fellow Programme is a full time residential doctoral - level programme designed 
to equip students for careers in teaching, training and research in functional and sectoral 
areas of management. The Fellow Programme students can select their specialisation 
from the following areas and sectors : 

AREAS □ Corporate Strategy and Policy □ Economics and Social Sciences 

□ Marketing □ Organisation Behaviour, Personnel Management and Industrial 
Relations □ Finance & Control □ Production & Operations Management 

□ Quantitative Methods, Information Systems & Computers. 

SECTORS □ Agriculture and Rural Development □ Education Q Energy and Power □ 
Health and Population □ Human Settlement and Environment Studies 

□ International Management □ Transportation. 

ELIGIBILITY * A Master’s Degree with a minimum of 55 per cent marksi 
(or equivalent recognised qualification). Candidates appearing for final degree exams can 
also apply, provided they complete the examinations and ali other requirements for the 
degree on or before June 30, 1997. 

OR 

* First Class Bachelor’s Degree in Engineering/Technology or a Second Class 
Bachelor’s Degree in Medicine witfi a minimum of 2 years experience. 

In addition, FPM applicants must also satisfy the eligibility requirements of the 
Post-Graduate Programme of lIMB (For details see CAT advertisement appearing 
separately). * PGPs from IIMs with minimum CGPA 4.5/6 or equivalent are exempt from 
CAT and first year course work. 

FINANCIAL SUPPORT * Stipend of Rs. 1800/- or Rs. 2400/- P.M. depending on 
qualifications and experience to cover average monthly living expenses 
(including fee, room & board)of about Rs. 1400/-. An annual contingency allowance of 
Rs. 5000/- will also be provided. 

o HOW TO APPLY: Step 1. Take Common Admission Test (CAT) on 
8th December 1996. Step 2. Obtain admission forms free of cost from 

FPM Office, Indian Institute of Management Bangalore, Bannerghatta Road, 
Bangalore - 560 076 and apply. 

Requests for forms must be accompanied by a self - addressed envelope 
(size 9’'x12") affixed with stamps worth Rs. 11/- and a self-addressed slip. 

oLAST DATES : 1) To receive requests for application forms : 31st October 1996. 

2) To receive completed application forms : 29 th November 1996. 
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Agncuiturai Modernisation and Education 

Contours of a Point of Departure 

Krishna Kumar 

Th€ English-speaking ruling elites of the 1960s were keen to propagate the bS-inspired strategy of agricultural 
modernisation based on modern technologies. This was reflected in the Kotkari Commission report on education, 
which sidelined the concept of basic education in favour of general elementary education for rural children intended 
to inculcate a scientific outlook. 


THE year 1966 was an unusually important 
year in the history of independent India. As 
time goes by, it appears that 1966 might 
qualify to be seen as a turning point in post- 
independence history, or at least as a year 
when certain existing tendencies consoli¬ 
dated to bring about a virtual end of the 
earlier era and its contradictions. The broader 
contours of this year are familiar enough, 
but it may be useful to recall them brictly 
for the sake of easy reference later. The year 
started with the death of the prime minister 
Lai Bahadur Shastri, less than two years 
after he had succeeded Jawaharlal Nehru. 
His death came as a sudden end to the 
dramatic event of a war with Pakistan - a 
war which influenced not only India’s 
economic and social priorities for a long 
time to come but also her placement in the 
political geography of her neighbourhood. 
Only three years earlier India had to fight 
a war with China. Though the outcome of 
the 1965 war was rather different from the 
one fought in 1962, both wars contributed 
to the self-perception of India as a country 
surrounded by hostile neighbours. The war 
with Pakistan was fought at a time marked 
by the shortage of staple food, mainly on 
account of the failure of the monsoon which 
was to be repeated in 1966. The perception 
of food scarcity being just as crucial a battle 
to be won as the war with Pakistan was 
reflected in the slogan that Shastri gave to 
the nation in his brief tenure as prime minister: 
'jai jawan, jai kisan’. 

This slogan served to give Shastri a sort 
of halo in the popular mind which he 
otherwise would not have had, given the 
brevity of his tenure and his unassuming 
personality. In both these aspects he presented 
a contrast to Jawaharlal Nehru. Shastri's 
image, or rather its contrast with Nehru's 
image, seems to have played a major role 
in shaping the internal politics of the ruling 
Congress Party and even the general political 
landscape of India in the post-Nehru 
interregnum, which concluded with the 
choice of Indira Gandhi as prime minister 
after Shastri’s sudden death in early 1966. 
It has been said that Shastri’s period 
represents a weakening of decision-making 
mechanisms in the Congress Party.' If it is 
true, at least a part of the explanation lies 


in the ‘de-centring’ that Nehru’s demise 
implied, given his charismatic personality 
and his record as a fighter for independence, 
particularly in association with Gandhi. But 
’weakening* is a word one secs repeated in 
Shastri’s period and then, after him, in the 
context of .social fabric and the economy. 
One sphere in which the social fabric was 
frequently reported to be showing signs of 
weakness throughout 1966 was that of youth- 
adult relationships. An upsurge of .student 
agitations seem.s to have taken the adult 
society by surprise.^ Crisis of values, decline 
of character, wc.ikening of social control, 
and influence of politics were the conceptual 
tools with the help of which commentators 
of the period tried to explain why youth had 
become so restive and indisciplined. And if 
politics was among the factors affecting the 
young, it did not seem to be doing too well 
in its own world of organising state policy. 
The biggest challenges in political life had 
to do with ongoing resistance to land reforms 
and economic pressures from the Worid 
Bank and the United States on an already 
deeply indebted economy.' 

Large landowners constituted a major 
component of the social forces which had 
been working for .some time to undermine 
the weak but significant moves made in the 
1950s towards making the distribution of 
land less iniquitous. These moves had two 
main objectives: social transformation and 
improvement of agricultural productivity. 
While more than 70 percent of the population 
depended .on land, one-third of this 
population was landless and nearly half the 
people who owned land had less than an 
acre. Abolition of the zamindari system and 
the imposition of land ceiling were the major 
steps which had been taken under Nehru to 
ameliorate this situation. The real value of 
these steps was greatly reduced by the time 
taken to put them into effect and the legal 
loopholes left in them which enabled the 
target groups to circumvent them.* TTiese 
groups had also succeeded in cornering the 
major share of the benefits provided by the 
state under the Community Development 
Programme and the schemes launched later 
to mobilise co-operative action and public 
credit for the poor. Yct. despite their success 
in manipulating the state’s attempts to 


equalise material opportunities, the rich 
landowners, their political representatives, 
and many articulate groups in the urban 
intelligentsia persisted in their perception of 
the government’s approach carrying signs 
of a ‘communist’ approach which needed to 
be resisted. 

In order to appreciate the authenticity of 
such an apprehension it is ncce.ssary to step 
a little deeper into the atmosphere of ideas 
prevailing in India in the mid 1960s. The 
cold war had spread far enough to fohn 
social territories of intellectual influence 
wielded by the two super-powers, the US 
and the USSR. The former had a distinct 
edge as far as the Indian intellectual territory 
was concerned. Free enterprise and freedom 
of expression (‘cultural freedom’) were used 
as signposts of protection against the 
onslaught-of communism. The contrary 
construction was struggle against American 
imperialism. With its small but influential 
English-educated elite, India was attractively 
placed to receive American influence in 
different spheres of its civic life, particularly 
in the spheres of higher education, administ¬ 
ration and the media. Direct political in¬ 
fluence was of course a matter of constant 
effort, and for this economic pressure, 
especially in the context of food scarcity 
and indebtedness, was a readily available 
instrument. In the background of India’s 
external policy choices, the application of 
economic pressure, directly by America or 
through the World Bank, took increasingly 
crude forms even as America’s feeling of 
Its loneliness in its aggression against 
Vietnam grew. But cultural and intellectual 
means of building a domestic hegemony in 
favour of America’s long-term interests was 
just as crucial as the relentless application 
of pressure on the forxJ front and India’s 
agricultural policy. The general presence of 
American names, topics and textbooks - 
subsidised to attract the Indian student and 
teacher - in the syllabi of Indian univer¬ 
sities was supplemented by provision of 
scholarships for research and professional 
work in America. The dominance enjoyed 
by American media, especially its news 
agencies, and the populanty of magazines 
like Time. Ufe, and Reader's Digest, pro¬ 
vided yet another layer of support to the 
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construction of an ethos favouring American 
involvement in India’s civic life. No Soviet 
media agency could perform this function, 
given the nature of the Soviet press and the 
conditions of its operation in the home 
country. Subsidised popular magazines and 
children’s books did slightly better, but the 
vSoviet presence remained marginal to the 
public space occupied by the English- 
educated Indian intelligentsia. The same 
could be said of Soviet textbooks and student 
exchange programmes. 

Besides the creation of an intellectual ethos, 
specific efforts were made to facilitate the 
penetration of India's fledgling industrial 
economy, especially the upcoming sector of 
industries involved in agriculture. 
Devaluation of the Indian currency and 
concessions for foreign fertiliser companies 
were the two major targets of American 
pressure. These were manifest pressures; far 
less visible were sustained research and 
promotion efforts to find the means of 
supplying technical solutions to food scarcity 
involving the use of American agrobusiness 
products. These attempts had begun in the 
l9S0s, hut up until the early 1960s ideas of 
technical improvement in agriculture had to 
compete with socio-political solutions 
involving redistribution of land and erosion 
of traditional structures of dominance. Wars 
with China and Pakistan, two consecutive 
failures of the mon.soon, and Nehru’s death 
were among the factors which could be said 
to have accelerated the pressures favouring 
technical solutions, hut external conditions 
and forces undoubtedly played an important 
role too. The sequential structure of this 
drama in India was not very different from 
what had happened in Mexico earlier.’ What 
precipitated the pressure on India - her 
government, especially its food minister - 
in the mid-1960s to fully embrace technical 
remedies was a dramatic development in the 
US. The publication of Rachel Carson’s 
Silent Spring in 1962 hao given rise to an 
unprecedented public debate on the 
degradation of the environment due to the 
use of chemicals in agriculture. The adverse 
publicity and legislative action generated by 
the debate made American fertiliser and 
pesticide companies intensify their search 
fur foreign markets. The US department of 
agriculture - a “wholly owned subsidiary of 
the pesticide industry”, according to Ehrlich 
(1978) - and the World Bank were directly 
leading this search. 

India offered a highly suitable environment 
for the combined growth of American 
agrobusiness, including its interests in 
fertilisers, pesticides, and hybrid seeds. Here 
was a country with a growing population, 
prone to malaria, apprehensive of famines, 
and socially led by a westward looking class 
of post-colonial elites. And it had a huge 
body of professionally trained manpower in 


the sciences and the social sciences which 
had been socialised to view desirable 
change and improvement in India in terms 
taught by western, especially American, 
experts. Above all else. India had a yast 
farming sector waiting to be penetrated by 
the countless meanings of the word 
'modernisation’. Agricultural universities, 
set up after the model of American land- 
grant colleges, had initiated the process of 
shaping Indian expertise under American 
guidance. Although these universities were 
not in a position to provide the kind of 
opportunities of close interaction between 
industrialists, engineers and farmers as the 
land-grant colleges in America had been 
opened to provide [Noble 1977), they had 
nevertheless begun to perform the simpler 
role of propagating the virtue and means of 
profit-seeking among the bigger farmers. 
The inevitable image of the capitalist farmer 
as a model lay embedded in the new 
knowledge and attitudes that agricultural 
universities and research organisations in 
India were to provide with American help, 
both in terms of training of experts and 
financial help. 

Education Commission 

The mid-1960s, and particularly the year 
1966, are also important in the history of 
post-independence education in India. The 
Education Commission (EC), popularly 
known as Kothari Commission after the 
name of its scientist chairman D S Kothari, 
was appointed in July 1964, and it submitted 
its report two years later in June 1966. No 
other report has received as much attention 
in the context of education as the Education 
Commission Report (ECR) has over these 
30 years since its submission. Us voluminous 
size - it runs into some 1,000 printed pages 
- justified by its all-encompasing frame of 
reference, and its association with J P Naik 
who served as its member-secretary, give it 
a unique place on the shelves of institutional 
and office libraries concerned with the 
planning and study of education. It constitutes 
a ‘whole’ perspective on education, in the 
sense that just about every stage and aspect 
of education is discussed by it, unlike the 
two major commission reports preceding it 
and the two others written afterwards. But 
what gives ECR its distinctive place in social 
history is its articulation of the agenda of 
modernisation. If one were to summarise its 
thousand pages in one word, the word would 
surely be ‘modernisation’. The title of the 
report, in fact, reveals this single most 
important theme by linking ‘education and 
national development’. Modernisation meant 
nation-building through development, and 
education was the prime instrument for this 
project in the discourse of the 196()s which 
the ECR signifies. Myrdal, an admirer of the 


ECR, summarised it by saying that it 
oivisaged a change in this attitudes and values 
of ‘the whole people’ under a socio-cultural 
revolution oriented towards modernisation 
(1970). 

The opening chapter of the BCR provides 
us with a hierarchy of national problems to 
which ‘national development’ must provide 
a remedy. Agricultural modernisation is the 
remedy for the first of these four key 
problems; self-sufficiency in food; eco¬ 
nomic growth and full employment; social 
and national integration; and political 
development. That this ordering is no 
coincidence or an editorial choice alone is 
clarified in the first sentence of the discussion; 
“The flrst and the most important of these 
(problems) is food”. This is followed by a 
quotation from Gandhi: “If God were to 
appear to India, he will have to take the form 
of a loaf of bread.” The paragraph then goes 
on to establish the importance of self- 
sufficiency by referring to the rate of increase 
in population. Using a 20-ycar perspective, 
the ^R says that even if the birth-rate is 
reduced by half, about 46 per cent of the 
1966 population will be added by 1986. “On 
the basis of present trends”, the report says, 
“in another 10-15 years, no country is likely 
to have a surplus of food to export”. Precisely 
what trends the EC had in mind is not clear, 
but the rhetorical value of this statement is 
indicated in the next sentence which says; 
“Even if such surpluses existed, we would 
have no resources to import the huge 
quantities of food required, or even to import 
the fertilisers needed”. The basis of giving 
top priority to food self-sufficiency thus 
stood verined: it is not “merely a desirable 
but a condition for survival” (p 4). 

The themcof self-sufficiency in food finds 
recurring mention throughout the first 
chapter, it is emphasised time and again that 
sel f-sufficiency in food can only be achieved 
by applying the principles of science to 
agriculture. The concept of science is seen 
as being synonymous with that of moder¬ 
nisation. Science-based technology is said 
to define the difference between traditional 
and modem societies. “In atraditional society 
production is based largely on empirical 
processes, experience, and trial and error, 
rather than on science; in a modern society, 
it is ba.sically rooted in science” (p 12). 
‘Science’ is treated here as an institution 
rather than as an approach to knowledge, or 
else it would be difficult to see why the 
empiricism of the so-called traditional 
societies, based on trial and error behaviour 
and experience, does not qualify to be called 
science. In the structure of meaning that the 
ECR builds for its argument, science is 
apparently a symbol, or rather a synecdoche 
in which a symbol stands for something 
much bigger of which it is a part. It is meant 
to remind us of a complex set of values 
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These values include a secular outlook, 
freedom from traditional ways of thinking, 
and faith in change. The last item is recorded 
with reference to the irreversability of the 
steps taken towards the goal of moderni¬ 
sation. The text says: “If one tinkers with 
the problems involved or tries to march with 
faltering steps, if one's commitments and 
convictions are half-hearted and faith is 
lacking, the new situation (ie, the situation 
representing the outcome of our efforts to 
modernise) may turn out to be worse than 
the old one" (p 32) (emphasis added). One 
can hardly miss the threat embedded in these 
words and its use to counter all doubts and 
debates that might be raised in the context 
of modernisation. Thirty years later today 
wecan notice how the discourse of scientific 
temper and modemisatior, was so dependent 
on the tenacity of faith in them. It is also 
clear that it was unable to accommodate the 
critics of modernisation despite according 
a place of honour to Mahatma Gandhi's 
words in the outset of the discussion on 
national development. 

The details of the EC's strategy for 
applying education towards achieving the 
goal of agricultural modernisation appear in 
Chapter XIV which is titled ‘Education for 
Agriculture'. Two major recommendations 
made in this chapter stand out. One concerns 
the promotion of specialised higher edu¬ 
cation in agriculture as a science by the 
establishment of an agriculture university in 
each .state and a related ancillary institutional 
structure. The other major recommendation 
IS to reject the Basic Education (BE) approach 
in favour of a general, academic elemen¬ 
tary education programme. It is easy to grasp 
the rationale for the first, for it is consistent 
with the EC's overall perspective on 
modernisation of agriculture The ECR lakes 
pains to elaborate on the requirements of 
modernisation in agriculture to the extent of 
projecting manpower requirements for 
trained ‘agriculturalists’. ie, graduate farmers, 
in the coming years. In this context, the ECR 
comes closer than in any other chapter to 
mentioning the ground reality or the socio¬ 
economic conditions in which educational 
development was to take place. As Malcom 
Adiseshiah pointed out in his foreword to 
Naik’s Education Commission and After 
(1982), the EC avoided the danger of falling 
between normative and positive positions 
by deliberately choosing the normative path. 
It is interesting to note that while projecting 
the manpower needs foi agricultural 
modernisation the EC saw fit to take the 
positive route by noticing the prevalence of 
a highly iniquitous distribution of land in 
Indian society. It is another, and of course 
a highly significant, matter that the 
distribution does not disturb the EC. It 
recognises that “at present there are nearly 
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50 million farms)” (p 669). This mild and 
brief acknowledgement is made in order to 
explain the projected figure of farmers who 
might become graduates in the next two 
decades; “If we assume that ownership will 
change at 3 per cent a year, this means nearly 
2,00,000 new farmers inheriting such farms 
every year. It seems reasonable to think that 
by 1986,1 inSOofthesemaybeanagriculture 
graduate” (p 669). This statement should 
suffice to reveal what role the EC envisaged 
for education in the context of the severely 
inequal access to land in rural society. The 
role was to enable the bigger landowners to 
enhance their material opportunities. 

This was the vision emb^ded in the new 
strategy of agricultural modernisation which 
was named a little later as the green revo¬ 
lution. That the ECR should be so happily 
reconciled to the green revolution strategy 
of rich landowners being given prionly 
attention in order to enable them to act as 
pace-setters is hardly surprising. Members 
of the EC’s agriculture education sub¬ 
committee included the representatives of 
just about every section of the establishment 
of agricultural lescaich. The agriculture 
universities at Pant Nagar and Bangalore, 
the Indian Agriculture Research Institute, 
the Indian Council of Agriculture Research, 
and the Fcrtilisei Asswiation of India were 
among the organisations represented in the 
sub-committee. The RockefellerFoundation, 
which had been active in supporting 
agricultural modernisation research in Latin 
America and Asia, was also represented in 
the EC s sub-committee. Although the I ndian 
agriculture research apparatus as a whole 
had developed under American guidance, 
the Rockefeller Foundation's presence in 
India at the time needs to be appreciated 
for its own sake. In collaboration with the 
Indian Council for Agricultural Research, 
the Rockefeller Foundation had been 
promoting research for the production of 
high-yielding vancties of staple crops in 
India, particularly wheat. By the time the EC 
was established, the foundation had re¬ 
ported exciting breakthroughs in similar 
programmes in Mexico and the Philippines 
The central theme of these success stories 
was the new wheat plant’s ability to gur.zic 
chemical fertilisers along with water with¬ 
out falling over. Only very resolutely neutral 
students of post-war economic history can 
doubt that the edifice of the new knowledge 
and research in agriculture was constructed 
at least partly to boost the interests of 
American fertiliser industry, and not just to 
protect the earth's poor from hunger. The 
final thing worth noticing in the compo¬ 
sition of the EC’s sub-committee on 
agriculture education was the complete 
absence of anyone representing Gandhian 
mral institutions. A liberal approach to 
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education would surely have taken the 
existence of these institutions into account, 
especially when the group was going to 
deliberate on the fate of basic education as 
a model for elementary-level schooling. We 
can legitimately suspect that Gandhians were 
kept out of the sub-committee in order to 
avoid any dilution that might occur due to 
their presence in the course charted for rural 
education in general and agriculture 
education in particular. 

Basic Education 

The EC’s stand against basic education is 
recorded in the subsection entitled Agn- 
cultural Education in Schools (Classes 1 to 
X)’. This subsection starts by taking note 
of the prevailing position of agnculture- 
relatcd instruction in pnmary schools as a 
craft in Uttar Proidesh, Gujarat and 
Maharashtra. Ilicsc three states arc singled 
out as instances on the ground that in the 
remaining states the number of schools 
offering agriculture education as a ‘craft* - 
an essential part of the diction ot basic 
education - is less than the proportion in 
Maharashtra. By choosing Maharashtra as 
the lower cut-off point foi portraying the 
limited achievement of basic education, 
measured in terms of the inlnKluction of 
agriculture as a craft, the EC is able to ignore 
all othci 'jtales. Apparently, the liC chose 
this cditonal device in order to make basic 
education look a niinoi development. Also, 
in the vocabulary as.socialed with ba.sic 
education, all rural crafts were perceived as 
being related to agriculture and rural life. 
The primary craft around which a gieal deal 
of the basic school curriculum was siiuctiir- 
cd was weaving, which included spinning. 
By denying the relationship between weav¬ 
ing and agiiiulturc, the EC achieved 
two scmcntic purposes, one, minimising 
the spread of ba.sic education in the context 
of agricullurc-related education; two, 
promoting the new, modern concept ol 
agriculture as a craft unieUlcd to the diverse 
traditional crafts as.soc-.atccl with village lilc. 

Having dcmnnslratcd that the input made 
by basic education into direct training ot 
children m agriculture as a craft was so 
limited, the sub.section under discussion goes 
on to make its negative recommendation 
The words used lor this purpose arc so 
remarkably indirect and carefully chosen 
that they deserve to be quoted in lull. The 
quotation is also valuable for it ra'ords the 
thought processes involved in the withdrawal 
of official support for what was the only 
major attempt made in our country to move 
education away from its colonial legacy: 
As has been made clear at several places in 
the chapter, massive application of scientific 
knowledge and skills is basic to the 
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"Modernisation of our agriculture. We 
lecomniend, therefore, that the period which 
can be spent in schools should be utilised 
in imparting a sound general education, with 
particular emphasis on mathematics and the 
sciences. This, we feel, would be the best 
preparation for coping with Ihempidchanges 
that are bound tocharacterise our agriculture 
in future. It is because of these and other 
considerations that we have been unable to 
endorse the organisation of formal courses 
in the schools for educating the primary 
producer (p 6S9). 

Why did the EC choose such heavily cloaked 
words? Indeed, ‘being unable to endorse” 
is indirect enough, but “the organisation of 
formal courses in the schools for educating 
the primary producer” takes the cake for 
opacity in the history of official educational 
jargon. This long phrase has been used in 
lieu of ‘basic education’. As a scheme of 
instruction, basic education did indeed 
represent an organisation of formal courses 
aimed at training the child in a productive 
craft, but the point could have been made 
more simple. 

The reason for the EC’s choice of an 
indirect, opaque reference to basic education 
IS easy to surmise. It is simply the need to 
be politically acceptable. The association of 
Mahatma Gandhi's name with basic 
education had given it a halo and an extra- 
official status. It is not that progress in 
introducing the basic approach had achieved 
extraordinary speed anywhere, but the effort 
had had consistent official support and access 
to Plan funds. All of the first three Plan 
documents had discussed basic primary 
education with enthusiasm and a certain 
degree of imagination. The Second Five- 
Ycar Plan document (19S6-61), for instance, 
had mentioned the need to link basic schools 
with development activities taking place in 
the village. The Third Plan document (1961- 
66) repeats this and records the intention of 
converting all teacher training institutions 
into the basic approach. In contrast to this 
enthusiasm, the draft outline of the Fourth 
Plan, published in August 1966- that is, two 
months after the submission of ECR - has 
just a one-line mention of basic education: 
‘Basic education will be strengthened by 
developing carefully selected schools and 
introducing in other schools work-oriented 
curricula and citizenship training’ (p 314). 
This mention is consistent with the line 
taken by ECR in another section which we 
will presently discuss, namely, that of 
replacing basic education with ‘work 
experience’, suggesting that the two are the 
same. But even this brief mention of basic 
education disappeared in the final Fourth 
Plan document. 

The dispensability of Gandhi and his 
approach to education had a wider context. 
By the mid-1960s the legitimacy of Gandhi ’ s 
perspective on development was reduced to 


the minimum. It is a well-grounded popular 
belief that Nehru’s perspective on India’s 
development was antagonistic to that of 
Gandhi. In a recent review of Nehru’s 
policies, Parekh (1995) has argued that in 
the later part of his prime ministership, Nehru 
grew somewhat receptive towards the 
priorities and institutions associated with 
Gandhi. If this reading has validity, Nehru’s 
death marked the end of whatever token 
presence Gandhi’s recalcitrant legacy hadin 
the highest decision-making structures, in 
any case, the war with China had given a 
strong impetus to these structures for moving 
towards untrammelled modernisation of 
defence and defence-related scientific- 
industrial infrastructure. Needless to say, the 
urban intelligentsia, including the 
bureaucracy, agreed on this matter with the 
leaders of industry and trade. 

Many other changes took place in the 
early 1960s, symbolising the impending end 
of Gandhi’s utility as a reference point for 
determination of policy. In education, the 
setting up of the National Council for 
Educational Research and Training 
(NCERT) in 1962 marked the closure of a 
period in which Gandhi’s ideas in education 
were held as being important. The opening 
of central schools to cater to the needs of 
union government functionaries transferrabie 
throughout the country, and the establishment 
of the Central Board of Secondary Education 
(CBSE), were in harmony with the emerging 
ethos. These steps had a functional rationale, 
but they also had latent symbolic significance. 
They marked the consolidation of a national 
elite and the grant of freedom to it to transcend 
the constraints of local or provincial socio¬ 
economic realities. Theirexistence made the 
problems of decentralised planning in 
education - which had axiomatic importance 
in Gandhi’s approach - look irrelevant to 
progress. The use of ‘national’ and ‘central’ 
in the naming of these organisations permitted 
a disproportionate amount of funds to be 
spent on a privileged section of society. The 
naming also allowed them to tighten their 
hold over the symbolic inheritance of colonial 
rule. TTiis process of the final transfer of 
colonial symbolic assets to a national elite 
was most visible in the context of language. 
Contrary to the recommendation of every 
panel ever set by the government over the 
question of medium of instruction, the 
NCERT, the central schools, and the CBSF 
were able to patronise English whose 
continuation as an associate official language 
of the union was ratified in 1967. The use 
of English by these institutions had a 
functional justification, but the symbolic 
underpinnings of this justification were far 
more significant if seen against the 
background of the political and economic 
forces vying to shape the Indian nation in 
the 1960s. 


Writing of the ECR was a part ot this 
process of the creation of a national discourse 
on development. Its common-sense value 
lay in the fact that India needed a national 
system of education just as it had a national 
system of railways, postal services, and 
so on. What made the task in education 
somewhat inconvenient was the climate 
created by Gandhi ’ s idea of basic education, 
although the Zakir Hussain Committee had 
tried to give a ‘national’ label to it at the 
time of its inception. Both ,ts an ideology 
and as a scheme of instruction, basic edu¬ 
cation was not compatible with the demands 
that a nationally organised system might 
make Ideologically, it was .supposed to be 
sustained by local communities, local inarkcLs 
and the local environment. As a scheme of 
instruction, it was rooted in the idea that 
learning arises out of children’s interaction 
with the real world in their immediate 
vicinity. This interaction was suppo.scd to 
be guided and enriched by the u.se of the 
local language, UKally available material, 
and the leaching of locally practised 
prixluctive skills. The teacher’s active mcni- 
bership of the community was a.ssumed, and 
where it was not possible (as in the case of 
someone brought in from elsewhere), a 
teacher wascxpectcd to achieve it by personal 
effort and participation. It was mainly due 
lo this concern that housing for the teacher 
was considered an essential part of the 
school design." Clearly, the concept of basic 
education could not be an attractive pro¬ 
position for invc.slmcnt of .scarce resources 
from the perspective ol the planneis of 
’naiional’ development. 

The phasing out of basic education is 
explained with a little less tight brevity 
elsewhere m the ECR. InChapier VIII, which 
IS about school curriculum, the rca.son why 
basic education needs to be substituted by 
the incorporation of work-cxpcricncc in a 
general academic curriculum is mentioned: 
The programme of basic education did 
involve work-experience lor all children in 
the primary schwils. though the activities 
proposed were concerned with Ihe 
indigenous craftsand the villagcemployment 
patterns. If m practice basic education has 
become largely frozen around ccriain crafts, 
there is no denying the fact that it always 
slres.sed Ihe vital principle of relating 
education to productivity. What is now 
needed is a reorientation of Ihe basic 
education programme to the needs of a 
.society that has to he tran.sformed with the 
help of science and technology. In other 
words, work-experience must be forward- 
looking in keeping with Ihe character ol the 
new social order Ip 351). 

This commentary suggestion that basic 
education was deficient in two respects: in 
getting confined to certain crafts, and two. 
m being incompatible with the promotion 
of science and technology. The list of work 
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expenences given »y tne bc is inneea long, 
consisting of some 16 activities for lower 
and upper primary stages alone. The last 
item on this list is 'work in the farm' (p 364). 
The chapter on agriculture and education, 
which we have discussed earlier, also 
mentions the need to orient the school 
curriculum towards agriculture, even in urban 
schools. This was supposed to be done not 
by introducing agriculture as a subject, but 
rather by orienting the existing courses in 
general science, biology, social studies and 
mathematics towards the rural environment 
and the problems facing ‘the Indian 
community' (p 660). These discussions do 
look a little incoherent, but the point 
conveyed iscicar: that acurriculum structured 
around the ideological preferences of basic 
education will be replaced by a general 
academic curriculum in which theexpenence 
of productive work will be given a place of 
sorts. The image of learners implied in this 
new alternative is that of ‘forward looking 
and progressive larmcrs' whose prototype, 
as we noted earlier, were to be found amongst 
“the third of the cultivators who now own 
more than half of the agricultural land” (p 
661) They were to serve as the initial 
demonstrators of the many tinancial benefits 
of the package known as 'improved farming 
practices; which included chemical fertilisers, 
pesticides, hybrid seeds, and the new farming 
machinery 

Our analysis implies that in the new climate 
ol ruial development priorities which the EC 
anticipated, the idea of equal opportunity 
was to be confined to education; in the 
material context, the decision lo give greater 
opportunity to the richer larmers had been 
taken. Its justification lay in the rhetoric 
which projected self-sufficiency in food as 
an isolated objective, and the application of 
science and technology - both in the form 
currently recognised by American agro¬ 
business-research apparatus - as the sole 
means of achieving it Thus, a sharp mismatch 
was enforced, planned deepening ot 
inequalities in the material opportunity 
simclure. and the projection of meritocratic 
equal opportunity in education. It is hardly 
suipnsing that the former plan made the 
latter thoroughly invalid. The green 
revolution strategy did indeed achieve self- 
sufficiency in one areaof food supply. namely 
cereal, but it exacerbated the stratification 
of rural society, most glaringly in the parts 
ot the country where it was applied most 
intensively, but elsewhere loo. It pauperised 
the middle-range peasant and forced the 
smaller peasant to become a landless labourer, 
a likely migrant to an urban slum. The trend 
was clear wiihin the first few years of the 
implementation of the agricultural moder¬ 
nisation stnitegy My the time the 1971 census 
was t.aken. the proportion of agricultural 
labourers in the rural population had 


increased oy as muen as 11 per cent over 
the last census: from 18.8 per cent to 29.9 
percent. As a commentary by Mehta (1973) 
noted, India was witnessing a concentration 
of land rather than its redistribution. 

Dc.stitution of the landless and small 
peasants, and prosperity of the big 
landowners became the norm, leading to. 
and being reinforced by, the increasing 
dominance of the large landowners in politics. 
The changes introduced in agricultural 
policies in the mid-1960s made a critical 
difference to the means by which the richer 
farmers could exercise their hegemony over 
the rest of the vi 11 age population. The changes 
that benefited them most included the 
provision of support pnees by the government 
foragricultural products, availability oferedit 
for purchase of hybrid seeds, chemical 
fertilisers, and farm machinery, and subsidies 
on the sale of fertilisers. The precise manner 
in which the bigger landowners (in many 
parts of the country they were the ex- 
zamindars and members of pnneely families) 
dominated the village political scene so as 
to corner the lion's share ot state benefits 
and new commercial opportunities differed 
from state to state. The picture in the Vindhy a- 
Oangeiic belt of the north was close to the 
one Srilal .Shukla portrayed in Raag Darhan 
(1968). The portrayal focu.ses on the absolute 
hold of a single family on the village co¬ 
operative society, the gram sahha. and the 
governing body ol the local college. Drawing 
on a case study of a village in the North Arcot 


oistnci 01 lamii iNaou, icunen tiw^j nas 
depicted the emergence of new dependencies 
even as old ones were getting eroded owing 
to the changes in agricultural prductivity. 
The new agriculture requires stable sources 
of water. Commercial selling of water by 
well-owners, according to this study, has 
sharply enhanced their power and status. 

One other aspect of the ECR's support for 
agricultural modernisation that was being 
intensified in the mid-l960.s is relevant to 
this discussion. In its opening chapter 
discussed earlier, the ECR had talked about 
the goal of providing every citizen with a 
balanced diet, without specifying what a 
balanced diet might mean. It appears that the 
concept of diet was changing in the 1960s, 
mainly on account of changes that were 
occurring in the culture of farming. Escobar 
(1995) has cited nutrition and balanced diet 
as important items of the post-war discourse 
of inlemational development agencies, the 
World Bank, and USAID. Lack of .scientific 
knowledge about nutritional requirements 
of the human body was projected as a major 
cultural deficiency respon.siblc lor poor 
socio-economic development m third world 
societies. A vast battery of adult education 
primers, school textbooks, extension services 
and media programmes was picssed into 
service in order to tell people what they must 
do to make their diet balanced. Inevitably, 
the exhortation revolved around the need to 
include eggs, meat and milk so that the diet 
would have enough protein, ronspictioiis 
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and we can guess why. Even as the new, 
scientific ‘knowledge’ of balanced diet was 
spreading, the most important source of 
balance in the Indian diet was diminishing 
under the auspices of the green revolution. 
Bardhan has pointed out that in the post¬ 
green revolution period the “production of 
pulses, a major source of protein for the 
poor, has largely been stagnant’’ (1984:11). 
Between the early 1960s and the early 1970s 
the area under pulse cultivation declined 
by two and a half million acres, resulting in 
a drop in the per capita availability of 
pulses.'* To fully grasp the meaning of this 
phenomenon, we need to recognise that 
pulses facilitate the absorption of cereal 
protein by providing amino acids which 
complement the ones found in cereals such 
as wheat and rice. It is the combination that 
makes the protein available in a ccreal-pul.se 
diet balanced. Lappe and Collins (1978) 
have called it ‘usable’ protein and have 
treated it as an index of the quality of protein. 
They say: 

Thus, if green revolution displaces legumes 
in the traditional diet, not only docs the 
overall protein intake fall, since legumes 
have two or four times the protein content 
of grain, but just as critical, the balanceJ 
Lumhination of grains and legumes that 
improves the biological usability of protein 
IS also undcrciil (1978: 153) 

From this perspective, wc have not even 
begun to perceive the nutritional impact of 
the agricultural modernisation strategy 
associated with the green revolution. The 
reason why this strategy proved so detri¬ 
mental to pulse production was at least 
initially the simple fact ol farmers being 
coaxed to devote their best lands to high- 
yiclding varieties of wheat and cash crops. 
With the increase ofcanal irrigation, seepage 
made a great number of pulse prcxlucing 
areas unfit for this purpose. 

CoNfl.llSION 

The EC had talked about a “larger way 
of life and a wider variety of choices’’ (p 
33) as a major promise of modernisation. 
The changes brought about in people's 
dietary options - we have examined just one 
out of many - by the green revolution strategy 
of agricultural modernisation can be seen in 
that manner too, and the nutritional 
implications of these changes can be ignored 
or treated in a simplistic manner. That would 
be ip keeping with the style of analysis 
customarily applied to India’s agricultural 
rntxlcrnisation in the context ot the use of 
chemical fertilisers, pesticides, and hybrid 
seeds which depend on them and on heavy 
irrigation. Barring exceptions,'" agricultural 
economists have treated an increase in 
fertiliser u.se per acre, for example, as an 
indicator of progress, completely ignoring 


iiic impact oi leniiiser-anvcn proaucuviiy 
on the natural fertility of the soil. Nadkarni 
(1991) has noted the recent trend of decline 
in the rate at which productivity of land had 
increased in the early phase of the intensive 
use of chemical fertili.scr$. It is a disturbing 
fact that economists have generally failed 
to show an interest in such obvious aspects 
of agticultural and economic growth as 
depletion of the phy.sical environment, the 
misery caused by displacement of massive 
numbers of people due to large-scale 
irrigation schemes involving big dams and 
canal works, and migration to metropolitan 
slums as a result of pauperisation. 

Given the narrow limits within which the 
process of India's agncultural modernisation 
has been examined, it is hardly surprising 
that its impact on children’s lives has not 
been a subject of discussion or debate." This 
paper has made an attempt to show how the 
EC?’s wholesale espousal of the 
modernisation package involved the 
jettisoning of basic education in favour of 
a return to general, academic elementary 
education. It can be argued that the EC was 
advocating a new type of general elementary 
education for rural children, not a return to 
the old colonial mode which basic education 
had started to erode. It can also be argued 
that EC’s modcmi.st vision of an activity- 
centred academic education for rural children 
did not materialise because of inadequate 
funds and the lack of political will. A 
commitment to educational development by 
the state and central governments was one 
of the assumptions made by the EC: a stable 
political environment was another major 
assumption." If these assumptions proved 
fal.se, we can hardly blame history for that: 
rather, wc must ask if the purely normative 
discourse of educational planning, which 
the EC excinpiiricd in such perfection, is a 
valid preparation for change. In the absence 
of a rcali.stic estimate of what could he 
expected in the emerging socio-economic 
and political scenario in the mid-l96()s. the 
general and academic elementary education 
programme recommended by the EC in 
place of basic education certainly proved 
detrimental to the spread ot education in 
rural India. The persistence of a high drop¬ 
out rate, with almost no change m over three 
decades which have passed since the 
submission of EC, is a proof of this 
conclusion, although its detailed vcriticaiion 
must wait for further re.search. 

Notes 

1 See Frankcl (1978) fur a detailed discussion 

2 Fur reports on studcnl agitation.s, see Kio- 
nomic mid Poliiicat Weekh, August 27, 
October 8 and October 1.5. 1966 For an 
editorial comment, see the issue of October 
I. 1966 

3 According to K N .Sharma's ‘.Self-reliance 


unaaia \ct <mmmcunarauncai neeiuy. voi 
2. No .50, 1967, pp 2209-11), the total PL- 
480 assistance to India up to March 1966 
amounted to mote than one-third of the money 
supply with the public os a whole in India. 

4 For a discussion providing a historical 
overview on post-independence Indian 
economy, see Kurien (1992). 

5 The reference is to the agrarian reforms 
attempted under l^zaro Cardenas which were 
followed by a counter-revolution of sorts in 
the I94()s with the arrival of Amencon agro¬ 
research enterpri.se backing American 
agrobusiness 

6 An clahuralc account is available in Frankcl 
(1978). 

7 G K Amra provide a counter-view in his 
review in The Bixik Review, August 1995 

8 The only official cuminillee locxpre.ss anxiety 
about primary teachers' housing in posi- 
indcpendence ediicalional history was set up 
some time in the I95()s. Its dcliterations are 
documented in Report on Fnmarv Junior 
Riisif Siltooh (Nulional Building 
Organisation, Ministiy of Works and Housing. 
New Delhi, undated) 

9 .Sec Lappe and Collins (1978), 

10 Three exceptions are Narindai .Singh 
tRconomus and the Criii.v of .turvivul.OVP, 
New Delhi. 1976. and The Kevnruon l-alloul, 
.S,-igc. New ITcIhi. 19<)6). M V Nadknini (1991), 
and H M Desarda (see his ‘Towards an 
Allcmalive Vision'. paper presented at Indian 
Instiiiile of Munagciiienl. Ahnicilahad. in a 
seminar on agiiciilluial devclopmenial 
perspectives. June 13-15, I99fi) 

11 For an early allcnipt. see iny Rtij, Swnoi our 
Shiktim (1978, rev cd Kajkamal. New IXdhi. 
1991) 

12 Adiscshiah cnuiiicraies these and other 
assuinplions in Ins foieword to Naik (1982) 
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ISavagiiig the Civilised 

Verrier Elwin and die IHbal Question in Late Colonial India 


Ramachandra Guha 

In the huge collection of the records of the All India Congress Committee, housed at the Nehru Memorial Museum 
in New Delhi, one is hard put to find a reference to tribals - this in contrast to the attention paid to women, untouchables 
and religious minorities. Curiously, this absence in the official nationalist archive is reproduced by the radical 
historiography of our times, which - like the Congress nationalists it sets itself in opposition to - has had scarcely 
a word to say about tribals, this in contrast to the dozens of exegeses, scholarly and polemical, it has provided on 
the prehistory of the communal question, the caste question, or the women's question. 

In addressing this neglect, the present essay approaches the tribal question in colonial India through the work 
and writings of Verrier Elwin. By 1940 or thereabouts. Elwin had become the most important .single influence through 
whom urban Indians had got to know oj their tribal countrymen: their culture, their way of life, their poverty and 
their vulnerability. His work for the tribes was widely known and widely discussed, fervently praised as well as 
vehemently attacked. This essay outlines Elwin's invention of the aboriginal and his forgotten hut not necessarily 
irrelevant debates with social workers, anthropologists and missionaries working on or with adivasis. 


I 

N 1932, a radical English priest and writer 
noved to a village in central India to 
;onimence social work among Gond tribals. 
\ dissenter within his Church, an admirer 
)f Mahatma Gandhi who .saw himself as a 
British-bom Indian', Verrier Elwin had 
:ome to serve the most disadvantaged and 
east visible of India's poor, in an early essay 
'rom his new home. Elwin called attention 
o the neglect by the national movement of 
he predicament of the tribes. 'Hill and forest 
ribes', he remarked, were a ‘despised and 
:aIlously ignored' group. Their problem was 
IS urgent as that of the untouchables; society 
lad sinned against them as grievously, and 
ret 

the one has become a problem of all-India 
importance: the other remains buried in 
oblivion. Indian national workers and 
reformers - with the exception of the heroic 
little band associated with the Bhil Seva 
Mandal - have neglected the tribes 
shamefully. The Congress has neglected 
them. The Liberals have neglected them. 
The Khadi workers have neglected them.' 

Two years later, the British parliament 
passed theGovemment of India Act of 1935. 
This act was designed to hasten the transition 
to self-government, in the first place through 
the constitution of provincial legislatures 
and ministries based on a limited franchise. 
But the act also contained two provisions 
whereby certain tracts, with predominantly 
tribal populations, were to be known as 
'Excluded' and ‘Partially Excluded' areas. 
These areas were to be insulated from the 
control of the Indian legislatures and 
ministries, and left in direct charge of the 
governor of the province (always British, 
usually an ICS officer). 


Some British politicians saw the provisions 
as vital in protecting the tribals from their 
Hindu neighbours. Conservative MPs, 
supporting the clauses in the Hou.se of 
Commons, said they would save the tribes 
from ‘being converted from good Nagas or 
whatever they arc into bad Hindus'. But the 
tribals were not to be deprived of the 
‘decencies of Chnstian civilisation'. As one 
member. Colonel Wedgwood, put it, "the 
best hope for backward tribes everywhere 
are the missionaries. The missionaries and 
the British government together give these 
people a chance”. Winston Churchill, that 
doughty opponent of freedom for subject 
peoples, made common cau.se with these 
MPs. ‘‘I take as much interest in the fortunes 
of the white people in India", he remarked, 
‘‘as I would in these backward tribes. I feel 
just as disturbed about their police and 
security being handed over to a Government 
which I do not trust as the anthropological 
party represented here... arc about the handing 
over of the backward areas to a Government 
they do not tnist, .so that we are almost in 
the same party in this respect”.^ 

The creation of excluded areas, with their 
motivations thus made explicit, raised a storm 
in nationalist circles. A meeting of the 
Congress, held at Faizpur in September 1936, 
condemned it as ‘‘yet another attempt to 
divide the people of India into different 
groups, with unjustifiable and discriminatoi y 
treatment, to obstruct the growth of uniform 
democratic institutions in the country”. When 
the Congress formed provincial ministnes 
in 1937, it tried hard to abolish or dilute these 
provisions. The Bombay legislative 
assembly, in a unanimous resolution, said 
it was ‘‘outrageous to suggest that a 
constitutionally irresponsible Governor, 
almost certainly a non-Indian, can belter 


adminster these areas than a responsible 
Indian Cabinet can".’ The concept of 
excluded arcus was even mocked as a device 
of anthropologists to protect aboriginals as 
museum pieces for their .science.* 

Without perhaps intending it. the 
Government ol India Act was thus to spark 
a wideranging debate on the future of 
aboriginals in a free India How could one 
appropriately dclinc aboriginals and 
undersiuc'd their culture and way of lilc'> 
How were their i nteVesls to be best protected'.' 
At what pace and in what way should the 
state allow the contact of aboriginals with 
the outside world'.’ What were the respective 
roles in this regard ot administrators, 
politicians, anthro|)ologisls, missionaries and 
social workers'.' 

These were the questions that lay behind 
Verrier Klwin's own work between 1935, 
when the government of India Act was 
passed, and 1947, when India became an 
independent nation.Thcy are most evident 
perhaps in The AhorigmaLs (1943), a 
polemical tract directed at a wider public, 
yet F.lwin’s more scholarly studies also close 
with appeals to the I uturc rulers of free India. 
The liaiga (1939), a book that passionately 
defends the rights of tribals who practice 
‘bewar’ (swiddcii agriculture), a.sks ‘those 
who believe in Hume Rule' to ‘sec to it that 
the oiiginal owners of the country [i e, the 
aboriginals] arc given a tew privileges'; in 
this case, the full Irecdom of the forest. The 
last paiagraph of The. Agaria (1941) - a 
sympathetic account of a tribe of charcoal 
iron-smeltcrs crippled by high taxes and the 
coming in of modem steel - commends to 
Indian politicians the compassion shown to 
forest tribes by the great Emperor Ashoka. 
Even The Muria and their Ghoiul (1946) - 
unlike the other two books, in its theme far 
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time Uxtord don to formulate the tribal* 
question in its most striking and contentious 
fashion. 

n 

“The noble savage of North America is 
a very different character from the poor 
squalid Gond of central India: and not even 
the genius of a Longfellow or a Fenimore 
Cooper could throw a halo of sentiment over 
the latter and his surroundings”. Thus wrote 
James Forsyth, the soldier, forester and 
amateur ethnologist who roamed the hills of 
the Central Provinces in the middle decades 
of the last century.’ Verricr Elwin, who 
travelled in the tracks of Forsyth and often 
quoted him, was at first inclined to go along 
with this assessment. His early sketches of 
village life are conspicuous for their absence 
of sentiment, their stress on what the 
aboriginal" lacked rather than what he 
possessed. Take these verses from a poem 
written in the early 1930s, about a four-year- 
rid Gond girl who cannot go to school but 
must work from dawn to dusk in the fields: 

The luscious sweet she cannot taste. 

No joy she’ll ever see; 

A scanty rag about her waist 
Is her sole finery. 

And once I saw her stagger home 
Beneath a load of wood 
Laid on her back, so burdened that 
As though upon the Rood 


life he succeeded in throwing a halo of 
sentiment over it. His personality also 
underwent a transformation: once a 
moralising ascetic, he came to absorb the 
gaiety and zest for life of the people he lived 
with. The creeds of the Anglican Church and 
the Hindu Mahatma were both rejected in 
favour of a whole-hearted identification with 
the culture of the tribes. 

A self-taught and self-trained anthro¬ 
pologist, Elwin ranged widely over the Indian 
heartland, studying and writing about tribes 
in the British-ruled territories of Orissa, Bihar 
and the Central Provinces, as well as the 
large tribal chiefdom of Bastar. His travels 
bore fruit in a series of ethnographies and 
folklore collections for ‘academic’ 
consumption, and in numerous policy 
pamphlets, reports, and newspaper articles 
for a more general audience (he also published 
two novel-s). Through all of this work runs 
a contrast between the ‘pure’ and the 
‘decayed’ aboriginal, the latter corrupted by 
contact with civilisation. Elwin himselt docs 
not offer, in any one place, a succint definition 
of the first type, whom he both admired and 
identified with. In constructing a picture of 
Elwin’s ’pure' aboriginal,! haverclicdalinost 
exclusively on his writings in the years 
leading up to Indian independence (roughly, 
1939 to 1947). This was a time when he 
came to regard him.sclf as a spokesman not 
merely of the Gonds of Mandla. but ol the 
20 million tribals of central India. 


removed from matters ol state policy - 
suggests that the Indian ideal of human love 
lies equally behind the tribal dormitory 
(ghotul) as it does behind ancient Hindu 
sculpture and painting - the hills and forests 
where the ghotul held sway “hold a rich 
human treasure, natural to [India’s) soil, part 
of her great culture”.’ 

But in the run-up to Indian independence. 
It was not Elwin alone who was concerned 
with the tribes. After the elections of 1937, 
Congress governments, while urging the 
scrapping of ’Excluded Areas’, com¬ 
missioned a scries of reports on the condition 
of the tribes, in belated recognition of a long 
neglect. Christian missionaries and university 
anthropologists also contributed to this spurt 
of interest, while in Bihar a militant 
movement to distinguish aboriginals from 
Hindus was taking shape under Jaipal Singh, 
a tribal who had been up at Oxford at the 
same time as Elwin. Here were many different 
points of view with regard to the tribes, and 
many different social agendas. It was a 
situation that lent itself to conflict and 
controversy, as Elwin was to find out. 

The controversies of the 1940s were to 
bring to centre stage the predicament of a 
people till that time ignored by social workers 
and politicians alike. In the huge collection 
of the records of the All India Congress 
Committee, housed at the Nehru Memorial 
Museum in New Delhi, one is hard put to 
find a reference to tribals - this in contrast 
to the attention paid to women, untouchables 
and religious minorities. Likewise, Pattabhi 
Sitaramayya’s golden jubilee History of the 
Indian National Congress (published in 
1935) contains no more than a fleeting 
reference or two to tribals, although the 
problems of women, lower castes and 
communal harmony are covered in depth. 
Curiously, this absence in the official 
nationalist archive is reproduced by the 
radical historiography of our times, which 
-like the Congress nationalists it sets itself 
in opposition to - has had scarcely a word 
to say about tribals, this in contrast to the 
dozens of exegeses, scholarly and polemical, 
it has provided on the prehistory of the 
communal question, the caste question, and 
the women’s question. 

In addressing this neglect, the present 
essay approaches those old, forgotten but 
not nece.ssarily irrelevant debates through 
the work and writings of Verricr Elwin. By 
1940 or thereabouts, Elwin had become the 
'most important single influence’ through 
whom urban Indians came to know of their 
tnbal countrymen; their culture, their way 
of life, their poverty and their vulnerability,* 
His work for the tribes was widely known 
and widely discussed, fervently praised as 
well as vehemently attacked. In one of 
those paradoxes in which the history of 
anthropology abounds, it fell to this one- 


Befure that little child I saw 
The form of one who bowed 
Beneath another load, and walked 
Amidst an angry crowd." 

Elwin’s first writings from Mandla are 
marked by this Christian belief that the meek 
shall inherit the earth. The Gonds are 
dignified, if at all, by their suffering and 
quiet courage in the face of adversity. For 
this Englishman had come to the forest as 
an Improver, attempting to ‘teach a primitive 
group the best things about civilisation’.'* 
His agenda borrowed freely from Gandhism 
and from European traditions of social work, 
incorporating temperance, education, health 
and sanitation - premised on the belief that 
the Gonds had all to learn and little to teach. 
But the more he lived with and among tribals, 
the more Elwin came to view their culture 
in positive terms. Behind this transition lay 
a growing familiarity with their language, 
a fuller appreciation of theirlifeand thought, 
and pc I'haps most decisively, his marriage, 
in April 1940, to one of them. Within a 
decade of his move to Mandla, Elwin had 
put in place his incisive critique of modern 
civilisation - and corresponding regard for 
tribal values - that was to become his 
trademark. Although he remained deeply 
pessimistic about its future, there is little 
doubt that in his later portrayals of aboriginal 


III 

Mr Verricr Elwin 
De.serves and may well win 
Renown in the world of letters 
For recording the life of our 
moral betters. 

Bombay journalist, c 1940 

Perhaps the first thing that distinguished 
Verrier Elwin’s aboriginal was his love of 
Nature, The forest provided him food, fruit, 
medicine; materials for housing and 
agriculture; birds and animals for the pot. 
The significance of the fore.st was economic 
as much as cultural, practical as well as 
symbolic. All tribals had an intimate 
knowledge of wild plants and animals; some 
could even read the great volume t<f Nature 
like an ’open book’. Swidden agriculturists, 
for whom forest and farm shaded 
imperceptibly into each other, had an especial 
bond with the natural world. Both the Baiga 
and the Muria liked to think of themselves 
as children of ‘Dharti Mata', Mother Earth, 
fed and loved by her. The forest was also 
a setting for romance, the ideal trysting- 
place for lovers. The Gond’s idea of heaven 
was ‘miles and miles of forest without any 
forest-guards’; his idea of hell, ‘miles and 
miles of forest without any mahua trees’." 
Elwin’s ethnographies are peppered with 
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tetercnces to tne aoonginai's love tor the 
forest, a ‘world which is as varied as human 
life'. Contact with the abundance and variety 
of nature might, indeed, still human feelings 
of competition and envy. In one of his novels, 
a group of villagers go on an expedition to 
pick wild mangoes from the jungle. At day's 
end, ‘half the village was sucking mangoes; 
the voice of envy and scandal was hushed: 
there were no quarrels that day; the witches 
rested from their labours; they were possessed 
by the wild free spirit of the forest, filled 
with delight in the most precious of its 
fruits'.'^ 

The high place of their women also set 
the aboriginals apart from more civilised 
societies. Among the Mandla Gonds (whom 
Elwin knew best of all), the woman was ‘the 
real ruler of the hou.se’. As for the Baiga 
woman, “she generally chooses her husband 
and changes him at will; she may dance in 
public; she may take her wares to the bazaar 
and open her own shop there...; she may 
drink and smoke in her husband’s presence" 
- freedoms all generally denied to the caste 
Hindu woman.” Here the Baiga were no 
exception, for in most tribal societies 

the woman holds a high and honourable 
place. She goes proudly free about the 
countryside. In field and forest she labours 
in happy companionship with her husband. 
She is not subjected to early child-bearing; 
she IS married when she is mature, and if 
her marriage is a failure (which it seldom 
is) she has the right of divorce. The 
lamentable restrictions of widowhood do 
not await her; should her husband die, she 
is allowed, even enjoined, to remarry: and 
in many tribes she may inherit property. Her 
free and open life fills her mind with poetry 
and sharpens her tongue with wit. As a 
companion she is humourous and interesting; 
as a wife devoted; as a mother, heroic in the 
service of her children.''* 

This, apparently, was a feminism almost 
fiilly realised. It explained in turn the open, 
unaffected atttitude of the aboriginal towards 
sex. Working with the Baiga, Elwin was 
struck by the absence of sexual dreams. He 
traced this to the culture of the tribe, where 
'the fine and delicate perceptions and delights 
of a moderate sexuality arc preserved’, this 
in contrast to the ‘middle class, Puritan 
European atmosphere in which Freud formed 
his theory of repression and the interpretation 
of dreams’.” 

These themes arc developed more fully 
in the 700 pages of The Muria and their 
Ghotul. Here the anthropologist presented 
the village dormitory - to civilised eyes a 
bed of sin and promiscuity - as the ideal 
preparation for stable, adult marriage. In the 
ghotul, sex was playful, the best of all games; 
neither too intense, nor defiled by 
possessiveness and jealousy. Unlike in more 
complex societies where many marriages 


fell apart on the first night, among the Muna 
both husband and wife, finely trained by the 
ghotul in the sexual arts and virtues, were 
fully prepared when they crossed the 
threshold. Moreover, tribal practice tended 
to confirm the position of the woman. Where 
in Europe sex was regarded as the man's 
pri vi lege and the woman’s duly, i n aboriginal 
India sex was more often the man’sobligation 
and the woman’s right, her ‘compensation 
for the embarassment of menstruation and 
the pains of child-bearing’. 

Theexuberant loveof children also marked 
out the aboriginal from the Hindu and the 
European. ‘The child is the God of the 
house’, said a Baiga woman. ‘The greatest 
love in the world is the love of children’, 
said a Baiga man. Fathers were often to be 
seen carrying a child in their arms, kissing 
and fondling it. The child of the forest grew 
up to dread not the father (who was no kind 
of tyrant) but forest guards, police officials, 
and ghosts.The tribals’ demonstrative love 
fur children, and theii tolerance of 
misbehaviour, were in contrast to the austere 
aloofness of the European adult. Nor did the 
tribals have any of the Hindu's passionate 
longing for boys, adoring, equally, babies 
of either sex. As for the children themselves, 
they exhibited, early on, the absence of the 
acquisitive instinct. Arriving in a village 
with a box of toys, the anthropologist found 
that “none of the Gond children show signs 
of wanting to possess toys for themselves, 
but the more sophisticated Hindu children, 
however, weep vociferously on finding they 
can’t have them’.” 

The anthropologist was also attracted by 
the fundamental longing for unity and 
solidarity which permeated aboriginal life. 
This was expFes.sed in the great festivals 
where the tribals ate, drank, sang and danced 
together, and in other ways too. The Baiga 
village, where all houses were built around 
a common square, exemplified for Elwin the 
‘friendly, open-hearted, honest communistic 
nature of the tribe’. The Muria ghotul was 
a ‘compact, loyal, friendly little republic', 
its members united by a ‘large, generous 
corporate romance’. Forthe aboriginal, tribal 
solidarity was the ‘supreme good’, 
individualism the 'great sin’. Thus the 
absence of theft, adultery, quarrel or the 
shirking of work, of anything that might 
threaten or uttdermine the unity and collecti >' e 
interests of the community.” 

In the aboriginal India of Verrier Elwin’s 
presentation, fraternity went hand in hand 
with equality. ‘‘In the spirit of economic 
fellowship and the tradition of communal 
living ’, he once remarked, “some primitive 
villages are a hundred years ahead of the 
modern world”. Economic assets like land 
were, in general, equally distributed or held 
in common. More striking was the spirit of 
political equality, with decisions affecting 


the village or tribe taken by consensus rather 
than by a single spokesman. Here too the 
ghotul was a microcosm of a wider belief, 
where “everyone is equal, rich or poor, the 
son of priest, headman or landlord, all are 
one in this fellowship which knows no 
wealth-distinction or privilege of inherited 
rank’’.” 

Equality, yes, but not a dull uniformity. 
The cultural richness of tribal life was 
manifest in their varied forms of recreation 
- numerous games of their own devising, 
story-telling, pociry, .-irt, and. above all, music 
and dance - all of which “enliven village 
life and redeem it from the crushing 
monotony that is its normal characteristic in 
other pans of India”. The Muna ot Bastar 
might appear poor to the outside eye, but 
in fact they had a “full rich life; every day 
brings its delightful and absorbing pursuits; 
at least twice a numth there is a sharp break 
in the monotony, the colour and music of 
a lestival, ihe excitement of a hunt, the 
romance of a dancing expedilion - and all 
the time, if you are young, there is the ghotul 
which you would nut exchange for any offer 
of maienal wealth”.'"’ 

The gaiety of aboriginal lifecamc through 
most vividly in their love of Ihe dance. The 
dance was m itself an index of the vitality 
of tribal life: without it, wrote Elwin, 

tribal life sinks into utter monotony . The 
tribesmen like their recreation to have a kick 
in It. and they find small cunsolalion in 
missionary ica-parlicsoi Congress meetings 
lo discuss agricultural reforms Withoul the 
dance, the tiihesmen is overwhelmed wiih 
boredom, he is swallowed by his work and 
his anxieties, there is no tower into which 
he can e.scapc ’’ 

Thc.se arc then the tore elements in Elwin’s 
celebration of tribal life; the identity with 
Nature, the honoured place ot women, a 
joyful attitude towards sex, the love of 
children, a strong sense ol community and 
equality, gaiety and vancty in forms of 
recreation. This celebration was at the .same 
time an indictment both of modern Western 
Cl vili,sation and Hindu caste .society, cultures 
characterised by the oppression of women, 
social hierarchy, the .spirit of competiii vencss, 
aggression, and sexual repression. As Elwin 
wrote in 1943, Indian tribesmen 

do not cheat and exploit the poor and the 
weak. They are mostly ignorant ot caste and 
race prejudice They do not piustitute their 
women or degrade them by foolish laws and 
cu.stoms. They do not form ihem.scives into 
anmes and destroy one another by foul 
chemical means. They do not tell pompous 
lies over the radio Many of their darkest 
sins arc simply the result of ignt.rance. A 
few of them are cruel and savage, but the 
majority arc kind and loving, admirable in 
their home, steadfast in their tribal loyalties, 
manly, independent, honourable 
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inis IS in tact tne last paragraph oi a nooK 
on murder and suicide among the Maria 
Gonds of Bastar. When dealing with the 
darker side of tribal life. Elwin liked to put 
matters in perspective, by contrasting 
aboriginal practices with civilised ones. For 
him, the rigour of the witch-hunt or the 
punishment for witch-craft among the Baiga 
(usually a beating) could not 'match the 
savagery of the Middle Ages in Europe’. 
Likewise, the punishment for violating the 
rules of the ghotui merely involved the loss 
of dignity with only a little di.scomfoit: absent 
was the ‘sharp, abrupt sting ot corporal 
punishment so familiar to the European 
schoolboy’, intolerable to the gentle Muria 
would be 'the catastrophic decisiveness of 
a flogging’. Again, where in modem society 
murders were overwhelmingly for gain, 
among Indian aboriginals they originated in 
disputes over rights and privileges (whether 
over land or women), ‘rather than as a desire 
for possession'. in a characteristic comment 
on the hypocricy of the civilised, he notes: 
“We today regard it as a great crime to kill 
our own fathers and children: but even the 
most civilised European nation - whichever 
that might be - regards it as rather glorious 
to kill the fathers and children of others m 
war".” 

To the civilised mind, primitive .society 
is violent in the extreme - plagued by endemic 
strife, lacking the orderly rules of conduct 
and humane values believed to be the 
hallmark of our own society. Writing in the 
midst of the mo,st savage war in human 
history, Elwin could neatly turn conventional 
wisdom on its head. In his view the aboriginal 
was more likely to be [leaceful and un- 
contentious, modem man more predisposed 
to killing and brutality. Thus the Nagas 
shared with the advanced nations of Europe 
the cu.stoms of head-hunting and human 
sacrifice, with this difference: ‘that the poor 
abongmal sacrifices only one or two human 
beings in the name of his gods, while the 
great nations offer up millions in the name 
of empire and enlightenment’. In his study 
of primitive iron-.smelting, published in 1942, 
Elwin contrasted the ‘millions of tons of 
death-dealing steel employed in modern 
battle' to the ‘few thousand tons smelted 
annually in theclay furnace' of central India’, 
used to make ploughs and harrows that raised 
rich crops in the Maikal Hills. ‘‘This 
abongmal iron has brought the law of plenty 
to the jungle”, he remarked, while “that 
civilised iron is bringing the law of the 
jungle to the lands of plenty’’.” 

The Baiga, remarked Elwin in his great 
bonk on that tribe, ‘know little of civilisation 
and think little of it’. He himself knew a great 
deal about civilisation, and yet thought little 
of It. in this .sense he might be said to 
exemplify the ideology of ‘cultural 
primitivism’, defined by A O Lovejoy and 


George Boas as the 'discontent ofthecivilised 
with civilisation, or with .some conspicuous 
and characteristic featureof it’I^miti vism 
has of course been one of the most enduring 
strands in European thought; in the words 
of a recent commentator, Tzvetan Todorov, 
It is ‘less the de.scription of a reality than 
the formulation of an ideal 
Elwin’s own espousal of cultural 
primitivism was not, of course, wholly an 
invention. For one thing, theGond, the Baiga 
and the Agaria all believed that the past had 
been better than the present, that there had 
truly once been a Golden Age when their 
kings ruled, their powers of magic and healing 
were unimpaired, their beloved bewar and 
iron smelting freely pursued. Elwin’s attack 
on civilisation was also splendidly timed, 
for with the long shadow of Nazism cast 
across the warring nations of Europe, the 
primitivist could effectively challenge a view 
of human progress in which savages in the 
forest were placed at the bottom of the 
hierarchy and modern European society at 
the apex. 

Most of all, Verrier Elwin is to be 
distinguished from other primitivists in that 
he actually lived with the communities whose 
culture he .so vigorously celebrated. For the 
narrator of primitivist reveries has always 
had the choice ‘to return, at the end of his 
sojourn, to the highly civilised countnes he 
came from’. From Vespucci toChateaubriand 
down to the anthropologists of the 20th 
century, the European traveller in search of 
the exotic invariably goes back to where he 
came from.” But Elwin was a different type 
altogether, who lived with the pnmitives, 
loved with them, and therefore defended 
them. .Strikingly, Elwin recognised both the 
tradition he came from as well as hisdeparture 
from It. He once remarked, with regard to 
the fascination for the primitive of European 
poets and philosophers, that ‘‘not many of 
those who wrote so eloquently of the return 
to nature were prepared, however, to take 
the journey themselves, at least not without 
a return ticket’’.” He was one of the very 
few who did. 

IV 

The undermining of old-established 
authority, of tribal morals and customs tends 
on the one hand completely to demoralise 
the natives and to make them unamenable 
to any law or rule, while on the other hand, 
by destioying the whole fabric of tribal life, 
it deprives them of many ot their most 
cherished diversions, ways of enjoying life, 
and social pleasures. Now once you make 
life unattractive for a man, whether savage 
orciviliscd.youcut the taprootof his vitality. 
The rapid dying out of native races is, I am 
deeply convinced, due more to wanton 
interference with their pleasures and normal 
occupations, to the marring of their joy of 


life as they conceive it, than to any other 
cause. 

Bronislaw Malinowski 

At the time of which I write, the 1940s, 
the ‘primitive’ and the ‘civilised’ were not 
merely two alternate worldviews, but two 
social systems coming into continually closer 
contact. This was a hopelessly one-sided 
encounter, in which the aboriginal stood to 
lose his lands and his forests, his culture and 
his self-esteem. 

Whenever he roamed in Bastar, the Central 
Provinces or in Orissa, Verrier Elwin 
discovered deep differences between tribal 
communities relatively untouched by the 
outside world and those that had been 
radically affected by it. In the Orissa districts 
of Ganjam and Koraput he found one class 
of aboriginals who were ‘‘poor, miserable 
and disea.scd... They have lust their standards; 
they no longer have the beauty and dignity 
of an ordered coherent culture to support 
them; they are adrift in a modern world that 
so far has done little to afford them 
anchorage”. But travelling in the interior 
hills one got “a very different picture. Here 
we find living in almost unfettered freedom 
and in the enjoyment of ancient and 
characteristic institutions some of the most 
ancient people of India... These people have 
maintained their morale and their will to 
happiness. Geographical factors have 
protected them and still contribute much to 
their well-being”. 

Sometimes one found this contrast amongst 
different sections of the same tribe. Thus 
among the Baiga it was 

most instructive to go straight from a bewar- 
cutting jungle village in the wilds of Pandaria 
to a village by the roadside in Mandia or 
Niwas. In the former, tribal life and 
organisation still retains its old vitality; you 
enter the village and at once you feel the 
stir and throb of communal energy; tribal 
life is an integrated whole, it makes sense, 
there are no gaps in it, it has nc insulated 
spots, everything is related and functions in 
its proper place. The people arc vigorous, 
independent, happy. But go to a semi- 
civilised Baiga village in Balaghat, Mandia 
or Niwas. The people might belong toanother 
race. Servile, obsequious, timid, of poor 
physique, their tribal life is ail to pieces. 
Parts of it, like the right to hunt and practice 
bewar, have been torn out by the roots. Some 
of their simple and innocent dances, under 
Hindu influence, have been given up. The 
souls of the people are soiled and grimy with 
the dust of passing motor-buses. In the 
village, you arc in the midst not of a living 
community but of a collection of isolated 
units. Tribal life and Uadition appear slightly 
ludicrous, even to the tribesmen themselves. 
And once that point is reached there is no 
hope for the tribe.*" 

It was only the tribal isolated in the 
highlands who really lived’, his religion 
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haracteristic and alive, his social 
irganisation unimpaired, his traditions of art 
nd dance unbroken, his mythology still 
■ital. “It has been .said”, wrote Elwin in July 
943, "that the hoot of the motor-hom would 
ound the kneil of the aboriginal tribes as 
uch; but now petrol rationing has stepped 
n to delay the funeral". In the “old days 
vhen there were neither roads nor motor- 
ars", he was told by a Ba-star tribal, “the 
iluria were honest, truthful and virtuous”." 

Even where their souls were not soiled 
irith the grime of passing motor-buses, the 
boriginals were assaulted by civili.satioii in 
lumerous other ways. British economic 
lolicies, favouring individual titles to 
iroperty and creating a market for land, had 
lelped dispossess thousands of tribal families 
ind placed many others in a position of 
londage to money-lenders. Forest and game 
aws had sharply reduced the access ot the 
iboriginal to the fruits of nature, and in some 
nstances (as where shifting cultivation was 
tanned) deprived them of their livelihood 
iltogether. The .suppression of the home 
listillery, forcing the tribal to buy alcohol 
iquor only from outlets licensed by the 
tatc, had brought him into contact with a 
nost 'degraded type of alien', the liquoi 
ontractor. The Indian Penal Code and the 
ndian Forest Act formed two pillars ot a 
nassive, alien system of jurisprudence which 
an counter to tribal custom, subjecti ng them 
o endless harassment at di.stant courts, at 
he hands of lawyers, lawyer's touts, and ill- 
nformed judges.” 

Where colonial policy worked thus to 
mpoverish the aboriginals, Hindu society, 
vhere it did penetrate tribal areas, attacked 
heir culture with equal ruthicssness. 
extended contact with Hindus crushed the 
iboriginals’ love of art, music and dance; 
aught them to worship alien gods and have 
'ontempt for their own; introduced child- 
narriage; constricted their 'generous hearts' 
vith the practice of untouchability; and 
mcouraged them to put their free and happy 
women in purdah.” 

This coliccti >'e deprivation had resulted in 
in acute psyschological trauma, a ‘loss ol 
lerve'. Facing economic decline and the 
lostility of the state, the Agaria dreamt that 
when he dug for iron he came up with stones 
nstead. The Baiga attributed the decline of 
lis powers of magic to having to take, 
drcibly, to the plough and ‘settled’ 
:ultivation. Most cynically of all. the Mandla 
jond believed that when the railway came. 
‘Annadeo, the God of food, ran away from 
he jungle. He sat in the tram and went to 
Bombay, and there he makes the | city | people 
fat”. This was a worldin which the livelihood 
.)f the aboriginals had been taken away, their 
:ulture crushed, and where even the gods 
lad turned against them. ‘Abika raj kalau. 
arka larki malau’ (The world of today is 


black, our boys and girls are like monkeys, 
degraded) remarked a Muna of Narayanpur, 
a comment that sums up Elwin's own view 
of the clash of cultures in aboriginal India. 

V 

But how tired I get of this abuminable 
civilisation. I oficn read that the next war 
will mean the end of European civilisation 
Well, will that matter' 

Verricr Elwin. in a Icitcr to his inolher, 
August 22, 10.^.5 

By the early 1940s, Verricr Elwin had 
emerged as an eloquent spokesman for the 
tribal communities of the Indian heartland. 
He nad by now realised his own untiticdness 
for social work Providing education and 
medical relict was not his line; these weie 
best left to Ins colleague Shamrao Hivalc, 
who ran on his own the schools and hospital 
they had set up in Mandla. “The pen is my 
chief weapon with which I fight lor my 
poor”, Elwin had written to an Italian friend 
in March I9.)K. He had jusi completed Ins 
hook on the Haiga. with its daring and 
controversial pioposals for creating a 
National Park to protect the tribe trom the 
corruptions of civilisation.” That work was 
only the first in a series of rich ethnographies 
and pamphlets through which Elwin touglit 
for his poor, the voiceless tribals ol central 
India. His mission is best explained in the 
preface to the most famous ol liis books. 
The Muna and their Ghoiiil. It was A E 
Housman's ambition, wrote Elwin, 

that one day a copy ol The Shropshiie Utd 
taken into battle should slop a bullet ainicd 
at a soldier's heart I have a similai desne 
for this, as loi all my other books, that'in 
the battle for existence which ihc Indian 
aboriginal now has to wage, il may pioicct 
him fiom some of the deadly shalts ol 
exploitation, interference and repicssion 
that civilisation .so conslanlly launches at 
his heart if this hook docs anything lo help 
the Muna to continue as they are today, 
free and innocent, I shall he content ” 

The Muria themselves were one ol the tribes 
Elwin felt to he in most iiigent need ol 
protection. At this time, he divided Indian 
aboriginals into three broad gtoupings. The 
smallest class comprised the tribal elite; 
aristtxrrats, lawyers and legislators, who had 
effecti vely won the battle of culture-contat •, 
assimilating themselves into civilised lilc 
without degradation or loss ot dignity Ai 
the other end of the spcciriiin were the 
isolated communities, the pure aboriginals 
who retained the characteristic elements of 
tribal life - these were the people who 
knew little ofcivilisation, and thought little 
of It. In between these two extremes lay 
the v.t,t majority of tribals. long subject 
10 Ihc inroads of civilisation yet unequipped 
to come lo terms with it; plagued by 


economic loss, moral degradation, and 
psychic despair. 

Elwin'‘ ptisition with regard to this last, 
most nuineious class is never very clear: 
whether to turn the clock back, or allow their 
fuller assiniilation into the dominant cultuie. 
Ai any event, he saw his work as being the 
protection ol the ‘real primitive' from the 
inioads ofcivilisation. 'Thus, in the closing 
pages of The Haiga he proposed the creation 
ot a N.itioiial Park, where Ihc Baiga would 
have the freedom lo hunt, tish and practice 
bewar. wiih the entiy ol non-abonginals 
prohibited The lenn 'National Park' was 
iintoiiiiiuile. toi tl led critics lo iinmediutcly 
accuse liini of wanting to put the tube into 
a /oo. to which the anthropologist, alone 
among outsiders, would have piivileged 
access As this ciilicisin has dogged the 
appreciation ot Elwin's woik right down to 
the piesenl.his own answer is woilh taking 
note of ''One ol the nioie loolish things that 
has been said aboul us recenlly", wrole td win 
in Maich 1942. 

is ih.i! we want lo keep the .ihoi igmal m a 
/oo This i.s paniciil.irly ungeiieious m our 
ease Eor wlial is Ihe meaning ot pulling an 
animal in the /oo’’ You take il away tioiii 
ils liome, you dc'prive it ol iis licedoin. and 
you luh II ol Ils natural diel and normal 
existence But my whole hie has been devoted 
to lighting loi llirfieedomol the ahorigiiials. 
to lesiore lo Ihem then aneeslial pingle and 
moiintaih eountiy which is ilieii home and 
to enable them lo live their own livcs.iohave 
iheii own diel, .ind to reliesh themselves 
with then li.idilional lecieations ” 

Elwin's ple.i. then, was loi civili.salioii to 
allow the aboriginals to live their lives in 
Ihe way they knew best '1 hisineaiil pioviding 
them secuiily ot land, the licedoni ol Ihe 
toresi..nidprotectionlioiiil.uidlords moiiey- 
lendeis,,mdsuhoidinaleollicials. Hequoles 
willi lelish an Orissa .ihoriginal who told 
him "We love oiii hills, we have always led 
on hull and rools and we don’l want lo 
change We cate nolhiiig lor liospiiuls and 
schools, all we want is oiii hills" '"This was 
a lieedoin denied by the British and Ihe 
Congiess, bill nol by the inoie syrnpalhelic 
ol Indianpiiiiecs Thcanlhropologis.'smcHlel 
was the ehieldoin ol Baslai. whose oflicials 
were respeclliil ol li ibal eustoni. where loresi 
laws were liberal, and wdicic local sell- 
governnienl (as in Ihe village panchayat 
system I w'as I irmly m place Eoi Elwin, Ihe 
|)rophylaclic and lemedial ine isuies taken 
by Ihe Baslai adtnmisti.ition had kept their 
tribesmen 'adignified and noble people’.'" 
Me himsell louiid it “most letieshiiig to go 
to Baslar from the relorm-stricken and 
barren disiricis ol the Central Provinces”. 
Evcryliinc he entered Ihesl.ite lioni British 
territory, he sceineil to hear the whole 
countryside biiisting into song around 
him 
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Elwin’s theory o( the state was simple and 
straightforward; all governments are bad, 
although some of their officials might be 
good. It was by keeping out the state, and 
puritan reformers, that El win hoped to protect 
his beloved aboriginal from the shafts that 
civilisation continually thrust at him. Here 
the pen was his chief, perhaps sole weapon; 
his life with the tnbals, his justification. 
Others, then and now, might question his 
authority to speak for 20 million Indians. 
One who acknowledged it fully was his 
friend and fellow anthropologist, W G 
Archer. Tlie poem which follows nicely 
captures Elwin's own contrast between the 
world of the primitive and the world of the 
civilised, and his preoccupation with 
protecting one from the inroads of the other: 

For Verrier Elwin 
by W G Archer 

Beyond the white fantastic mountains 
The war i.s fracturing the foreign cities 
The Western style makes toys of the dead 
And in the little brittle churches 
The girls are praying with long hair 
For the hours of the future and the sexless 
houses. 

Among your burning hilts, the lonely jungle 
Roars in the summer. The sterile land 
Rests; and news comes up like clouds 
While you are active in the needs of peace 
Saving the gestures ot the happy lovers 
The poems vivid as the tiger 
Faced with destruction from the septic plains 
And with your love and art delay 
The crawling agony and the death of the 
tribes 

VI 

Convinced that humanity and variety arc 
synonymous, Elwin has always condemned 
the busybodics who. be it in the name ot - 
religion or at the behest of politics, would 
impose on primitive innonence the 
standardised sophistications of mmlern 
civilisation, and just as in the old days he 
aroused the active hostility of many a British 
official by his open association with the 
movement for Indian independence, so now 
hisdisapproval of cumulative encroachments 
on the integrity of primitive culture may 
seem suspect to champions of militant 
nationalism 

Sudhindranath Dutta 

Vemer Elwin’s indictmen', in November 
1933, of Indian nationalists for their neglect 
of the tribes had allowed for one exception: 
‘the heroic little band of workers associated 
with the Bhil Seva Mandal'. 

The Bhil Seva Mandal was started by 
Amritlal (A V) lliakkar in 1923. Thakkar, 
who was born in 1869, two months after 
Mahatma Gandhi and in the same state of 
Gujarat, had first been trained as an engineer. 
In 1914 he left his job in the Bombay 
municipality to join the Servants of India 
Society, the social welfare organisation 


founded by the great Poona nationalist,' 
Gopal Krishna Gokhale. Here Thakkar 
worked on various tasks assigned to him 
by the Society, especially famine relief. An 
extended lour of western India in 1921-22 
brought him face to face with the poverty 
of Bhil tribals. Soon afterwm'ds, he founded 
the Bhil Seva Mandal, a welfare organisation 
run and staffed by Indians. It ran schools 
and dispensaries for the Bhils, interceded 
on their behalf with moneylenders and 
otficials, and promoted khadi and 
temperance.'*^ 

Mahatma Gandhi, when once asked why 
he had paid little attention to the tribes, 
replied: “I have entrusted that part of our 
work to A V Thakkar".*' Universally known 
as *Bapa‘ (Father)Thakkarwas undoubtedly 
a man of great integrity, courage and 
commitment. Thakkar Bapa, wrote an 
admirer in 1928, was 

a fnend of the poor, the untouchable and the 
aborigine. The cry of torment, anguish and 
torture attracts him from one remote corner 
to the other Whether it be a famine calamity 
or a flood devastation, official persecution 
or temperance work, khaddar organisation 
or opening wells and tanks for untouchables, 
you cannot miss the mark and the guiding 
and unerring hand of Amriilal. The theatre 
of his activities is among the dcpre.ssed and 
the oppressed in out-of-the-way places or 
among forest tribes in the hills.** 

It was Thakkar who was to be the ‘first 
inspircr’ of Verrier Elwin’s mission to the 
Gonds. In the beginning, his Gond Seva 
Mandal followed the Bhil Seva Mandal in 
Its programme of khadi, temperance work 
and basic education, but over the years the 
divergences became more apparent. A 
skepticism of Tliakkar’s philosophy and a 
high regard for his person come together in 
a speech delivered by Elwin at a public 
meeting in Bombay to mark his mentor’s 
70th birthday. He first honoured Thakkar as 
an angel who “attended to everything - 
whether it was a Prime Minister, a hungry 
child or a broken bridge", but then 
proceeded, in a more two-edged, ironic 
mode, to recall 

the famous pronouncement of Sam Weller 
regarding Mr Pickwick that he was a ‘regular 
thoroughbred angel’ though he wore 
breeches and garters. If there could be an 
angel in bieeches. 1 do not see why there 
should nut be one in a dhoti or a Gandhi 
cap, though I have no reliable information 
that the wearing ot khaddar had been made 
cumpuEory in heaven. It may not be quite 
proper too, to compare Thakkar Bapa to Mr 
Pickwick because of the latter's opinion on 
Prohibition, but they had certain angelic 
virtues in common, such as being good to 
people in every way without being pompous 
and patronising. The only difference 
between an angel and Thakkar Bapa in this 
respect was that while an angel flew on 


wings, Thakkar Bapa did a good deal of 
his flying in motor buses and third-class 
carriages.*’ 

This was spoken in November 1939. 
Within the year, Elwin and Thakkar were 
embroiled in an heated exchange of letters. 
A private disagreement at first, this was to 
go public in the columns of The Times of 
India. His affection for Thakkar notwith¬ 
standing, 10 years in central India had 
convinced Elwin that his friend’s philosophy, 
if not his practice, was deeply misguided. 

Thakkar’s own views are summarised in 
his R R Kale memorial lecture, delivered in 
September 1941 atPoona’sGokhalelnstitute 
of Politics and Economics. Here he defined 
two distinctive points of view with regard 
to the tribes, ‘Isolation’ and ‘As.simiiatioii', 
that were to gain wide currency. Isolation 
was characteristic of anthropologists and 
ICS officials, who wished to keep the 
aboriginals ‘untouched by the civilisation of 
the plains’, fcanng that culture-contact would 
undermine tribal solidarity and expose them 
to the evils of caste and purdah. 'I'hakkar 
rejected isolation, hoping instead that a 
‘healthy comradeship’ would develop 
between tribals and non-tribals. By a policy 
of assimilation, he wrote 

The aborigines should form pari of the 
civilised communities of our country not tor 
the purpose of swelling the figures of the 
followers of this religion or that, but to share 
with the advanced communities the 
privileges and duties on equal terms in the 
general siK'iui andpolitical lifcofthecounUy 
Separatism and isolation seem to be 
dangerous theories and they strike at the toot 
of national solidarity. We have already 
enough communal troubles, and should we 
add to them instead of seeing that we are 
all one and indivisible'? Safety tics in union 
not in isolation.** 

For Elwin, of course, 'assimilation' merely 
spelt ‘degeneration’. On questions ol 
practical policy too he found himself at odds 
with his one-time mentor. Where Elwin 
gloried in their joy ful altitude to sex, Thakkar 
upbraided the abonginals for their “crude 
marital relations and promiscuity in sexual 
matters” (he had been horrified by what he 
read in The Baiga). Where the anthropologist 
defended the tribal’s love of drink, the 
reformer wished gradually but firmly to 
introduce prohibition. And where Elwin 
wished for protection to be given to shifting 
cultivation, Thakkar prescribed that the 
plough everywhere replace swidden, which 
he condemned as a ‘wasteful’ form of 
cultivation which only encouraged the 
tribal’s ‘proverbial’ laziness. 

These differences first surfaced in 
September 1940, when Elwin received a 
letter from Thakkar proposing the creation 
of a non-political, all-India association to be 
called the ‘Indian Aborigines Friends 
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Socicly’.^’ The provisional aims of the 
Society were 

1 'lo siudy the living conditions of the 
inciiihcis of the Kill and horest Tribes who 
live an isolated life, to bring them nearer 
to their own trihals living in the plains and 
to lie familiar with their customs and manners 

2 Toorganisc, co-ordinate and assist welfare 
woik conducted for their bcnclit. such a.s 
sc luNils, dispensaries, sanitation and hygiene, 
which. It IS always understood, is conducted 
on liumaiiilarian lines only I that is, without 
a view to religious conveisioiil 

I To represeni lo the Provincial (ii ivcrnmeiils 
conccincd then disabililies and lo suggest 
schemes tor their moial. cultural, economic 
and political uplill with a view lo hi mg them 
on a pai with the advanced clas.scs in the 
community 

Ivlwiii welcomed the idea ol a toiinirywide 
association lor ahoriginal welfare, ycl 
worried that it mi.shi come to he dominated 
by 'Congress minded llmdiis’. lie saw a 
deep divcigence ol opinion emerging 
between what he called the Interventionist 
.uid Protectlonisi points of view, liimsell an 
'out and out Proleclionisi', Mlwin wanted lo 
saleguard didndian ahoi igin.i11 rom (he I ale 
ol allotiginal peoples m othci pans ol the 
world I'or III Aliica, Ausiialia, and (he 
Americas, degiadation had eveiywlieic 
lollowed die lapid i.ontaci with civilisation 
tiuough the collapse ol trih.d leligion €ind 
social oig.imsalion. llicextinciion ol village 
mdustiN (he weakening ol moi.il (ibre, and. 
veiv ollen, eMcrmm.ition ilscll 

The Pioteilioiiisi was also distinguished 
by his lose and rcsciencc loi the ahoiigmal 
‘lie does not regard him as being on a lowei 
level He lecogmses that his honesty. Ins 
eoni.ige. Ins simplieity. his tiiithluincss aie 
l.ii superior to the noimal level ol honestv 
and Iriith in civilised .society He regaids as 
intolerable the suggestion that he should 
'uplilt him He admires Ins ciiltuie and 
leligion and would like lo preseive all that 
h.is 'siirvival-v.ilue ’ 

'1 he Intel ventionist on die othei hand ‘is 
all loi uplill' "In lus lieait he looks down 
on the .iboiigm.d" reearilmg him "as hemp 
on a lowei soei.il and lUlUiral level tliati 
Inmseir' flic Intel seniionist li.idstiong ideas 
ol what w.is good lor men. appivmg lliem 
mnveis.illy legaidlessofi ulimalddlerenees 
rti.ii the iw<' men had sharp ddleieiiees 
IS deal, although the nuensiiy ol Filwm's 
leply w.is not nmel.iled to his mainage, but 
SIS inonllis pieviousiv. lo a tubal gni iiuite 
puiud ol hei own eiiltiue a (ulluie which 
he saw nore.tsoiitodiangelsiill loss 'uplift') 
.It all Hut l-.lwm was also contesting the 
beliel, peivasive in imit lenluiv anthio- 
pology and in 20 eentiirv social woik. that 
culinies could he .ii r.inpecl bieiaiehieallv, m 
.111 esciliiiionais secineiice In some respects 
lie even liic’cl lo iiiveit tins liieiaieliy. ni 


suggesting that the civilised had much to 
learn from the primitive. He was thus 
‘profoundly shocked’ by Thakkar’s 
suggestion that the proud, free aboriginal 
of the hills be brought nearer to the 
decayed, degraded, Hinduised tribal of the 
plains. 

Elwin went on to suggest an alternate set 
of six aims for the new association. Three 
clauses arc versions of those drafted by 
Tliakkur - the need to study tribal life, 
uiulcriakc welfare work, and intercede on 
their behall with government - but taking 
care to remove all phrases smacking of 
‘uplift’. A fourth called I'or the devising of 
ineun.s of economic progress with the 
minimum of dislocation and distress A fifth 
asked lor special protection for the 
aboriginals troin their traditional exploiters 
- "oppressive landlords, grasping 
moneylenders |and| corrupt ollicials” - as 
well as liom “ignorant politicians |andl 
pioselytisingmissionaiicsol any religion. 

His own prelerences were expressed most 
clearly m the last clause, which a.skcd the 
association 

'lo do evciythuig |)o,ssiblc to revive and 
encourage all that is good and that has 
survival value inllietiuditional tribalculluie 
This will include the revival of aboiiginal 
village mclusliics. restoration ol hunting 
lights, siiiiiulalion ot dancing and singing 
and Ihe worship of ancient gods ■*" 

Tliakkar’s ic.ply to tins letlet is lost. But a 
lew months later, in bine I9dl. lie sent 
El will acopyol a report ilial he had suhniitled 
to the Orissa goveinment on tribal ixilicy 
Elwm disagreed with most ol the 
rccomincndalions. and IcK'used on whal was 
(liom his point ol view) the most drastic 
Ihe Clubs on swiddcn cullivalion or hewai 
His icsponse, once again, was vehement, iii 
a Icitci written with “my whole lilc, all my 
interests, my bones and my blood behind it" 
I'or yeais, he told Tliakkar. 

I have been .stiiving lo gel the Imperialist 
Ooverniiienl lo allow a lew human rights lo 
the ahoiiginuls First and loremosl among 
those lights IS that ot .sliillmg cultivation 
lust as a cei lam impression has bc'c'iuIeated. 
the liiiit ol lioui alter lioui ol patient and 
oltcn weaiy work, you come .iiid cut the 
ground imclerncath my led 
And in whose inlciesls would you stop 
bcwai ■’ The loresis belong to the aboriginal 
1 should have thoughi that anyone who was 
a Nationalist would at least .ulvoeatc swaiui 
lor the aboriginal' II is a sad and grievous 
thing for .someone like yourself arguing . 
m lavour ol taking away Irom the poor yet 
aiu'thci ol their treasured tights. I am 
ahsolutelv convinced that the policy you 
have set in llie Orissa Report will lead lo 
tiolhing hut the degiadation, the decay, the 
demoralisation of these poor people, and 
children yd unhorii will curse yourhonoured 
name 


Thakkar chose not to reply to this ‘long 
.sermon’.'' But echoes of the exchange are 
visible in his Poona lecture of September, 
where his categories of ‘Isolation’ and 
‘Assimilation' are merely transpositions ol 
‘Protection' and ‘Intervention’, thecategories 
originally used by Eiwin to distinguish their 
respective po.siiions. The two sets of terms 
accurately reflect each man's set of values 
Isolation implies the keeping away of trihals 
from the modern world and what it had to 
ofler. Protection a heroic defence of the 
pure aboriginal from the shafts civilisation 
continually thrust at him. Likewise. 
Intervention connotes an aggressive and 
unwarranted tampering with tribal culture. 
Assimilation a gentle casing of that culture 
into the bosom of its mother civilisation 
The debate went public in Ociobci 1941, 
when The Times of India earned a unsigned. 
lOinl review of Thakkar's Kale lecture and 
Elwin’s recently published pamphlet, Los\ 
of Nerve, a review in which the compaiisoii 
wasall tothcanihropologisl'slavour Where 
Thakkar presented his material ex cathedra. 
wrote the critic, without much supporting 
evidence, BIwin made praciicall.y no 
statement unsupported by (act And where 
the reformer was beset with preiudice against 
sex. the 'drink evil', and shiftingcullivation, 
the anthropologist countered these ill- 
intornicd cnticisms of tribal life with a body 
(d scienlilic evidence Writing in a newspaper 
owneil by Luiopeuns and long hostile to the 
Indian national movement, the reviewer 
could not icsisl this last, telling crack. 

It is peculiar that Mr lilvvm, icpicscnialivc 
ol the ■cxploitmglou'igiici '.shouldprodiKc 
a thesis which is mslinci wilh hbcrah.siii 
against Ml 1 liakkat's uulhoril,uian nostrums, 
wcll-inlciilioncd though the laitci 
undoubtedly aic '' 

Thakkar had previously been subject to a 
hostile editorial m the s.uiie newspaper, 
attacked once again, ho was moved to 
lespoiid. In a Iclici lo The Times of India. 
he diew attention lo the different angles ot 
vision from which the tribals were being 
viewed. Anthropologists like blwin. ho 
remaiked, might even countenance adultery, 
wiichcralt, human sacrifice - in the bchel 
that the ‘oiiginal culture' of the trihals should 
not be ‘‘tainted by the so-callcd alien culture 
ot the Indian nationalists". Other Indians 
wished lo copy the ‘good customs’ of the 
iribnls (truthfulness and simplicity ol life) 
while at the same time "educating the 
aboriginals to the level of the rest ot the 
population". But the anthropologists 
‘‘evidently desire lo keep them isolated and 
untouched by civilisalton. as if they are 
a.shamcd ol their [owii| civilisation”.''' 

Replying from lus field station in Bastar. 
Elwm would not accept that there was any 
conllict between his.science and nationalism 
Indeed, “since the anthropologist is 
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^ oiicemcd to record many phases of national 
ulturc and to reveal it in its true synthesis 
.indbeauty any intelligent national moveinem 
will use him to the full". Alongside this 
defence of anthropology went a defence of 
.iboriginal life that was (as Thakkai had 
noted) proof of Elwin's misgivings about 
civilisation. The 'real problem' in his view 
was "not the possible defects of primitive 
culture, but the very obvious delects of our 
own". The Congress would be making a 
piofound mistake' if it were to disregard 
ihe warnings of anthropology and follow a 
leaclionaiy policy of oppression and 
interference' in tribal areas. If it did, there 
aught even be rebellion and bloodshed. I !l win 
claimed that the Konds ot Oiissa, bearing 
the burden ol Thakkar’s report, had 
"threatened to offer a human sacrifice lo the 
•New God Gandhi’ so that they will not be 
dcpiived of any more ol then elemeiilaiv 
human rights" " 

In his final leltei lo The Tunes of Indio. 
I•.lwill wrote ol his reluctance "to coniiiuie 
.iny controversy with my old and honouied 
liiend. Ml A VTliakkar". U\ now ihedcb.iii' 
had aci(uired a momentum o( its own, to he 
cairied on by other people m olhei loitims 
I'.velyn Wood, a Bombas husinessm.ni and 
liiendol i-lwin's. wroieasbaipand pcisonal 
.illack on Thakkar, accusing him ol 
'mismloniiation'. 'inlinite coiulesiension'. 
. 111(1 ot being isolated by "a retinue ol < In los 
lioin the [K'ople among whom, no doubt, he 
used to work in close toniaci" ’* A nunc 
Lonsideied inteivcntion, this time lioin tnc 
sideol social reloi m, appealed in the Januaiy 
I d42 number ol the.S'ocro/.Vei rrcc (Jnorh-i h. 
a Bombay jouinal linked lo the .Seivants ol 
India .Society This i barged lilwin ol hiding 
behind the cloak ol science Thuslnsdeleiuc 
of dunk, as a tonic and rel.ixaiion t(' the 
.ihoriginarsolherwisecoinlortless existence, 
was charaeieri.seJ as ''netlher science iioi 
common sense, but sheer poetiy". Mote 
generall), Thakkar was desci ibed as a 'h.nd 
headed practical social relormci'. r.lwin as 
one who was "simply sentiment.il and secs 
theprimitiveculiiiK andlileol theaboiiginal 
with a poet’s eye and imagination".''' 

This was intended (at least in pail) as a 
compliment. Replying in turn, lilwin 
acknowledged the work lor aboriginal 
welfare of the Servants ol India Society 
With that kind of disinterested work, the 
aboitginal could indeed be assimilated 
without loss of livelihood or selt-csteeni 
Sadly, IbrThc most part culture-contact was 
a process over which the aboriginal had little 
control. Elwin went on to compare, under 
18 heads, the condition ol the 'isolated' 
aboriginal with the 'a.ssimilalcd' one Tins 
was an elaboration of his familiar contrast 
between the pure and decayed tribal, in 
which the former was found superior in 
every icspecl' with regard lo his truthfulness. 


indcncndencc, community spirit, morality, 
treatment of women, ami so on 
Here weie two ciuilc distinct angles ol 
vision regarding the tribes The viilneiability 
o( tlw Ill's own position. Its moral toice and 
basis III experience notwiihstaiidiiig. was 
uiideiscoted in some cominenis on the 
exchange by the siKialwoi kci and nation,ilisi. 
I’ Kodanda Rao. R.io .ickiiowledged Hlw in' s 
‘unrivalled knowledge’ of tribal lilc. In's 
deep devotion to their cause Nonetheless, 
he charged that the I'.iiglishinaii w as "moie 
than a dcscriptisc anthiopologist, he is a 
politician with a policy to propound .iiul 
piopagaie" - indeed, his proposals amounted 
to nothing less than the cie.uioti ol an 
'Aboriginahslhan', a spcci.il prolectoiale to 
be ruled by anthiopologisis like himselt 
The relereiice was chillnigly clear With the 
Bakistan movenient tor the p.irtilion ol Indi.i 
gaining ground, Elwin w.is being accused 
ol hastening the luitliei division ol India on 
comnuinal lines 

VII 

The iiiiiveisalisin ol the assnuilaloi is 
generally athiiilv disguised clhiiocciiliK isiu 
-- f/velaii Todoros 

In 1942. his .uginnenis w'llh Idwin iiist 
concluded, A V riiakk.ii was visited by .i 
young anthropologist lioin Bombay 
Univeisity The schol.ii h.id linished a 
dissctl.itionon ihebliils, and wished to woik 
withTli.ikkai The oh I man. by now heaitilv 
sick ol anlhropologists, told him "You can 
|oin me il you diot' youi science I don't 
want science but huinamsm and morality" 
Science had been Idwin’s iruinp c.iid m 
Ills exchange with Thakkai aiidhisilk it also 
provided the undeipmniiig ol his iiaci '/lie 
Ahori^inols. published in .Inly 194 V wim h 
piesented prolcrtion as the 'scieiililic' 

solution to the tribal situation fwo months 

latci was published The AhoiiKines So 
( oiled anil then Tiilnie. .1 schol.irly. 24(|' 
page book by the loiemost liidi ,111 sociologist 

G S Ghuiye ol Bombay I'nivcisitv Elwin 
IS the oltcn named and sometimes min.imed 
antagonist ol tins work Gliiirye's tide was 
very likely a riposte to die leceiitly printed 
The Ahorif’inals, although his ciituiue is 
directs'd primarily at The Hm^o and Low 
of Neire. the two studies ol wlndi Ih.il 
parnphicl was ii distillation A masterlul 
blend ol learning and polemic. Gliurse's 
aliack was to mark lilwin lor hie 

Gburyc'sbackgiound and orientation wcic 
vei'y dilletent from Elwin’s. Born in I89.f. 
a sarasw.at brahmin lioni the wesi coast ol 
Maharashtra, he was first trained as a 
.Sanskritist, earning a gold med.il in Ins M 
A. He then came iindci Ihe mniieiice ol 
Palrick Geddes.the gre.il .Scotch educationist, 
InisUsgist and town plainier. who was .it the 
time holding a chair in sociology at the 


University of Bombay With Geddes’ 
encourageinein Ghurye was aw,ird(*d a 
scholaiship to E.ngland, where he earned a 
Ph 1) in social anthiopology .it Cambridge. 
On Ins leiutii he lonied Bomisay I iinveisity's 
dep.iilment ol sc'ciol.igs, a depaiimeni he 
piesided ovei with stern .uiihority lot inoie 
than ^(1 sc.irs 

Wheie l-.lwin's writings diew abundantly 
on Ins hie.imong thetiibals,Ghurye.ibhoiied 
lieldwoik.haidlye\ei leasingBombav Bui 
he w.is a loimid.ible textual scholai. with a 
capacity to synlhesi.se matei lals collected by 
olhei wiileis He was also <in able ixilenncist. 
with .1 lawyer's skill in syslemalicallv and 
leleiillessly aiginiig Ins case. 

The .irgmneiUs of The Ahoiit’ine', So 
Colled and then /■'nm/c aie developed in 
tliiee. clo.sely lel.iled si.iges Glimye first 
denionsti.ited that, stiictiv spe.iking, the 
.iboiigiii.ds .lie not .iboiigin.ils .it all Eoi 
Id will It W.IS .III .11 Ik le ol l.iilli lh.it his liibals 
sscie aulochiones The Ahinii;iniil\ 
colli hull'd with these svoids. 

I he alviiii’iii.ils ale the leal 'w.idcstii' 

pioiliicis III India, in whose picsciiic 

cveivone is loicigii I hese aic Ihe aiiciciil 

pcopli with iiioi.il il.imis and lights 

tluiiisandsot ye.iisold 1 hey wcic heic Inst 

llicy should come liisi m oiii icg.aid'' 

Ibis W.IS .It the time an uiiconlioveisial 
position even A V I'h.ikk.ii .iicepted Ihe 
Irib.ils as the oiigmal sons' ol the soil, 
oldci and moic aiicieiir than die Ihiidus. 
Hut iiiGhmyc sopmioii "to ,iil|iisi the claims 
ol the dilleicnl slial.i id the Imh.in socicly 
(iiiihegioiiiiilol lhc.iiilii|iiilvoi i onip.ii.ilivc 
modeiiiilv ol then sctllenieiil |was| a 
lorimdablydillit iilll.isk" l-oi Indi.iiihisloiv 
li.id been ili.iiaciciiscd by .i gic.il de.il ol 
nilciii.il imgi.ilioii wilhin Ihe siibionimeiil 
.Mans'tiib.il gioiips h.id conic lo then |iieseitl 
habiial liom elscsshcic lor irisi.iiicc, the 
P.ih.iii.tol Bihai veiy likely came oiigni.illy 
tiom K.iiii.il.ik.i. the Konds ol Oiiss.i Irom 
the l.iiMil 1 oiiiiliv .mil could not piopcily 
be t.illcd the oiigin.il owiicis ol the sod' 

('h.iltisg.iili. die hdme ol the tionds h.id 
Itscll been .lomin.ilcil bv IhniUiism helote 
the enieig.cnic ol the gieat Goiiil km)>dom 
m the nicdies.il pcilod Noi could the oibcs 
.IS a whole be rciMidcil as the .iiilochloncs 
ol India, loi studies on the peopling ol the 
subcoiilmeiil siigeesled dial the spcakcis ol 
Ili.ividi.ni and Kliciss.ni longues iwho 
inchideil mmicioiis liib.il gioups) were an 
imiiniri.inl people ,is iniiih as the liido 
Aiy.ins 

II tiibals svere not aulochtones, aigued 
Ghurye lliev weie not so c iiltiiially distmcl 
eiihci He dcmonsiiaicd, ihroiigh a range ol 
cx.imples. the adoption ol Hindu customs 
bv tribal groups, and the t lose p.ir.illels 
between Hindu religion and beliel systems 
lli.il colonial census oil 1 C lals had erroneously 
ilassilicd as Animist’ Thus tiibals widely 


Economic and Political Weekly .Special .Number Sepicmbci I9'.»6 


2tXt 



i ; V 

*• A'>‘' ^ s ' ■■ >‘^ ' ■" % N A ^ '■^^' '^Wii / 

^ ' i.f' ‘,^( /' . '^-fc 

'. ;'S ' ' "=^' 




*■ 


sX-'’ V f / * 


«->i 4 v {4 ••V<V^. s %<.•,. 

»!/. y». •^. ^ 

•VsAS^V *”S%v .. O 
cSXxVWS s<v.>x 

'<'^^<V.>, . . ' 


.V «• •• «V» Sas 

..•a:^,'*. nvio«^ .:*v 

■ • • VA-J .■ •VSflW.^ V 
s*.'*A.v : <■ 










THE BANK OF RAJASTHAN LTD. 

Regd. Office: Udaipur Central Office : Jaipur 


f’-conomK' and PhIiikmI Weekly Special Niiinbci September iWb 





..iiticipatea in ninau religious ceremonies 
.Alien in key roles - visited Hindu places 
pilgrimage and were influenced by Hindu 
. 1 , tanan movements such as the Kabirpanth. 
Cith the exception of very small sections 
ving in “the recesses of hills and ihc depths 
I forests”, the so-called aboriginals, sharing 
.>mnion interests in matters of faith and 
velihood. had lived in “fairly intimate 
intact with Hindus over a long time” The 
iciologist concluded that the “only proper 
cscnption of these people" is that they aic 
he ini|icrfectly integrated classes of Hindu 
HU’iy". Hence his own prclercncc lor the 
■iin ‘backwardHindu’ insteadol ‘abonginc’ 
I 'aboriginal' 

Ghiirye next looked at the pioccss ol 
alluic-contiK'l. which, again, he viewedi|iiue 
I'fcrcntly from Hlwin lie accepted that 
ibal encounters with Hindiis sometimes led 
I distress, but disputed the cl.iim that 
conomic loss was lollowcd bv p vchic 
espair, an alleged Moss ol nerve At the 
line lime, contact with Hindus might also 
eiielit the tribals; by exposing them to 
eiter methods ofcullivation, or nil mg them 
I drunkenness Noting that “eveiyihing 
avounng ol the Hindu upsets hlwin’', 
ihiiiye dispo.sed ol the tout reasons whv 
•Iwiii wished to lestrict Hindu inlluence on 
ibal life - namely, that it would iiie.in the 
cceptancc ol the status of untouclnihles, ,i 
'wering m the position ol wonicii. the 
itrodiiclion ol child mariiagc, .uul the 
ippiession ol then song and dance l-or the 
cvalent mood wasoncol ei|iialiiv I'opiilai 
in'ciiieiits among Hindus themselves, 
Minsi iintoiichabilily and lor the 
nancipation of women, would not 
iiintenance tribal entry at the bottom ol the 
iste hicraichy or ilie exploitation ot ilieii 
otiicii. Likewise, the growing interest m 
■Ik culture and folk dance might even w'ork 
protect at least .some aspects of tribal song 
id dance, which would ciaiie to I'oim part 
“the. total complex which is arising called 
than culliiic’’. On the question ol child 
airiagc, Ghiiiye was not convinced that it 
otild be haimfu! in the liibal context, on 
e contrary, it might temper then sexual 
dice, check the spread ol venerc.il disease, 
id enhance marit.il stability. 

In Ghurye’s view. British niiperi.il rule 
as the larger, so to sjieak structural c.iiisc 
tribal discontent F«ir it was the inioads 
the British sy.stern of law and revenue tli.il 
id. Ill the first place, created the coridilions 
T the Ciosion of tribal solidarity The 
.tahlishmcnt of individual property rights 
land, the creai ion of a land mai kcl. si ri ngcni 
'test laws, and an exploitative excise policy 
id all worked to impoverish the tribals. 
Jshing them into the clutches of landlords, 
'oiicylendcrs and liquor contractors As the 
ononiist D R Gadgil (like Ghurye, a 
amhridge man but passionate nationalist) 


noted in a perceptive foreword to the book. 
Hindu ex ploitaiioii ol tribals w as a secondary 
plicnomenon, enabled precisely bv the 
primarv phenomenon of British dominion 
It Wiis the cstahlishiiieni and consolidation 
ol British rule that h,id "brought about a 
revolution m the natiiie and exleiit ol the 
contact with the .ilmrigine’’. The piobicm of 
iiibalpoverty was inseparable Ironi the larger 
history olcoloiii.il exploit,ition.acoiiiiection 
which hadesc.iped Isol.iiionisis like hlwin 
In a sustained ciitiqiieof the National I’aik 
ulea. Ghurye dismissed hlwiii as a ‘no- 
clianger’ and ’revivahsl'. one who wished 
to see “the .iborigiiies' leinsl.ited in their old 
tubal wavs iiiespcctivc ol any othci 
coiisideiation’’"" Ghiirve’s own values 
emerge at vaiious (loints m bis book He had 
.1 stioiig aversion lo dunk, which he s.iw ;is 
.u uiseonliib.il life le.nliiig toiinsteadmess. 
dissipation ol energy and indolence as well 
.is.idisiasicloi pre ni.uital sex (iluuvewas 
both .1 punt ,111 .ind an ‘miprovei’. whose 
iiilerpreialionotliibe-Hindiiiclations Bowed 
logically into an enthiisi.isiii loi letoim 
Ghuiye’s poleniit was extended bv his 
pupil M N .Sriiiiva-- in .i icvievv ol 7'/ie 
Ahrtni;iniil.\ l■,lvvln’s invocation ol 'lossot 
nerve’ was dismissed by the young schol.ir 
as ,1 ‘convenientiv v.igue expiession', a 
misleading applic.ilion in the Indi.iii context 
o( the ideaol a loss 'il niteiest m life, which 
tin. anthropologist W II K Rivers had 
developed in Mel.ircsi.i wlicie it had a 
solid .uul verdiable b.isis in depopiil.ilion. 
oisc.iseandst.iivaiion Siiniv.is also ex posed 
h.lwin’s claim ili.it the policy ol pioiectioii 
w.is b.isi'd on the .luilioiiiv ot siiciue To 
theaigument tli.it the impoitation ol plough 
cultivation would piove l.il.il to the heu.//• 
loving If.iiga, .Srimvas icsponded "h.lwin 
here lorgcts a l.ict which every tyro in 
Anthropology knows liiIIuics ;iie never 
st.ltic, but dynamic Old tiaits aie tliiown oti 
or modi lied and new ones adopted And that 
IS lilc Ol couise a certain itnimgrant tiait 
may be disastrous to the group Hut that li.is 
to be proved in every case There is nothing 
lo prove tli. 1 t the Baigas aie incapable ol 
taking lo [plough j .igrn ulture We may have 
lo do It with speci.il caution .iiid slowness, 
bill that is- quite dilferenl from maintaining 
that I' ean’t be done ,it all"'' 

in an interview wiih this writer, M N 
.Srimvas iccalled ihiit he was speeilie.illy 
asked by his le.ieher lo take on Tin 
Ahnngiiiol\ (a best-selling pamphlet which 
appeared loo late lot Ghurye to take .iccount 
of in his own book) There is little question 
that Ghurye had adecpamimis against 1 'llwiii 
He was jealous of filwin’s populanty and. 
as a puritan, deeply disapiiroving ol his 
personal life (ot wti.it he imagined it lo he) 
Ghurye never forgave one ol his stuilenls. 
Durga Bhagwat, lor taking Idwm’s advicx' 
before doing fieldwork with IheGonds When 


he found himself in the s.mie room as Elxviii. 
in a seminar at the .Asiatic SiH'ieiy. he turned 
to a Inend and whispeied “I>o you .see his 
lace'* I le has the inoiilh ol a sexual pet veit” '■* 

Were this a scholarly tlch.iie coiuliieled m 
(say) Idjl) in (he pages id a louinnl ol 
.mlluopology, f'.lwin iii-ghl well have 
shrugged il oil as a dispute K-tween Oxloul 
and Cambridge, (he Pioteciioiiisi and (he 
Inlervenlioius:. (he Aesihoie iind (he l‘uiil.ui. 
(he hicldwoikei and (he 1 ibi.iiy Worm Hul 
(Ills W.IS India in |U 4 t. .i nalion on the eve 
ol indepcndi'iice. struggling loeomcloiei ms 
with (he pioblems ol its vast aiiil div.-isc 
population This w.is a tiiiie ol using 
p.iliiotisin. hilt also ol .1 glowing lonliisum 
and divi.sioii willim (he tanks ot ,i once 
iiiiited national inoveiiieni 'I hec l.uiiisol the 
Congiesstoiepieseiii allot India wcie being 
slionglv ch.illeneed bv the Miisimi Le.igue, 
which .Kciised il ol being .i pailv ol the 
Hindus and a little less suciossliilly by 
untoiii babies .uul soi lalisls. who chaiged it 
w illi leprc.senimg ihemleiesisol iipp.-i i asies 
aiuli apilaiisis The thesis ol iiib.il .luioiumiy 
.mil disltiu livcMcss pul loiw.ird by h'lwiii 
appealed, in the cuctimsl.iiu cs. lo be yet 
,mollu-i blow to the iimlv iit .i nation m Ihc 
iiiakmg T’aced wilh ihc piospcci ol I'.ikislan 
iind growing iciision williin Hindu siuiciy 
Ihc iialiuii.il moveuiciil loiild ill .illoid Ihc 
mcicsi thought. Id .done the cic.ilioti. ol an 
'Aboiigiu.ihvth.m’ hike Mtih.iniiiiail Ah 
fitiii:ih (d ihc .Muslims .uul B R Amlicdk.it 
id Ihc iiiiloiich.ihlcs. hlwm vviis liciiig lasi 
.IS .1 ’bdr.ivci’ (d Ihc cause id a gic.iU'i. 
iiniled India 

Il was hcic dial tihuive’s .illai k w.is at 
Us mosi lellmg With A V Thakkai. ihc 
Hotnh.iv soiiologisl spoke in the n.imc id 
.11 iil.iiv sire.imid ii.ilion.ihsin. whileh.lw'in 
.ippe.iied lo be on die ollici side ol the li lu c. 
polilic.illv spisiking. loll mg wide open 
Ihrough Ins wolf die ci.iiks m the liidi.iii 
social l.iliric The soiudogisl also pointed 
to the convcigciite hdcvc-eii the views ol 
h.lwm ,ind the woik ol ICS oifici.ds with a 
v()cci:tl interest III the iilhcs I ,u mine 
cMcctively di.in in 'Ih.ikkai’s Kale let lure 
'Isiilalum' w.isuleuliliediis.iqiiiulesseuii.div 
f-'liglish. '-ven coloiii.d (iroiei i And lliese 
cilliciMiis (iiiiie Irom die pen ol ,i highiv 
rcg.irded schol.ii. iiol .i soeial woikei whom 
lilwin could dismiss iis being unlamili.ii 
with the melhodologv ,iiid Imdiiigs ol 
’st leiicc’ 

hlwm must keenly Icli the lone id 
Ghurye’s,It lack Twin ornments inliis Irieiul 
Shiunrao Hiv.dc’s hook Sihoitti fiv/m aic 
icvcalmg One iclers lO.r'vc'iy tiid.iii hook” 
by a‘Bninbay schol.ir". the olhci.idenli lying 
die scholiii by n.imc. l.ilks id filwm’s 
admiiatioii lot Cihiiryc's micllcti .ind powei 
of slimiil.ilmg resciiicli m tiis pii|iilv, lull 
continues “unhappily he l.uks the socia! 
gills " But It w.is 111 a letter to W G Aichcr 
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iiiai iiv> I1HJ9I luiijr icvcuicu iii.> 

Cjhuryc's book, he U)ld his I'ricnd, wa.s an 
■(kIious b.)(ik wt men by [an 1 anl[iro|H)lot:ical 
Qui.sling": were n not relutcd, it might do 
"inealeulabic huriii to the aboriginals and to 
inir whole cause". He wanted to set aside 
.III is.siic ol the journal Man in India (which 
Ihc two of them then edited) to “pulling 
fihuryc in his place”, wnh leviews ol Thf 
Ahorifiini's So Called and llirii Fnltire 
commissioned from W V Grigsoii of the 
IC.S, the Austrian expert on the tribes. C von 
I'lirer Haimendorl. and the Indian 
anthropologist K .S Giilia all men likely 
to come down on Elwin’s side On Aicliei’s 
advice, though, Man in India look the moie 
pi lulcnt and polil ic course ol sinijily ignoring 
the book.'" 

VIII 

It IS well known that Mr Veriiei Hlwiii has 
a bee in his lionm-l The bee gives the w.tx 
ol aniliiopology with Ihc honey ol lomaiicc 
and It has a sling which is specially lesei ved 
lor Mission,iries The wax and the honey .lie 
welcome, but all l.iii-minded people nuisi 
oh|ecl to the sling, paitieulaily when it turns 
venomous. 

raihei F ('orreia-Alonso. S J. 

luly l'>44 

The debate with Thakkai had pilled one 
style ol social work with another: (ihurye’s 
attack, one .style ol anthropology sersiis 
anotliei. In a third coniroveisy HI win. a 
lapsed Christian pric.sl himseil. took on a 
group ot Dutch Catholics who still /e.ilously 
pursued then laitli 

filwin's hostility to the Dutch piiesis w,is 
an indication ot how tai his identific.ition 
with the tribals h.id dislaneed him liom 
Christianity He had ol i ouise been opjiosed 
Irom the Inst to eonseision woik In I‘).t t. 
soon aftci he moved to M.mdia. F' Ainliews 
admonished him foi not pioselytismg the 
Cioiids. to thus help lice the piiniitive mind 
liom tear and supeistition. Fom yeais latei. 
by which time Elwin h.id lelt the Church ol 
Englanc. he was invited by the World 
Missionai y Conference to contnbute an ess,ly 
on aboriginal tnbes. with spc-ci.il leteiencc 
to ‘the menace of Hinduism’ In a sharp 
response, F.lwin pointed out that "theie c.m 
be little doubt that Chrisli.rn civilis.uioii is 
mote destructive to piiniitne tribal lile ami 
morals than any othei form of culltiie” '' 
III l‘M(), just belore he lelt loi Bastar. 
hlwin had a briel and indirect skirmisli with 
the Catholics. W V Giigson, then writing 
a report on ahoiiginals loi the Central 
I'rovinces government, askeil Dutch priests 
working in Miiiulla lor then opinioiiol Good 
cultuie. Their reply combined a coiicein 
with gond poveity with a low opinion ol 
their nioiality The priests were especially 
worried by the looseness of the m.image lie 


among me iviaiiuiii oiuais, me iiecuoiii wan 

which the Gond woman could change 
partneis. They wanted the government to 
pass a law which would provide, "(a) an easy 
and inexpensive way of restitution ol 
conjugal rights, both for men and women; 
tb) quick punishment of the man a married 
woman runs away to”. 'I’hc priests clatmed 
that the love ol the Gond for the ’karma’ 
dance was inslrtimenial tn the break-up of 
tribal marriages. F'or the missionaries, the 
lust rea.son why women descited thetr 
husbands was "ihe excessive sexual excite¬ 
ment caused by trequent singtng and dancing 
ol karma with its obscene songs and drink 
throughout Ihe night”.’' 

F.lwin. married to an accomplished gond 
d.uit.-r himself, was to leact shaiply to lhe.se 
ludgnienis. He delended the karma dance as 
being a niaiker ot Ihe high .social status ol 
Ihc gond woman The lorbidding of the 
dance, in his view, might .iclii.illy lead to 
more lallier than less adiiltety. for it would 
in.ike life inloleiably dull loi the woman. 
Karma was “the sole surviving instrument 
ol good cultuie. It IS a symbol ol the Ireedom 
ami independence ol Ihe gond woman', it is 
a souiceol a living ail and poeliy. in Mandia 
es|H'ci.illy Its tunes and rhythms aie some 
ol Ihe most heaulilul in India". He urged 
Grigsontobe “very cautious,(bout publishing 
missionary allegations .igaiiisl the nioials ot 
the ahoiiginals’’, which, il made publu, 
would lead to “considerable aiul very pioper 
indignation among educated Gonds ol this 
wholesale and partly false indictment ol 
then comiiiumty”.'' 

The argument resumetl when Hlwin 
returned liom Basi.ir Kite in IV4). alter 
spemliiig close to thiee yeai s tn that chieldoni 
While he w.is aw.iy. the C’atholiis had been 
making steady progress among the Cionds 
Tlieie weie now .),S Dutch piiests in the 
district, working with ,i huge body ol 
(’lirisiian cleiks and teachers biought from 
R.mchi in Bih;ii,.iiioldcenireormission.iry 
woikamougiiibals Their actisiliesexpanded 
enoiniously in the w.ir ye.iis. helped by 
lu.issive, It cosert, government lunding To 
Ins horroi. F.lwin counted moie tli.in 100 
schools run by the C’.itholics schools that 
boie “little resemblance to educational 
in.stiiuiioiis’’ but were “simply centres ol 
liroselyiisaiion”." 

In a polemic circulated lor suppoit early 
III 1044. Hlwin criticised imssionaiy woik 
on three counts. First, It wasananachiomsm: 
noone could believe any longerihat sals .ilion 
W.IS to bv lound only in the Calhohc Chinch, 
an insiiiiiiii ut that had lathered Ihe Inquistion 
,ind had a long history ol supporting dictators 
Free couniiies did not permit their 
populations lobe proselytised, .ind India, on 
the veige ol its own independence, ss.is not 
a ‘savage’ oi ‘heathen’ counliy but had 
religious ii.idilions tat older than Catholic 


Lruio|ic. I iicdiicnigiiiuisc.li iiiuid menisci ves 

had "their own life, their own art and culture 
[and] their own religion, to which they are 
deeply attached and which is by no means 
to be dcspi.sed". 

All ovdr the world, wrote Elwin. 
conversion of tribals by missionaries had 
undermined traditional political institutions, 
intensified personal rivalries, and implanted 
a false sense of prudery and sin. The change 
ol religion.tn Indians in AI ric a or Melanesia, 
“destroys tribal unity, strips the people ot 
age-old mural sanctions, separatcsthem Irom 
Ihe mass of their fcllow-eotiiitrymen and m 
many cases leads to a decadence that is as 
pathetic as it ts deplorable” 

Moreover, the methods used by mis¬ 
sionaries in Mandia wei e quite unacceptable 
These included ihecxploiialion of aboriginal 
poveity and of the gie.'il wealth oflhcCatholic 
church to bribe tribals into being baptised; 
the terrorising ol Gonds and Baigas through 
threats, abuse and treatings, and Ihe use ol 
Ihc [iresi ige ol the dominant i ace and ol stale 
powei III support of their activities - loi 
instance, by inlericring in court cases and 
loslcring the bclicl that their .schools wcic 
government .schools. 

As evei. Hlwin resorted to his lavoiirile 
trope-the analogy .icross cultures lodiive 
home Ihe point Suppose, he wrote. 

a Hindu niissioii went to F.ngland, spread 
ilsell ovei llic pe.icclul vdlagesol {.■oinwall, 
Ihiealencd Ihe people with pioseeiitioii .ind 
bealiiig It they did mil .'ittciul temples . 
inlerleicd in Ihc eivil and ciiimtial eases 
beloic the courts, indulged in vicious 
propaganda agaiiisl Ihc local (’hrisliaii 
leadeis lor how long would Ihc Bull.h 
Governmeiil peiiiiit thci" to lemain'’ Hut 
today in Mandia this is esaclly what is 
happening, not only with ilieiompliaiKelnil 
with Ihe .iclive suppoit ot the authoiities ■' 

Hlwin'sinoslcllectiveall.ickonilieCalholics 
was an essay which .ippetiied wtlw HindiiMan 
Tunes on June 14. 1444 Both the liimng 
- months aftet Ghiiiye h.id m-iulcd him - 
and the place of piiblie.iliun - the loienio.st 
nationalist newspaper - are signilicanl So 
loo IS the imagery, an unmistakably Hindu 
one. The piiesis m Mandia, claimed Fdwin 

aic the C’hindits ol the Christian Aimy 
rompared to them, most other niss’onarics 
gel to work like Italian inlaiiiiymcn These 
Fathers arc Irom Holland Fortified by the 
philosopluu peiennis. inspired not only by 
a divine love ol souls but by the icniarkahle 
Dutch instinct for colonial expansion, they 
are busy tinning Mandia into a Diileh 
colony Within 10 yc.ais Mandia - the 
ancieni home of the Rishis. (ormci kingdom 
ol the Gonds, whose fields arc blessed by 
the sacred Naimada - will be virtually a 
Dutch colony with a hundred thousand 
(‘atholic converts.’'’ 

Thiec weeks later, KIwiii sent in an update 
on the situation in ‘the occupied territory of 
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Mandia'. with more evidence of converaion 
ihrough coercion and bribery. His 
. iimparisons wcrecharacieristically ftKused 
■ind most carefully chosen. The priests, he 
icportcd, had given the tribals medals to kiss 
morning and evening. On one side of each 
medal was embossed the image ot the Queen 
()(Heaven, on the other “the unprcpos.scssing 
features of the Italian potentate who bic.sscd 
Badoglio’s armies on their way to the rape 
of Abysinnia. It was not indeed, a bad symbol 
lor the conquest of Mandia - for the 
.iboriginals and Hindus ol the district are as 
simple and as defenceless against foreign 
.iggrcssion as were the ill-armed 
Abysinnians”.” 

Elwin’sattack brought forth a widerangitig 
rc.sponsc from his adversaries. In three 
separate replies in the Htntiusuin Timrs, the 
priests acknowledged their intention of 
making converls, but denied any eocreioii " 
A well-attended meeting, held .it thc('itholic 
Institute in Nagpur, recorded the protest ol 
ihe Christians of the Central Provinces ai 
Hlwin’s challenge to "the inherent .ind 
liiiidamenial Christian right of absolute 
liccdom to propagate Ihe (lOspel ol Christ 
111 ,iny part ol India". One speaker warned 
'Hindu friends that any move to restrict 
liccdom to propagate religion would come 
back on them like a boomerang" This 
was mere liravado. The Dutcfi Catholics 
lanvassed far and wide, hut the tide was 
.igainst them A tribal convert liom K.iiichi 
published a rcioinder to Id win, winch seems 
to have fallen still-born from the piess ""The 
piiests even made contact with Leo Anicry. 
the secretary of state for India, arch Chi istian 
and arch imperialist, usktng him to de|Hirt 
Id win to Kniain Amciy wrote hopefully to 
Lord Wavcll. the viceioy. who answcied 
iliat to interfere in the ‘uiiedilying dispute' 
between fdwin and the priests would only 
"arouse suspicion both between the various 
communities and against the British" 

Meanwhile, Elwin had also been seeking 
help. By his own admission, he had been 
out ol touch with the ’Gandhi-people' lor 
ycais, but with the tiansfci ol power at 
hand, they now appealed as Ins natural 
.lilies in “the delivciance ol Ihe aboriginal 
from political, religious and economic 
exploitation .." Amongtho.se whose support 
he sought were the industrialist, 
Purshottanidas Thakurdas, the veterar. 
Congress leader Bhuiabhat Desai, and Ins 
old mentor and moic recent adversary. A 'V 
Thakkui. After visiting Mandia m March 
1944, Thakkar deputed his associate P G 
Vannikar to organise a Goiid Sevak Mandal 
111 co-operaiion with .Shamrao and Verrier 
They were soon joincil by a Hindu .service 
organisation, the Arya Dharma Seva .Sangh. 
In a short while, the three groups were able 
to close down 25 mission schools. By the 
end of 1946, Elwin could report with 


satisfaction that the advance of the Dutch 
missionaries in Mandia “had been halted 
and their work greatly constricted".*-' 

The struggle with the missionaries thus 
allowed Elwin to patch up with Thakkar 
and beyond that, to reaffirm his Indian 
identity, an identity that had sharply been 
called into question by Hindu social 
woikers and by .sociologists. Elwin was m 
principle opposed to both Catholic priests 
and Congress imn<led Hindus', but asked 
(or forced) to choo.se. there was little doubi 
which side he would come doss n on. Eor one 
thing, he saw the Congiess as a slightly 
less intrusive force, he acknowledged 
aboriginal religion to have some .illmiiy 
with Hinduism, none at all with Christianity. 
Eor another, he sv.is keenis asvare of then 
rising influence svith the coming ol Indian 
independence 

Elwin's moves wcie tactual and 
opixiilunistic. but not in a nai rowly |K‘rsonal 
sense. By allying with ihe nalionalists. he 
thoughi he might iiioic effectively piotcci 
his tribals The aim ot Iheinovemeiilagainsi 
Ihe missionaries, he wiote, “is to asvaken 
the Hindu commimity lo its duty towaids 
Ihe aboriginal" He thus urged “on all 
Hindu organisations inierested in this 
pioblem to pass resolutions accepting the 
major aboriginal commiiiiilics as Kshaiiiyas 
which IS what they are and wh.it they claim 
to he. lo stop talking ol Iheiii as 'backward' 
and 'depressed' |aiid| to drop the hoiiible 
word 'iiplilT liom iheii vocabulary" 


IX 


The thiec controversies I wiUc ol heie 
were all omilled liom Veriier Elwin's 
aiiiobiography, a book, published in 1964, 
in whicli the .iiithor would not allow old 
aigiimcnts todisiuih the smooth recounting 
of a life spent in and loi Indi.i “In the 
sloiy ol my file", he was to write, “I have 
delibeialely played down its dilliciillies" 
The arguments ol Ihe I94f)s are dismissed 
in this solitary sememe “A lot ol |ieople 
were down on me in those days and. loi 
an oidinary person. I had a rather dis- 
pioportionate volume ol notice m the press, 
.some of It extravagantly kind, some bitterly 
ho.stile".*'' 

An autobiography is to be studied both 
for what it coiilains and lot what it leaves 
out; thus Filwin's silence might be linked to 
his desire, as an Englishman in newly 
independent India, lo distance himself from 
a past that had at times called into question 
his fidelity to his adopted land E'o.~ flic 
patriotism promoted by the ruling f ongiess 
would mil easily allow partisan stances on 
behalf of any one segment of the nation; 
while calls for iiiobilisaiion according to 
class and (at a pinch) language were 
grudgingly inleralcd, the claims of caste. 


religion and eihniciiy were reckoned as 
spurious and illegiliniate Through the 19,50s 
and I96().s, ideologists ol dalit resurgence 
and Hindu militancy were on the icticat; so. 
by the same token, weie dcfendeis ol the 
aboiiginals. Ambedk ii had been .issiimlated 
iiilothegovciiiinenl ol India I his Iasi defiant 
gestiiie towaids Biiddlnsm tx-ing legaidcd, 
at tile lime, as symbolic latlier than 
substaniial). iaipal .Singh had loined the 
Gotigress. Ihe RSS had been diiven 
underground, iis ideology Imditig lew lakei s 

In an aimosphcie .suflii.scd by a iiiiificd 
and imitary nationalism. Elwm was liiilliei 
consiiaiiied by Ins official position, lot 
between 1954 and l'>(>4 he w,is ihe advi.sei 
on irib.il affairs lo the north-east Irontiei 
agency F’rudence now demanded a moie 
carefully giiaided advocacy ol iiibal lights. 
Deeply marked by the lights ol the I94()s. 
E.iwin was in his lalei woik lo leieci Ihe two 
estienies of 'Protection' and 'liileiveiition' 
in favoiii ol Ihe middle wav ol 'Imegi.iiion'. 
defined as a piocess wheieby iiibals would 
not be .suhmeiged but integi.iled with full, 
honoiii and respect into the new n.iiior. 
E.veii this c .lutioiisly eiipheiiiislic lot iimlatn ill 
was attacked .is divisive ol iialioii.il iiiiily. 
added reason lor l-.lwin lo banish the battles 
ol the 194(ls from the pages ol his 
autobiography *'’ 

So far iis 1 1 an tell, the only printed lelcieiiee 
lo those old, debates occurs in .in essay 
written lor Ihe Delhi |ouiiial. Si'iniiuii In 
1959, G S Gliuiye In ought out .i revised 
edition ol Ins book, which lelaiiied almost 
all the oiiginal land deiisive) releieiiies to 
Elwin. but without once leleiiiiig lo Ins 
wiitings in the iiileiim Elwm now .iccused 
Ihe Bombay scholai ol “noggiiig a di-.id 
hoise" By this he meant ih.il the liiiies h.id 
ch.iiiged. and he with them. E.lw'in went on 
to refer Ghiiiye to Ins espousal ol 
'liilegiation .is .in effective .ind .uceptable 
alleiii.il I veto the old polaiiliestliey h.idoiu e 
disagiced upon 

Thirty-live years lalci, in .i polilieal land 
iiitellec tiial I climate that is r.idic.illy altered, 
one might think that the liorse is iioi so de.id 
aftci all When Ihe claims ol iiiiitaiy 
nationalism arc being assailed liom all si.les, 
when sec tarian identities ot dalits.bac kwaid 
castes and ilindiis are being .iggiessively 
crafted, Ihe Itibal question is once again 
emerging in its most starkly polaiised form, 
bill Ihe encouniei between irib.ils and the 
outside woild IS yet conducted o'l giossly 
unequal terms the loss ol l.iiid and loiests 
being loined by the loss of the .idivasi's 
living sp.icc, as Irib.ils come to form a vety 
huge proportion ot Ihe millions displ.ued 
by steel mills, coal mines, and dams In 
cultural terms, movements that assert tribal 
autonomy and distinctiveness (as in Ihe 
reinvigoratcd Jharkhand movement) have 
been met by counter-movements, helped 
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along Oy the .Nangh parivar, which hope 
to more fully assimilate tribals into the 
Hindu way ol life. Meanwhile, competing 
valuations of adivasi culture, as well as 
bitter conllicis over resource access, have 
been vividly brought to the surface by the 
long struggle over the building of the Sardar 
Sarovar dam."' 

The Elwin-(jhuryc, Klwin-Tliukkar. and 
Elwin-Missionary arguments might 
constitute a largely forgotten chapter in the 
intellectual history ot modern India, but 
iheir echoes arc .still being heard. Coiisider. 
lastol all. the report ot the RhuriaCommiiicc. 
the most recent and in some ways the most 
authoritative statement of the renewed 
movements lor tribal sell-rule. 1 ribal 
societies, suggests the report, “have been 
practising democracies, having been 
characterised by [an| egalilarian spirit" - 
this “communitarian and co-operative spirit 
visible III many undertakings like shilling 
cultivation (aiidl hou.se construction". And 
again. "Tribal life and economy in the not 
too distant past bore a harmonious relation¬ 
ship with nature and its endowiuenl. It was 
anexampleoi sustainable development. Hut 
with the iiitius ot outside population ii 
suficred grievous blows". To revcise this 
process the comnuitec recommenils thai 
"tribal communities should be respected as 
III command ol the economic resources", 
with gram sabhas placed in charge ol land, 
lorests. and mmciais, with larger iribal 
regions given •sub-stale’ status, and with 
"liaditional tubal conventions and laws |io| 
continue to hold validity". 

In its understanding ol what tiibals aie. 
in Its idcntiliealion ol their main enemies, 
111 the solutions it oi lers for their protection, 
the Rhuriarommillce follows the trail laid 
down by Verrier Elwin in his writings ol 
the I9.^l)s and l‘)4()s. Some may sec this 
as an unconscious echo, others tin iny 
view more accurately) as a revival and 
leaflirmation ol a siiand of .idveisarial 
thought suppiessed by the svorld-view 
dominant during the first-decades of Indian 
independence. F-'oi, as the poet Wallace 
•Stegner once pointed out. 

The tracing ol ideas is a guessing game We 
can't lell who tiist had an idea: we can only 
tell who first had it influentially, who 
formulated it in .some foi in. |X)em or e(|uation 
or picture, that others could stumble upon 
with the shock of lecognilion 

In this game, the tracing of the intellectual 
origins ol the popular movements ol 
contemporary India, Verrier Klwin would 
be placed alongside Jotiba Phiile and B K 
Amhcdkarltwooiherdefendcisol the lights 
of subordinated peoples) as the man who 
first .irliculated - inlluenlially - the idea 
that tribals might not be whollv oi fairly 
represented in the (once) hegemonic 
ideology of Indian nationalism. 
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liihal Conllii IS user Drsriopiiiriii in tin 
Narinada Valley (New Delhi I9"5) 

88 See Repint ol die Ihxh I,evi l ( oniniilirr lo 
Make Rei oininrndalioiis on the Saliriil 
lealuirs ol the ' ass loi Esiendinx 
Piovisions ol the ( oiisiiiiilioiial I7lidi 
Amendment Ait I’J'IJ, lo Si hrduled Areas 
(New Delhi, 1995) 

89 Wallace Stegiici. Wheir the Bluihird Sinxs 
latheIs'iiumade Spiiiix' l.ivinxandWiilnix 
III the West (New Voik 1992). pp 124 25 
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10 AM. AT NEW YORK. 
MIDNIGHT BACK HOME. 


And I have to stop payment 
on that cheque. 


There’s only one bank you can rely on. 24 hours a day. 

Il is al limes like lliis llial >011 \sisli ymii bank was aeeessible ?4 tnuirs a clay, (rom any pari ol Ihc 
eoiinliy. and Imm .iiiMind ihe eliibe ’I lial's whv v<'ii need ? 4 -H()iir Mankint? Irom Cilibaiik. 


I 


i 

I 


Yon ean slop p.ivmeni on etieipies ovei llie phone round Ihe-clock. round-lhe-world Ciol a slalemcnl 


ol aceoiint c )vei Ihe [ihone f)\ei Ihe l,i\ In l.iel, yon can do 
all yoni hanking ocei ihe phone, h' spe.ikinp lo yoiii 
C'llil’lione Clitic ei -\nylinie ol iln- day 01 niphi eonvenieni lo 
you liom ovetse.is, at no cost al all Ihiouph Ihe nniciiie 
"I’h'ine Home" seiviee, 01 liom anvvcheie m Indi.i. That's Ihe 
power or 24 -lloiir llaiilciiiu. Aiiylinie. Anywhere. 


lUcr h i»h»l yau gtl. K»Mii 4 -l>f ti ucli. 


(id CMll 

WiD) U) aulivnolK 
ttfihuirt baiiUKr. 

AefiKs aH Allies AtuiMtiiiCk 

f>ci an arroiiiif iiatmuil 
< •vci’ ibc* ptKilK 
^ 1 hHHifti 4 14\ latikiy 
I'scibc 

l4> v4l y ■ u f iMrhyK>0*ik^ 
lit Ml iiM M bM when yiio m 


(nuKfcit fiiiNb 
I hot 4 . clr4K and hMv it 

ifctiVUl'iltii Vfll 


Suddenly emeri»encies are not si» dauntinc. i»i.o 
Becau,se 'I’he ('ill Never Sleeps. 


0|Ko M Mi-tKinl 
bt<uiidy hvec die idtonc 
hiK' tuods Mhsvii 4iiKimuboal|> 
U«4ik'pKH 
hit'hcr H’twms. 
Wi(Mi4v* Inufl yiiut ik pUMt 

uMOovitHttiy 4 Uk ATM 
tteailiwwrMro 


<yi¥e slandihf iitsKtKIinns 6)r 
ppyWinb fihwe ui 
clr(.lni.ity Inibi Ktktid ten ett) 

('liiiituehRik.Cfvtbi hK 
eKf¥J>« «liiil4«iMl comIm 
pi«ii«Ai>ii«jii‘«trM 
SipctunveM.. 

RvitiaMe m fftpied 

in fticl do nil vtfiur bunkisK 24 iitmrft • itoys 


1 (> .IV ,lll of tl'.ll lull lUlllMiiM 'I IliHli It.lIlkllH* V .lIM'ilib.ttik al 
• MuiiiImi .M-Sl (( Mil* hilhi * *I :4S4 l( III) • Mailias }^S.’ .MH4 (Cl 11) 


OTIBANKO' 

THE CITI NEVER SLEEPS 
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1 he Folitics of Ecology 

The Debate on Wildlife and People in India, 1970-95 

Mahe-sh Rangarajan 

If the older preservationist agenda looks like it is in deep trouble, it still has a lot of life left in it. riic pie.u’rvaiionists' 
shortcoming was their reliance on the state machineir, in particular on the legislative and executive power of the union 
government. But neither a technocracy or bureaucracy acting as the arbiter of conflicts nor a free market sx'stem which 
may tilt towards privatisation oj open access rc.soiirces would address ecologieal issues adeipiateh, whereas the 
assertion ofpeople's rights has the potential for a different kind of conservation-oriented conn ol of then lives and lands. 
The (juestion then becomes one oj working out a new set of relations with the finest which will he enduring both for the 
people and the natural world, flow this will he done at a time of demographic growth and agrarian intensification will 
he a major challenge and sitc-.specific approaches will play a vital role 


iNTRODlICnOM 

IN 1979. in 11 lecture delivered in Dcllii, the 
naluralisl M Krishiian referred to the. hiiiee 
belorc the eonscrvaiion movement in India 
as one between Vedunthangal and Asoka.' 
The metaphors used require some 
explanation. Vedanthangal (Tamil lor 
hunter's lank, a misnomer it there cvci was 
one) IS a bird sanctuary neai the city of 
Madras where oral tiadition has it that nesting 
water birds have been protecterl lor nearly 
two millennia. When British soldiers shot 
at the storks in 1798. the residents maiched 
ofl in protest to the collectoi. who issued 
a proclamation that no one would be allowed 
to harm the birds again. Kiishnan acknow¬ 
ledged the efficacy ol such conservation 
attempts growing out ol religious custom or 
ti adition but then lui necl to another precedent, 
'riieetiiperoi Asoka in the third century HC 
had in his pillai edicts decreed certain animals 
and birds as protected There was al.so 
evidence in the Aithasliastia that reserves 
known as Ahharanxio had been scl aside 
especially to safeguard elephants. The 
hi.storiciiv ol these references need not 
concern us hcie as much as the conclusion 
drawn from history. The past was invoked 
to suggest a strategy loi the future There 
was a choice betw,.cn local ellorts (roni the 
gra.s.s roots and state-sponsored schemes 
from above One was lounded on voluntary 
participation and the other on the coercive 
ability of the government. Krishnan warned 
ihat there was no time to try the Vedanthangal 
way. The pressures of demographic and 
economic expansion leli no option but 
relying op state machinery to save India’s 
wildlife from certain extinction. If there was 
a tiadition to be followed, ii was the Asokan 
one. Knshnan had served in several foia. the 
advisory body known as the Indian Hoard 
for Wildlife set up in 1952 and on the steering 
committee for Proiect Tiger. Launched in 
1973. the latter was at the time the world s 
largest single wildlife conservation pro¬ 


gramme. The basic philosophy ol the piojeci 
was identical to the one cham()ioned by 
Krishnan in his lecture and in his other 
writings. It was essential to .set aside some 
land, prelciably 5 per cent to be pieseived 
‘tree of all human .ictivities' (except foi 
pioiection).- A country could be lost other¬ 
wise than by invasion or conque.st. by 'dis¬ 
sipation of Its entity liom within', and lor 
Its own cultural biological identity, it was 
es.scntial lui an India ol the lulure to retain 
representative patches ol tauna and Hora in 
ihcir original stale. While the precise 
quantum of the area to he set aside was 
specified diflcrently at various times, the 
nub ol the aignmenl was cleai ’ Total en¬ 
vironmental preservation in a lew selected 
areas was central to a strategy lor conser¬ 
vation. It IS also iiiqiortant that (he key 
instrument ol change was to he the union 
goveinmeiit. State governments were .seen 
as hostages to special mteiesis that would 
pievent any long-term programme from 
getting off the ground. II ncce.ssaiy. addi¬ 
tional areas could, it was suggested, even 
he leased by the centre for 99 yeais and 
administered foi posterity.'' 

Krishnan's observations seem especially 
striking it we examine the present debate 
abtmt the late of the protected areas. I’hcse 
wildlife sanctuaries and national paiks now 
cover 4.3 per cent ol the land area of India 
while their core arcus constitute about I per 
cent ol the land inass.^ While their numbei 
and area have expanded considerably, there 
IS linle disagreement on one basic point, 
they arc in peril. Rneroachment by v.mous 
industrial and commeicial interests on their 
borders and even within their precincts is 
not new hut it has grown rapidly since 1991. 
In the new climate of libcrali.sation, san¬ 
ctuaries have licen de-notificd to facilitate 
the locution ol extractive industry (mining), 
tourist resorts, manutacturing plants and 
other development projects.'’ .Secondly, in 
several areas, the administration ol protected 
areas is under attack from Uical residents 


living eithei within oi on the |K'rinuiei ol 
parks They point to ihe double si.iiidards 
(hat deny them access lor livelihood needs 
while allowing comiiieieial loresiry and oihei 
allied .11 tis dies ^ The line taken by Kiishnan 
IS still very much the core ol oflici.'l policy 
In contiasi wiih Ihe sigiiilicanl. il limited., 
steps III direction of joint loiesl manageineiil, 
Ihe appeals loi pailicipatoiy or joint 
ni.iiiagemeni ol protected ureas have made 
lillle headway This is so despite the lact 
that the niimbei ol people living in and 
around the laitei is now provisionally 
estimated at 4..S million and lemoval ol all 
such populations or closuic ol .ill .mess is 
neither admiinsiralivelv nor politically 
leasible '‘Therighlsol the linniegencr.ilions 
and ol non-human inliabilanis ol the |)lanet 
aie seen by wildlilers .is being iiiidei lineal 
liom piessnig hiinian deniandsol Ihe pieseni 
ilay.'’ Ill contrasi lo the |97()s, some jii.' 
seivalionisis ,iie willing lo invest in eiolo 
gie.illy sound development .iioiiiid the 
sancluaiics in letiirn loi fuilhei ciiibs on 
lesotiiic ii.se within the tiacts In common 
with then predecessors, they .see Ihe con¬ 
tinued survival ol such aieas m Iheir naiiiitil 
stale as an insuiaiice and an investment in 
terms ol protecting poienliallv iiselul species. 
The moial tind ethical aspects are stressed 
equally loiceliilly " The impitcalioii of all 
this IS to relaiii iiiiaci the present structure 
ol buie.iuciaiic control ol piolecied .ireas 
under the lores! depailnieiit Thisc-oiignieiiee 
olinlen sis.ol ideologically charged notions 
ol preservation and Ihe s|iccilie iiileresis ol 
the foresters is sinking ’’ 

At the same time, the once-unilied ranks 
ol middle class groups aie now divided 
There is discord even on central issues such 
as die mechanisms and .iinis ol wildlife 
conseivation Who is to conserve wh.ii and 
lor whom''The wildlile moveineni li, as been 
seen as having two disiinci levels, one with 
a middle class constituency and anoiher in 
iiiral centres This is really a re-working ol 
Ki ishnan's classification, though the sympa- 
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inies 01 analysis are now in a reverse orocr. • 
While useful, the two-way split between 
wilderness preservationists and ‘popular 
conservation’ misses out on the sevctal 
shades of grey that lie between such ex¬ 
tremes. Hveii in a limited sense, it cannot 
account for .several consequences of the 
preservationist projects that transcend the 
specilic aims of their proponents. Even 
supporters ol statist projects could be active 
proponents ol voluntary village-level efforts, 
even if in a very limited way.''* Further, the 
specilic interests ol wildlife cnthu.siasts 
should not blind us to the wider issues of 
ecologically sound development or ol 
humankind's ethical responsibility to nature 
that they put on the agenda. 

Secondly, I will try to show how even a 
narrow and limited social group can, over 
lime, generate fresh inilialivcs and ideas 
that break up old alliances. Analysts have 
often written wildlife enthusiasts off as 
llamingo-lovcrs and fansof tiger cubs. Guha 
IS uppicciativc of how they extend the con¬ 
cept of equity trom across classes and nations 
to other species and generations.'' The 
question of how to actualise this vision has 
given rise to new sensibilities that try to take 
account of the human dimensions of the 
wildlife question. Even key actors in the 
drama have changed their views and their 
constituencies.''’These ideological debates 
cannot be ilivorced from the wider context 
ol the environmental questions in India today 
and then linkage not only with the ecological 
problem but with the political and social 
order that may be conducive to addiessing 
It A hrict look at the preset vation agenda 
IS necessary 

Prf.skrvahon: From Asci.niiancy to Crisis 

The Indiaol the early I ‘f5()s had important 
continuities in the attitudes and lifestvlcs of 
the elite. Hunting continued to be both a 
privilege and a pastime lot olficials, princes 
and the landed classes as it hud earlier in 
the century. In the Madras presidency, ,S K 
Chcltur joined the rulei ol Venkatagiri in 
hunting sloth bears liom specially construc¬ 
ted towers.'^ When the civil servant Yc/.ih 
Ciiindevia was posted to Mir7.npui in lyd') 
he suspected that no Indian hud held the 
charge nil then on account ol the excellent 
opportunities for shikat in the area! Much 
of his time was s|ieni following up tigcis in 
the jungles and shooting geese in the ponds 
and lakes "* F.ven after 1947, going out to 
bag a tiger was consulcrcd a ‘must’ for any 
aspiring forester. ‘Bag your first tiger in 
your first yeai' was the motto of the first 
Indian inspector geneial ol lorests, who 
himscll accounted lor as many as .50 
animals. Visiting heads ol state could travel 
out from New Delhi into the hills of 
Rajasthan to try then luck. F’rince Philip, for 
m.stancc, hunted m Ranihambore as a guest 


Ol me naja oi Jaipur in ivoi, a laci ne was 
prudent enough not to mention in his 
foreword to a recent book on the area.^"Till 
the abolition of privy purses in 1969, many 
rulers retained shikar rights in their former 
princely hunting re.serves. There were cflorts 
to protect endangered wild animals and birds, 
but the continuities in the personnel arc 
again sinking. The Indian Board lor Wildlife 
had Us first meeting at Mysore in 19,52, with 
the Maharaja being the host. Among the key 
personalities in policy formulation in the 
early years were English tea and coffee 
planters like Randolph Moms and K PGee, 
foresters such as P D Straccy and the Princes 
of Bhavnagar (in Gujarat) and .Sandur 
(Karnataka).^' It was no great surprise that 
even the attempts to control shooting ol 
tigers in the hreediiig season in Rajasthan 
were shot down. As the author of the proposal 
later recounted, virtually all the members of 
the advisory board that considered the issue 
were keen hunters.^- 
The legal continuities were equally signi¬ 
ficant. Most ol today’s wildlife parks have 
been carved out of cither princely hunting 
grounds or reserved forests. The latter were 
part ol the vast network of government 
forests taken over mainly for revenue and 
strategic reasons liom the late 19th century 
onwards. The appropriation of forest wealth 
was accomplished by outlawing or severely 
icsti icting hunting and other kinds ol lorest- 
use by tnbals and other loicst-dcpendcnt 
peoples Though these ellorls were often 
resisted by both overt and coveit means, the 
legacy ol the game laws was to be very 
significant lor the eaily Indian middle class 
wildlile enlluisia.sts. They often uncritically 
identified with ellorls to penalise quail- 
Irappcrs and dcer-catcheis, even when the 
latici were mainly engaged m activities 
e.s.scnlial tor livelihood.-' .As keen hunters 
them.scives. they lelt obligated to control 
those who were competing lor the same 
resource. This extended beyond the human 
woild to certain categories ol wild animals. 
Thus, Randolph Morns and ,Salitn Ah called 
lor increa.scd rewards lor killing Himalayan 
black bears to help build up the numbers of 
the Kashmir stags. They aimed to save the 
deer from extinction, not shoot it for trophies, 
but this was to be achieved by imposing 
their own lule over nature'* Similarly, 
Stiacev praised the killing ol jackal cubs to 
help game birds and of the emdication of 
wild dogs ‘by every (Kissiblc means’ in 
order to help herbivores.-'’ The notion that 
piedators had a role to play in nature’s 
system and would not wqicout a prey species 
only acquired lull otficial sanction with the 
launch of Piojeci Tiger. For them, 
perservation of wtUDile was equated with 
the protection of game birds and animals, 
whose natural enemies ought to be wiped 
out or controllcil through intrusive measures. 


fsesineiic sensmimics lowaros wiiu ani¬ 
mals in general and to the much-despi.sed 
large carnivores were on the horizon though 
this may not have been reali.scd .at the time. 
In 1961, a young Indian and her two sons 
recounted the scene in the Kenyan reserve 
of Amboseli in a letter home with the words, 
“It was tun to drive around and come across 
that comic, supercilious creature, the giraffe, 
the prosperous and plump zebra, llcct-footed 
gazelles of various kinds and the lordly and 
kindly (liHikingal least) lion and his family... 
Earlier we had seen a most captivating lion 
family: two lionesses and cubs”.*'’ Even two 
decades later, now as a keynote speaker at 
a UN conference in Nairobi, the same Indian 
would make the journey this time to the 
Masai Mara reserve on the Tanzanian border.*^ 
Alieady. in the 1960s, before her ciilical 
role III facilitating and pushing through the 
preservationist project, Indira Gandhi was 
perhaps symbolic of a new generation of 
Indians who related to nature not through 
the barrel of a gun but with binoculars and 
field guides. Even as a child, she lost the 
fear of snakes that is so common to many 
people. Her mother’s younge.sl brother Ranjit 
Pandit, was ‘passionately inlcrcstcd in all 
sorts ot animals and at one lime, ‘anything 
you opened in the house' was likely to h;i\c 
a snake in it.’’* In her letteis to the imprisoned 
Jawuharlal m the winter ol 1941, she wrote 
of how the winici birds were arriving and 
she hud seen two new sjiccies in the gai den.-”' 
Living in the Teen Miirli house when Nehru 
was prime minister, the family kept a variety 
ol pels, including iwo tiger cubs, a young 
leopard and two led pandas.'"The lust red 
panda was presented to her on a visit to 
Assam and was only identified with the aid 
of a book ill a library and the injuries sus¬ 
tained by one ol hei tiger cubs was a cau.se 
ol great anguish even lor a busy prim* 
nimisier, Jawaliarlal Nehru.'' At a public 
level Indira Gandhi hosted the first nieelmg 
of the Delhi Bird Watchers .Society She was 
on Its executive committee and akso served 
as president lor a brief period The society 
Itself was a very low key group, with ;alks 
and meetings at the Teen Muiti house.-'"’ 
Though politicians are ollcn given to hy|Kr- 
bole, she was pcrhiips not exaggerating when 
she later claimed that she was, “one wh.i hail 
been interested in this .subject long before 
I ever heard the woid ‘ecology’”.'' Aesthetic 
scii.sihilites were always central to hernolion 
ol a dilferent relationship with the natural 
world; there were visits to the Himalayas 
which she compared to “Word.sworth’sdaf- 
lodils. an ever-refreshing memory".''* These 
romantic overtones were perhaps al.so to do 
with a ciiy-dwcllcr’s idealisation of the world 
of pastures, fore.sts and hills. The idea of the 
oneness of life and a fascination fur the 
powers of modern sciences al.so recur in her 
wniings." 
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While Jawaharlal Nehru wrote the 
foreword to the book on India's wildlife by 
the naturalist Edward Gee a few weeks before 
his own death, it was only under Indira 
Gandhi that the wildlife issue began to 
receive attention from the head of govern¬ 
ment.’'' One critical feature ot this new 
development was the close personal equation 
she developed with a variety ol wildlilc 
enthusia.sts. 'riie.se included officials with a 
keen interest in conservation, most notably 
Kailash .Sankhala who as direclor ot Delhi 
/oo turned up on her birthday with three 
tiger cubs in a basket ” I le went on to serve 
as the first director of Project Tiger lioni 
1973 (0 1977. The Inintcr-turned-conserva 
tionist. Arjan Singh, a gentleman lamier 
fiom Lakhimpui Kheri in IIP also received 
support liom the PM who even asked the 
chief minister to assist the lormcr who had 
been, 'ploughing a lonely I'uiiow’ '* .Salim 
All. the famous oriiilht'logisi who person,illy 
appealed lo herio save the Silent Valley lain 
loiest enioyctl a close rapport ovei decades 
,ind later praised her lot having, lent tiei 
lull siippoit to the nioveniem ’ ''’TIiun. boili 
within the bureaucracy and in the iiiiddle 
class gioups wlio.i took up ihc cause ol 
vanishing wtldlile, IndiuiG.indhici'iilddi.iw 
on a core ot stippoit Tin' rel.ilioiisliip was 
a complex one. vVith her drawine on iliem 
fill ideas and exlendin.i stippml tv> then 
piii|e,cls. In letuiii she cuhisated .i sin ill 
conslilueiicy th.il s.iw her .is being alnive 
petty politics The inipoilance ol su^h links 
III the we.sterii woilil w iieiceininem scientists 
and public ligiiies cspn-ss'cil adiini.iiion loi 
hei IS not to be uudeiestirn.ited This was 
even mine so dining ciilical pciiods during 
thcemcigency andaltei Itei leliiin'opowci 
Support forconseivaiioncouldlidcovei hei 
huniaii lights recoul 
Her own role was lo he ciitical at several 
junctures, though this also points to the 
extent to which this set ol issues both 
rcllecteii and helped legilimisc the centra 
li.satton and person.ilis.ttion ol decisioii- 
iTtaking powei ■*' The itin-up to Ihe Pro|cci 
Tiger saw Iter play a crucial role at viriiially 
every step In 19{(9, at Ihe meeting ol a 
leading international conservation body in 
Delhi, she won encomiums for her .support 
to the ban on tiger and leopard skin trade 
Porcign exchange was important but “not at 
the cosi ol the life and libeity ol .some ol 
Ihc most beautiful inh.ahitaiits ol the coun¬ 
try" The miernational c.uiseivation cont- 
munity, in particular the Woild Wildlilc 
I'Uiid (WWF), headed by members of 
Euiopcan royal families and scienlisis had 
a hand in ihc process Its iriiMee, Guy 
Moumfori. an expert negotiator pcisonally 
lobbied her to constitute a comniiitce that 
would leport to her personally. Such a 
reliance on single heads ol govcriiiiiein also 
extended to dictatoiiiil regimes. Thus, Salim 


All regarded it as ‘iinlortunale' that Ayub 
Khan fell from power in Paki.stan just when 
he was becoming pro-conservation.'” Inside 
India, diverse groups would also directly 
approach the prime minister for action at a 
local level. In 1982, Ihe Coast Guard was 
deployed to protect nesting sea turtles on the 
Orissa coast following a study by Ihe Snake 
Park biologist J Vijaya.'*’ Such a rapport did 
not exclude the Gandhian cnvironmenialisl 
Sundcrlal nahtiguna who got an ancient oak 
tree in Nainiial saved Ironi the army by 
writing lo the piime mim.sier •” liven ihi.s 
bncf list shows the vancly ot conservationists 
with close personal links with Indira Gandhi 
They included a loresler (Sankiihala), a 
dedicated wildlilc lovci (Arjan Singh) and 
a grass roots leadci on loicst issues 
I Kuhuguna). At an organisniional level, both 
old and new groups were repicscnied. Salmi 
All headed ihe Homhay Natural Hisiory 
.Society (HNIIS) linnidcd in IKKt and die 
reptile specialists were lioin the Madras 
snake paik founded in 1971. The cenita- 
lisation of powers was al Ivoth an executive 
and later at a juridical level. Hei lelleis to 
Ihc Bihar duel minister in July 1972didnoi 
mince words She referred him lo a coiiiplairii 
on llie release ol lore.si lands and said “Please 
look imo it tiiul .'.top In ihe 42iul 
amendment lo the eon.siitiition in 197b, 
forests and wildlilc were annexed lo die 
conciirreni list instead ot Ihe slates li.st This 
gave the union tile loiiiial light to overiiilc 
slate decisions and laws on these siib)eils 
What IS im|)orianl |s ihe fact that die small 
but influential wildhle lobby had won 
sigiulieanl gams in a shoit s|Mn ol lime due 
lo suppoil liom die PM ” Hei jiowcis. even 
when in oil lie, were not unlimiledespeii.illv 
111 Ihe face ol pressures lor I resh developmcni 
proieits. This became cleai in the case ol 
■Silent Valley in Kerala where die s'ale 
govemnicnt wished to build a dam in one 
of the last areas ol wel eveigieen loresi The 
green light had been given by Moiarji Dcsai 
III 1979 ’nioiigb his suei'cssor.Charan Singh 
leaned in i.ivour ol eancellation, it was Indiia 
Gandiii whodcfiiserltlie issue by appointing 
two central review coinmillecs and evcii' 
luallyscrappinglhepio)eeiMi 198^ liidomg 
so, she also proposed allernalivc ways dI 
gcnciating power and irngaiion water, as 
she told a senior UN ol In lal, "P.aeli proviiiee 
or legion gets emotionally atlaelied lo some 
schemes" ■"* 

New imiijtives included the end ol all 
Itger-hunlmg. the creation ot coie /ones in 
the tiger reserves where commercial torcsii y 
was hailed and the expansion ot die protected 
area system iii 1980-84. The numbei ol 
national parks alone incieascd Ironi 19 to 
52 111 die process, however, die widci 

hiini.iii dimensions ol wildlife conservation, 
especially the vexed issue of local lights, 
received little adcniion The eloquence ol 


Indira Gandhi in her sixvch to die .SiiK'kholm 
conlerencc on the need for measures sensitive 

10 jieopic was often not matched in actual 
decisions.’" .She admilled dial people who 
lived III and aiouiul loiesis could hardly be 
urged lo preserve wiidide unless their own 
conditions ot liviii}. were improved.'' 
Piessure on ihe lileslyle of liibals was 
"eausing her greal disliess" Bui |H>wer has 
Its own logic and she pressed lot mine siein 
measures lo b.in Iree-eiiding in eeologie.illy 
seiisiiive are.is in die very .same s|X'oeh Bui 
hei lie was (aigeted al eontraetois lallier 
lhaii .It the process ot coiiiiuerciahsalion 
ilsell The attempt to enact a new loie.si 
law which would be much more stnngeni 
w as given up bec.llise ol ti ibal prolesi against 
a niciisiiie which seeined lo icduccd then 
own lights while not reining in mdusliy " 
In Indira (iaiidln's case, ihe key point was 
di.il hei own personal aw.iiene.ss ol die need 
lot conseivaiion has to In: sel against die 
striiciuie Ihiougli wliieh she soughi to 
acineie Ihese aims While she did icier lo 
popiil.ii leligioiis tiadiiions like Ihiise ol the 
Kasluuiii sainl Nainl Kishi on the proleetioii. 
ol lices, she was cast in an Asokaii iiionid '' 
Theie was a ma|oi iiaiisition in leiins ol 
ac.sdieiii seiisibililies and olieii more so in 
a lealisalion Ih.il Iheecologii al qiiesiion had 
IIS own lelevaiiec lot developing countries 
III an unequal woild Bnl die emphasis on 
eqiniv wasabseiil m die woildol lealpolidk 

11 IS also eli; II dial wildlite eonseivalion 
issues helped Indira (l.iiulhi eullivate ,i small 
bill iiilluenli.il lobhv in die wesleiii woild, 
even as liei Sioi klioliii speech alliimeil hei 
role as leadei ol die developing eouiiliies 

The s.iliciil Ic.iliiies ol die pieserv.ilion 
model evolved dining bei I list s|)ell inpow*>i 
weie cleat Kecovery ceiilied on die exleri 
sionol conseivaiion .iie.is.,indoiiiiiiensdied 
protcclnm wlieievei possible. The lallei was 
allemplcdiiithe ‘core .iieas’ ol l’io|ectTigei 
and in any otliei nalional paiks wheie die 
poliiii al ciiinmsi.incesperimlled All boim 
lies lot veimiii weie sciapped, and even 
remov.il ol de.id liees halted in die core 
/ones Tlie maxim ol 'do noihing ami don't 
let anybody do anylliing' did not slop with 
loreslry. bnl included local resident people 
riie L'uniiiiuilv liiy not in etologual leims 
but in .1 wider-ocial sense riieenvuonitien 
tal hetitage was lo be saved lluoiigli buieuii 
iialK mieivemioniii seleeled dads Widci 
eiivironiiicnUil deierioialion was a eoiieein 
loi presei valionisis bnl ii was iioi prominent 
on diei’ ageiid.i Tlic iimloiin model ol pie- 
seivalioii was applieil lo lands with diveise 
ecologies But biological i oiiservalioii was 
loundcd on die |)rernise ol the exclusion o| 
lesiilent peoples liven when the I.Ulei weie 
loleialed in die 'biillei /ones ol l'io|ecl 
Tig'T. diey were -een as a necessary evil. 

Bill by now diere were oihet voices in the 
deb.ile ihe new currenls qiiesiioiied not 
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only me glaring inequities mat oticn accom¬ 
panied the siaiisi model but went beyond in 
advocating alternatives. What follows is an 
attempt to sketch out the evolution and basic 
features of the alternatives. Ilic first group 
arc the ‘pragmatic conservationists’ who 
hope to retain the existing system hut making 
It much more sensitive to specific grievances. 
Next arc the ‘constructive workers’ also 
close to the government apparatus, but much 
more geared to generating employment 
through more cflicicnl use of natural re¬ 
sources. The third are members of the ‘urban 
intelligentsia' ollen mure forceful in their 
criticism ol ihe existing administrative 
system as well asof market-driven strategies 
The last but the most politically ciucial are 
‘itiral activists’ who often see local control 
as the starting point tor change. While each 
of these strands has its routs in the past, my 
attempt here is to locus on the last two 
decades. The critics are drawn from a variety 
ol backgrounds and, in turn, appioach the 
issue of people and wiUllile Iroin very 
dilferent standpoints 'lliey all agree that the 
dominant mode ol wildhie preservation is 
in a crisis Where they dillei from the 
preservationists is m their percept ion ol what 
constitutes the problem In particular, they 
draw distinctions between diltcrent groups 
ol human beings and dilferent kinds ol 
ecologies. Many ol the issues they raise are 
of wider importance. In paiticulai. the kind 
ol role they envisage lor maikct forces and 
lor Ihe biiuMUcracy on the one hand and tor 
rural producers on the olhei. is ol much 
widei interest for students ol social change 
The c.itegories are used here noi as ‘ideal 
types' hut as classifications that will help 
lease out the iich and complex pioeesscs at 
woik They have been grouped together in 
terms of their responses lo loui ciitical 
aspects ol the wildlife-people ilebate. then 
view ol stale control, their view ol 
commercialisation, the imporiancc attached 
to livelihood and then mtetests in niam- 
i.immg biological diversity As will become 
evident, ll’cii attitudes to these issues vaiy 
widely hut still tail into a pattern. 1'wo 
caveats are tn order None ol the groups ol 
critics subscribes to the prevalent model ol 
growth. Most would agiee wiili the 
preservationists that the rewoiking ol the 
people-nature relationships is integral to a 
vision of a ditlerent society The overlap 
goes even fiiithcr: olten, as m lase of 
tipposing itie ilenoiifieatton ol sanctuaries 
lo make way for mduslnal exploitation, they 
may all lind themselves on Ihe same side 
ol the lence In lad. manv ol the critical 
voices ol toilay are lho.se ot people who 
were haidlirie picservaiionists until quite 
leccntly Bui that is to jump ahead of Ihe 
sioi-y The second caveat is a simple but 
(.riicial one These are not watcr-tighi 
laicgories and arc not meant to be muluallY 


exclusive. It IS possible mat me activities oi 
a person or activist group have undergone 
considembly shi fts over lime. The interaction 
between different groups, like the urban and 
rural activists, has often gone so far as to 
make a division between them difficult. But 
distinctions are indispensable in identifying 
patterns and processes of change. 

pRAOMA'riC CoNStRVAnONIS”l.S 

The pragmatic conservationists share 
many of the premises of the preservation 
lobby but seek to attain the objectives in a 
very different way. Their mam disagreement 
IS not with the creation of protected areas 
or with totally protected core ^ones, but 
with the way in which olllcials exercise 
their [lowers. Their view is shaped by their 
own experience as field biologists, which 
often leads them to advocate a more pro¬ 
active policy to control marauding animals 
or to intervene in natural processes. Liveli¬ 
hood issues concerning the rural poor are 
important to the pragmatic conservationists 
who see no future for wildlife without 
mlormed and sensitive steps to reassuic 
cultivatois or stock-keepers of their own 
sccuiity and piospcnty. In March 1977, 
Indira Gandhi lost the elections and Morarji 
Desai headed the first non-Congress govern¬ 
ment m India since independence. A worried 
.Salim All was impolitic enough lo remind 
Desai that. ‘Whatever little success' they 
had achieved had been bccaii.se IndiraGanillii 
was a ilcilic.ilcd naliirc-lovcr. But Morarji 
set the wheels turning when he iiiged the 
oiiiilhologisi lo consider afresh that he was 
only “preaching to the convened" m the 
cities. It would he so much more diflictilt 
to pcisuade a villager “lo preserve the tiger 
01 leopard that has deprived him of his sole 
worldly possession". The veteran scientist 
promptly wrote an editorial in the popular 
inaga/mc, Hornhill, urging ‘an earnest all 
out cftorl lo tackle the problem at the grass 
loot level." Tlicrc was no longer any point 
in looking at the issues m isolation and the 
‘wider polity which utilises re.soiirccs’ had 
to he understood more clearly to achieve 
success.'’^' Salim All's brief article sums up 
the potential and the limits ol the pragmatic 
conservationist approach, but its worth was 
only about to be realised in the years ahead. 

A veai lai*',r. one of his own associates m 
the BNl IS helped appiovc a grant lo a young 
doctoral student at Bangalore who wanted 
to study 'he dynamics ol elephant-human 
conflict in southern India.Raman 
Siikumar’s findings gave teeth to a new 
pcrs|iectiveon wildlife management. Saving 
the Asian elephant was the major objective 
underlying the research project but besides 
detailed field surveys of the species, .Sukum.ir 
set out lo look at the question of cri>p- 
raidiiig by the huge animals His mam finding 


Rvas that a disproportionate amount oi crop- 
destruction was by a relatively small number 
of male elephants. Tlie herds led by females 
dubbed ‘matriarchs’ also did some damage 
but it paled by comparison, in order to 
alleviate the sufferings of the ragi cultivators, 
he favoured culling those male elephants 
that were certified crop raiders. Of courfie, 
the study itself weighed up various other 
factors, such as the fragmentation of the 
natural habitat by plantations, fields and 
dams, but it was the pattern of rogues and 
raiders that stood out. Interc.stingly, when 
these Imdings were first sent to a biology 
journal, they were not published as it was 
anathema lo recommend the killing of a 
threatened species. This ‘ivory tower alti¬ 
tude’ to conservation (pardon the metaphor) 
mis.sed out on Ihe dual significance of the 
study.'** It sought to ensure Ihe protection 
of biological diversity and to address pressing 
human concerns. This dual emphasis was 
not entirely unique. Others also urged 
deeiston-inakers lo pay attention to fears of 
people on the periphery of wildlife parks 
Harjol .Singh, a resident ot Sampiirna nagar 
on the outskirts of a national park in Uttar 
Pradesh was quoted as saying. “The law is 
a cruel joke. If a man kills a tiger he has 
to pay a fine of Rs 50.0(K) and undergo H) 
years imprisonment If a tiger kills a man, 
the compensation paid is Rs .“ifXH) If the 
government wants to protect tigers, liien 
why should it he done over our heads''”'’" 
In West Bengal, some forest officers came 
up with innov'itivc solutions to ward ofl 
tigers from attacking fishermen and wood¬ 
cutters m the mangroves of the Suiidai'bans.'’* 
But .Sukiimur’s work was presented m a 
scientific study in a venliable formal. Ii may 
not have been evident at the lime but it was 
only the tirst in the line. 

The wider problem his work pointed to 
was Ihe need to craft a solution lo issues that 
continued lo bedevil many areas in India 
with large populations ol mega-herbivoies 
or carnivores. The general picture ol the 
retreat ot wildlife under human pr.:ssurc at 
the subcontincntal level had lo be squared 
with Ihe realities at the local level. It was 
possible for a species to be rare at the macro- 
level but lo be present in large numbers in 
certain regions. The problem was to weigh 
which kind of human land-use was exacer¬ 
bating conflict and to identify particular 
aspects of the behaviour or ecology of a 
particular species that made it or pcopll’ 
prone to conllict. While elephants are crea 
lures ol relatively wetter forests in .South 
Asia, another large mammal living in more 
open, dry areas in northern and central India 
had been reduced tn one relict population 
in Gujarat. The Asiatic lion, protected by 
the Nawab of liinagadh from around I9(K) 
went through Iwo population bottlenecks 
but by the 1970s was recovering under 
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protection. Muaies Dy me American scien¬ 
tist!), Berwick and ioslin and lobbying by 
the WWF had got the state government to 
shift many of the local buffalo-keeping 
Maldharis out of a core area of the Gir.*^ 
Maldharis remained in the rest of the 1 ,S(X) 
square kilometre sanctuary but the objective 
was still "the ‘re.storation’ of the rest of the 
reserve by the progressive withdrawal of the 
remaining cattle”.*" As the lions, ihc prey 
and the vegetation recovered, a new problem 
surfaced; after nearly a centuiy. the (iir had 
a spate ot attacks by lions on human beings. 
A new study by Ravi Chellam from Sau- 
rashtra limversity overturned much of the 
earliei logic.*''' He poiiiied out that the lion 
(Mipulution in the reserve had built up and 
the lerritorral nature of the prides forced a 
spillover into ad|oining areas. Here, the lions 
came into conlliet wiili people and with 
cattle. Saberwal. then working on a project 
lor the Wildlilc Institute ot India, tollowed 
up the details ol lion kills of people and 
louiid that scheduled ceslc labourcis who 
worked on pump .sets at night were Ihc mosi 
vulnerable. The ptilicy suggestion was 
similar to Sukumar’s- remove the excess 
lions by capture oi shooting. I•urther, there 
was no need to remove Maldharis Irom the 
rest of Gir Me still favoured curbs as on 
cutting down ol the iivcrine loiests, hut m 
this new view, they could co-c\ist with the 
lions it they were given prompt com¬ 
pensation tor cattle losses. I’astoralism and 
a large carnivoie could co-exist becau.se the 
toresi cover in the area was still intact. To 
relieve pre.ssurc Irom incoming cattle, fodder 
reserves elsewhere ought to be built up The 
rehabilitation efforts had Irecii a lailurc with 
many of the relocated lanulies being in a 
much worse state The policy of rchK'aluiii 
was held to he sound but its implementation 
seen to be tardy and insensitive.*’'' 
Pnigmatic solutions also appeal to another 
genre ol researchers who worked with 
wildlile outside forested areas The birds 
and animals of sciiib and grassland often 
live in Ihc proximity ol villages and selling 
aside large areas lor protection is simply out 
ot the question. The extension of cultivation 
over the plains legions and river valleys has 
advanced .so far as to make it impossible to 
locate large stretches ol land that are 
uncultivated The Aligarh biologist Asail 
Kahmani, an a.isociatc ol Salim All, .idvo- 
cated a llexible strategy to protect the great 
Indian bustard. This ground living bird, the 
second heaviest on eaiih rcliirncd to certain 
patches lor courtship displays .and nesting. 
The key was to ensure the protection ot such 
p.itches often onlv a few ilo/en hectares 
large As these areas were often m levenue 
lands and on village grazing grounds. 
Rahmani lavouied a nnx of preventive and 
pjiiicipatorv measures similarbtit more 
contlictiial situation emerged m studies on 


the won, unlike the tiger an mnahitant ot 
the countryside in tracts with dryland farming 
and sheep or goat-rearing. The wolf has not 
only been known to lift children in areas like 
Pulamau in Bihar but often lift.s stock 
aninial.s.*'^ The picture pul together is a com¬ 
plex one. The wolves in western India 
actually gam from dryland farming as they 
can lake cover in the field before the harvest 
with Ihcir young cubs. The extension of 
perennial irrigation, as in the case of the 
Ruja.sthan canal, will transform the situa¬ 
tion."’* At another level, in areas like Nanaj 
near Pune, the shepherds despised the animal 
tor raids on stock but cultivalois saw it as 
the key to control I mg the antelope numbers.*''' 
Clearly, survival for the wolf required an 
approach ihat look account of basic facts 
about its biology and behaviour. As a wide- 
ranging animal living in low densities, it 
perforce comes into contact with human 
settlenicnts. Many shepherd communities 
regularly kill the cubs to protect their herds: 
the only answer would be lo provide ihc 
wolf with a system ot ‘perpetual care'. The 
continued cxi.siencc ot vanishing species 
required sustained attention to the problems 
ot lho.se people who shiired Ihcir habitats.’*’ 
Certain basic features about the pragmatic 
consei vationisls arc worth further attention. 
The conflicts between people and animals 
were broken up and viewed in a dis- 
aggiegated way. Neither lions nor elephants 
were inherenily daiigcious. but certain indi¬ 
vidual specimens were prone to come into 
conflict with people. An understanding ol 
their lite cycles and Ihc vulnerabilities of 
different groups of human land-users was 
crucial. In one case, the gram cultivators and 
III the other labourers and cattle-keepers 
weie Ihe most vulnerable group. Here, we 
see a w'idemng of .sensibilities towards 
diltereiit groups of humans. At the same 
lime, the prc.servation of a species is critical 
but they feel, they do not have a duly to 
conscive 'each and every individual of the 
species'.’* 'I'tic efticient management ol a 
resource .athcr than an ethically driven 
campaign to make all human-animal re¬ 
lations equal marks the altitude of the 
pragmatic conservationists. The cniph.asis is 
less on Ihe inalienable right of all living 
things to life and there is a candid openness 
about the possibilities of earning more 
resenue oi generating belter incomes. The 
element ot pragmatism is crucial. In Ihe 
absence of strict measures against aberrant 
caimvores, Ihe result would he a ‘backlash’. 
None of incsc scientists secs an alternative 
to a role for enforcement agencies of the 
si.ite, but they advocate exercising power in 
a very different way. For one, knowledge 
would not only be gathered through the 
official machineiy winch's olten incapable 
of llexible icspoic.cs l>>;canse ol a lack of 
infoimjlion or icscarcli cap.'bilitics. 


• UONSTRUCnVE WORK 

Sukumar's own initiation into wildlife 
biology had begun as a bird watcher in a 
small forest then at the edge of the .southern 
Indian metropolis of Madras. By this time 
this forest, the Guindy park was already the 
site of innovative approaches to reptile con¬ 
servation that were harbingers of change. It 
was here in the Madras snake park that Rum 
Whitaker and his team first saw that the 
organisation of wildlife economy based 
tribals as a step towards controlling the trade 
in Indian wildlife. His biographci is correct 
in ob.scrving that this idea was still ahead 
of its time, but in retrospect this was a step 
in a new direction ” Constructive work may 
be the best category in which to fit the 
activities aimed at creative solutions around 
existing .skills and within the exchange 
economy. In the process, such groups have 
often widened the terms of debate from one 
about preservation or total protection to one 
about possible sustainable long-term use 
Whitaker's own group worked in close 
conjunction with the Inilas. adivasis who 
once trapped small game anmials. rodents 
and snakes for a living but were being 
marginalised by urbanisation and the 
clearance ol scrub forests on the south¬ 
western coastline. The eflorl was to draw 
upon Irula skills, to which the exchange 
economy was not alien, but to proviile rncins 
by which they could get bcttci tei ms t<f trade 
without depleting the tiiniiher.s of reptiles 
These two broad features: of pushing for 
change by improving the baigaming position 
of ‘lo.sers’ in development and of augmenting 
the resource base remain the hallmark of 
constructive work groups. 

In the case of the Madras snake park, the 
origins lay in a protection venture centred 
on captive-breeding of reptiles. The small 
plot adjacent to the Guindy jiark was a 
beehive of activity, but the dilemma facing 
the Irulas soon became evident. The snake 
skin trade was of the order of thousands of 
skins a year, and the tribals found it profitable 
to catch the reptiles. The poem quoted by 
Zai Whitaker summed up the attitude in the 
Snake park, ‘Russels viper, burning bright. 
Do not hiss and do not bite, We arc trying 
to save your skin. From hand bags, wallets 
and their kin'. But the llip side of the coin 
was that snake venom was highly valuable, 
the poi.son from a krail being worth as much 
as Rs 3,(X)0 a gram. By the late 1960s. the 
Irulas were not only the 'backbone of Ihe 
snake skin trade' but were also catching 
snakes to extract venom for making anti- 
vcnin. The bid to form a snakc-calchcrs co¬ 
operative made only slow progress but the 
organisation was registered in 1978. Every 
Friday, Irulas from the areas surrounding 
Madras would make their way to the park 
with their deadly quarry, which would be 




Economic and Political Weekly Special Number September 1996 



milked tor venom’ and released a tew weeks 
ater in the wild. The ban on snake skin 
sports and the curbing of the trade had 
vorsened the plight of the Irulas but the 
'enom trade provided fresh opportunities. 
Amendments in the Wildlife Protection Act, 
972 also allowed the capture and 'milking' 
)f the snakes, in contrast to the normally 
,tnct ban on killing or trapping species that 
verc endangered and under schedule I of the 
ict.” 

But it was not with snakes but with 
rrocodiles that the break with prc.scrvation 
obbies came. The three species of crocodi les 
n India were rescued from almost certain 
;xtinction through a programme of captive 
latching and breeding in which the Snake 
’ark and the Food and Agriculture 
Organisation played a critical role. Nation- 
vide surveys showed a decline in numbers 
luc to variety of factors including dams on 
ivers, killing for skins and for bounties. 
Zrocodile eggs were gathered and hatched 
or captive rearing, especially in the newly 
;reated Crocodile Bank near Madras. The 
loliun of a 'hunk' was a deliberate one: 
ixcept this would be a bank where crocodi les 
ind not money would multiply.’'* By 1994, 
here were over 20,000 animals in captive 
;olleclions, both in the bank and in forest 
Jepartment collections. However, the 
iriginal purpose of the project was to supply 
ikins to the market using caplive-brcd 
•pccimens. The idea was to harvest a re.souice 
in captivity, while the wild popul.ilion would 
ie augmented through protection and the 
release ol captive-bred specimens. The part 
.)f the pi ograinmc rcl uting to market ing sk ms 
lias never been realised, as the necessary 
legal changes have not been brought about. 
There is viitually no public record of 
criticisms of marketing crocodile leather, 
but there arc two points oltcn raised by 
preservationists. One is the problems of 
enforcement, for poachers could start a 
parallel trade. The other is the belief that 
such a trade would mark the triumph of an 
instrumentalist and exploitative attitude and 
would undermine the ethical notion that all 
organisms have a right to life. In recent 
times, such views impelled Maneka Oandhi 
us environment minister m 1990 to oiilcr 
confiscation of a dancing bear from its 
owner.’' The upshot of this is ciear: the 
preservationist lobby has defended its stance. 
Hie problem is that such a view of nature, 
however moral it may be, Joes not often 
provide much by way of alternatives. The 
Irula co-operative itself is only a small pilot 
venture. But the principle of combining 
traditional skills with modem management 
techniques is a significant one. A recent 
proposal is to permit controlled harvesting 
of the turtle eggs in the great nc.sting grounds 
of Garhimatha on the Orissa coast not fur 
trade but for local consumption. As several 


hundreds of thousands of eggs arc destroyed 
by the tides, this would not affect 
reproduction rates. Until the sanctuary was 
created in 197.5, the local zamindar collected 
an anda kara or egg tax from ftsherfolk and 
the foresters took the re.st of the eggs for 
sale! The proposal is not to revive the old 
hierarchies or the trade but to give people 
'a vested interest' that will create a socio- 
cconomie base for conservation. Similar 
sustained use systems have been proposed 
for as many as six reptile species: these 
inelude captive-bred populations as well as 
wild ones.’* The point about cruelty is 
acknowledged but as Indraneil Das asks: if 
domestic animals can he u.sed why not wild 
ones?” The observation is of wider 
significance: nature docs not occur in its 
pristine and pure state and the practices of 
capture or consumption by tribals or other 
direct resource-users seem 'cruel' to middle 
class people. 

The 'constructive work’ programmes 
concerned with forest revival are both better 
developed and mote widely known. There 
are important parallels us well as contrasts 
with the debate on faunal resources. The 
struggle over control over forest lands in the 
colonial period have hud their echoes in 
independent India, where the broad para¬ 
meters of legislation and executive practice, 
have if anything, become even more siiin- 
gent. Foresters have olten seen trees in terms 
of their worth as timber, while acro.ss much 
of the peninsula, peasants and other villagei s 
have diawn a wider variety of tisiilrud- 
based products from the forests These 
include nuts, fruits, leaf manure and twigs. 
The commercialisation of non-wood pro 
ducts, such as tendu leaves and harra liuils. 
sal .seeds and maluia flowers has not been 
matched by better terms of trade lor tho.se 
who gather them. This exploitation ol 
produce-gatherers by mcrcanlilc capital and 
governmental agencies is paralleled by an 
exclusive focus on regeneration ol tree 
species critical for timber such as sal, teak, 
pines or eucalyptus. The constructive work 
initiatives in the forestry sector have moved 
beyond the agenda of employment towards 
regeneration ihrough entitlement lights lor 
direct rcsoiirte-uscrs.”' The oiientation ol 
.such protects, lowaids multi-species forests, 
rather than monocultuie stands, is conducive 
to a wider variety of bird and animal life 
The reafforestation progiamines ol the 
Dasholi Gram .Swarajya .Sangh over the last 
two decades have not only seen a very high 
rate of success in terms ol survival rates but 
also focused on broadleaf tree species that 
arc central »o livelihood This is m contrast 
to official programmes in Uttarakhand that 
have historically been oriented to plantation 
of conifers that arc of limited use in the 
agrarian economy. The forest protection 
initiatives in three districts of West Bengal, 


Midnapur, Purulia and Bankura arc perhaps 
the best known, but they have their counter¬ 
parts in Orissa imd Bihar. A share of forest 
products for villages in return fur protection 
of the forests on a voluntary basis has enabled 
exiensive regeneration of the sal forests. 
This itself marks a major shift in terms of 
technologies of forest management away 
from production of wood (from the tree 
tmnk) to a host of products taken (from the 
crown) like twigs seeds and leaves. I'he 
relative success of joint forest management 
(JFM) mcompaiison togovernment forestry 
has to be seen in iterspective: over 7.5 million 
hectares are under the foie.st department, 
and only a small fraction of the land is undei 
JF'M.’*’ There is also evidence that these 
practices may not be extended to the reserved 
forests."" But the broad principle of joint 
control has been given a due place in rhetoric. 
Such efforts arc significant both because 
they expand the ability of people, whether 
peasant women in ('hamoli or adivasis in 
West Bengal to control their own lives. 
Such efforts should not be dismissed as 
'relormist' as they are often a highly creative 
response to difficult conditions and have 
positive consequences at a wider level,*" 
More recently, Iheie have been efforts to 
extend such an appioach ol Joint Manage¬ 
ment to the Protected Areas (JMPA). 'I'his 
dibit seeks to build on existing arrangements 
while lobbying lor legal and adminisiralive 
changes The ivntial premise is that the 
long-teim luiuic of s.incluaries and national 
parks rests on co-opeiaiion ol local people 
with any open-minded lores! of licer willitig 
to be more accommodative ol then needs 
The arguments used arc out ol the book ol 
the pragmatists as the claim is that this will 
help meet long tciin ob|cctives of conser¬ 
vation. As Ashish Kothari writes. "I do not 
believe the Forest Department can exeicisc 
control even if it wanted to. It is not a 
question ol whether we should try such 
alternatives or not; we have no choice but 
to"."' While he refers to several cases where 
popular action has stalled development 
piojects, Kothari points to constructive 
eflorts at conservation aiound the sanc¬ 
tuaries Forest piotedionconiiintteesfoiru'd 
with the hcipol a voliinlary oiganisatioii aic 
helping check timbei poashing in 
Raritliamboic tiger reserve "'* In Nagaland, 
the Naga Motheis Association has cam¬ 
paigned against indiscriminate hunting 
Unlike government agencies, such gioups 
can motivate people thiough educational 
eflorts and can mobilise tlieii energies In 
oflicial eyes, they play an auxiliaiy role and 
not a central one. The provision ol basic 
services via voluntary efforts is also seen by 
some preservation groups as integral to their 
own obiectives: by relieving pressure on the 
forests, they create altciiiatives lor people 
living near parks "' Yet. it is not on issues 
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owards a more locally rooted system. But 
it was farfrom complete. Uncultivated lands 
were important for rural subsistence, while 
jnchecked commercialisation was under¬ 
mining the basis of survival of wildlife and 
poor people alike. Gadgil and Malhotra still 
advocated the creation of nature reserves in 
three per cent of the land area which would 
x! ‘totally free’ of human interference and 
Jevoted to the preservation of biological 
iivcrsity.''’' But the seeds of change were 
;onlained in the field work which pointed 
o a long history of human use of even 
aipposedly ‘pristine’ lands. Critical inter- 
ifentions in public debates on dams and on 
orest policies by scientists also prepared 
he ground for more sustained critiques not 
inly of forc-stry itself but of the wider systems 
if resource access that were weighted in 
erms of resource-extensive use by elites."*’ 
Events on the ground moved ahead at a 
aster pace. Unlike the government which 
ittemptcd to enact a more stringent law on 
drests in 1982, a section of urban researchers 
md activists veered towards the view taken 
iy tribal groups. There were signs of this 
•ven earlier as in the support extended to 
he Chipko movement in 1974 by botanists 
rom Delhi and in the integration of eco- 
ogical issues tn local-level studies of 
Jevelopment."" But these did not have the 
wider resonances of the great debate over 
he 1982 bill. Deforcittation and the deci- 
nation of wildlife was seen as the outcome 
)f commercialisation and of the degree to 
which forest-dependent people had no direct 
ole in the control of natural wealth. The 
survival of diverse multi-species forests was 
icen as linked with the struggle against 
.'ommcrcially oriented monoculture planta- 
lons. The mixed forests were seen as crucial 
n both ecological terms (as they harboured 
several plant and animal species) and for 
mcial reasons (as tribals and non-tribal 
peasants and artisans used a multitude of 
species). The batticlincs were drawn much 
more clearly when a student group from 
Delhi took up the issue of firing on cattle- 
grazers in the Keoladeo Ghana national park 
near Bharatpur in November 1982."’’ The 
former hunting reserve of the local ruler, the 
park had become a bone of contention 
between cattle-owners and the wildlife 
authorities. The Indian Board for Wildlife 
meeting in October 1982 (with Indira Gandhi 
in the chair) decided to close the area to all 
cattle. The decision was implemented 
overnight, and in the ensuing tension, the 
police shot and killed nine people. The report 
by the Kalpavriksh team had much in 
common with civil liberties team reports: it 
blamed the government for not giving 
adequate warning to the crowds. The patients 
were interview^ and the issue of com¬ 
pensating deaths was raised. But equally 


signincant was me stance ol the group, which 
was an environmental action group not a 
civil liberties forum. The closure of the 
sanctuary was held to be unjust as no alter¬ 
native had been provided by the authorities. 
The report had a dual agenda of local rights 
and of wildlife conservation. It al.so quoted 
a BNHS researcher who felt that cattle access 
was not harmful to the water birds as it 
controlled the acquatic grasses."” Such 
findings did not receive much attention at 
the time but subsequently became important. 

The next question was inevitable. Was it 
possible that conservation did not require 
areas totally free from human prc.sencc ' 
Even whcrcthc.se were necessary, local level 
decisions might suffice. In any case, the 
core areas of wildlife p.irks were being 
re.served for .scientific or aesthetic use, but 
this was a political point. The issue .still 
remained of whethet it was at all valid to 
search for a natural space that would be fice 
of biomass extraction in loio. The legitimacy 
of schemes like Projeci Tiger from the very 
outset was in terms wider than aesthetic 
sensibilities. The creation of inviolate natural 
areas free from any human presence othci 
than protective umbrella of the aulhoniies 
was justilied in terms of its contribution lo 
protecting the spectrum of living things By 
safeguarding these core areas from human 
beings, preservationists had argued they were 
ensuring that biological diversity was kept 
intact at least in these lew oa.ses. They could 
be baseline areas lor le.search into the 
working of natural ecological systems. In 
addition lo polciUially useful plant species 
in the wild, researchers could document the 
complex inter-relation between water. soil 
and the fauna and flora The view ol these 
tracts as relict natural areas and then valuc 
in terms of biological diversity was central 
to the case. It is on both thc.se counts ih.ii 
fresh perspectives soon began to emerge. 
Even in the Amazon basin, this notion of 
a nature free of human presence has in¬ 
creasingly come under critical scriitiny The 
great basin supported large populations 
before the .Spanish conquest and even now 
IS critical tn the livelihood ol not less than 
2 million people!"” Similarly, in eastern 
and southern Africa, the notion of a primeval 
Eden was itself central lo a notion of the 
continent as an uncivilised domain awaiting 
conquest The same idea was adopted by 
many modem conservationists "’'’ The notion 
of a ‘wilderness’ could have even less 
validity in a subcontinent like South Asia 
with a much larger human population and 
many millenia of agrarian civilisation The 
problem would not be one ol discovering 
nature in its pristine state but of working out 
which kinds of human activity significantly 
reduced or enhanced biological diversity. 
But lo do this it became necessary to sec the 
forests, scrub lands or marshes as existing 


inside of human history. In the stniggic for 
control of these areas, the notion of creating 
a wilderness was a means to ensuie control 
by preservationists at the cost of competing 
land-users The issue was not one of nature 
versus people and became one of certain 
groups versus others Th<’ idea of an inclusive 
idea of consei vation meshed very well with 
innovative research in other parts of the 
world, particul.irly in Latin Amenca, and 
even in some of the Amciican Indian- 
controlled areas in the southern US The 
keynote was not a rom.uuic idealism about 
such communities but haril headed scientific 
work about wh.it kinds ol biodiversity could 
co-exisi in ,ukI around are.is subject lo 
continuing hut regulated human use The 
survival of rare plants m the sacred groves 
of the Western Ghats no more seemed like 
an isolated oi unique case, hut pail of a 
wider pattern. Unhke stale systems which 
had. till recently Incused mainly on large 
niammnls, these piai'tices encompassed a 
wider specirum ol diveisiiy.""’ This siiuek 
deep at the older stereoly|H-. In recent work 
in the alpine legioiis ol the Western 
I limalayas. other writers have also suggested 
a much more miaiieed view ol niral relations 
with the natural world "’’’ Noi only do they 
eschew a romantic liarmonv'. but they show 
how spccilic pallern.s ol use may not be .'is 
damaging as was once believed l-oi instance, 
decades ol Gaddi pastoialisin in Mini,icli.il 
have not degraded the loresis, unless the 
degradation is seen merely in terms ot the 
density ol iinihei Irees .Smiilailv. nioiiniam 
ungulates seem to be able to co exist with 
the Gaddis provided tlicie is a ilcgiee ol 
loleiance by the .irnied men vvhoai company 
the flocks oil the tiails ll is not,.'hie that Ihe 
debate about levels ol diveisity has been 
posed by scholars in terms ol extensive 
loririsol l.ind use siichaspasloial prodi.u lion 
and swidden Liillivalion The level.> ol 
plant diversity m various systems ol 
traditional agricul'ure or ol the loc.il breed', 
ol livestock (.in only he maintained il slot, k 
keepcis anil culliv.ilois have a cential lo.'e 
to play in the piocess ol coiiservaiion Not 
only are researclieis not inonolithic .iiu! 
united in support ol exclusioiiaiy policies, 
the woik III India parallels that in iihei 
regions'" .Scicnldic work parallels .ind 
complements elloils ol soci.il scientists lo 
study the dyn.iiniis ol lolletlive action 
systems, ol how they woik and why they 
break up 

The inapir break then is on the lausalily 
ol the erosion ol genetic divcisily and the 
best way lo conserve and enhance it (i.idgil 
and Rao argue the case in a recent drali bill 
on nature, health and education I'lie 
bureaucracy is ill-cciuipped to meet the 
emerging problems ol the ground, be it in 
terms ol shilts in species abundance or 
diversity, or iresh threats due to pollution 
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diversity of resource-use systems that vary 
so enormously even over small stretches of 
the Indian countryside are simply not 
amenable to efficient or just bureaucratic 
land control. The rich regenerative potential 
of local systems of resourcc-u.se may not 
always be evident to a distant mandarin. 
Mure seriously, the information-gathering 
system at the disposal of the land managers 
as well as their skills may not register major 
changes fast enough. In contrast, local users 
have several practices that could be the core 
of a new strategy for conservation. They 
would be backed up with technical assistance 
and co-ordination but would have a central 
role in the process. The present protected 
areas as well as sacred groves and ponds, 
patches of grassland and desert scrub outside 
the PA system would be managed as 'safety 
sites'. Unlike the supply sites which would 
include the 23 per cent of the land area now 
under the forest department and the 6 per 
cent now under the revenue departments, 
the criterion of control would be 'safety' 
rather than 'supply'. The foresters and other 
technical personnel would remain in the 
picture but their role would be akin to that 
of the agriculture dcp.iitmcnt in terms of 
providing support, services .ind incentives, 
not direct management. The PA system 
would nut be managed in isolation but be 
treated as part of a wider regime of control. 

There are many possible problems in this 
alternative model, but it is ideologically 
significant as it marks a break with a statist 
system of control. The early work on sacred 
groves or on rural lil'eslylcs in the Deccan 
was much more limited m scope and 
suggestions but carried the seeds of thc.se 
pmposals. Incentives to protect diversity of 
cultivators were suggested in the case of the 
Nilgiri Biosphere Rc.serve. The Second 
0 '«'.’<-;i.v’/?i 7 wr/onlndia’senvironmcnt also 
tool^ a step in this direction.This surely 
represents a politically significant develop¬ 
ment because a section of the skilled and 
educated literati is making common cause 
with dis.-idvantagcd groups. Such work 
brings together s|x;cialist knowledge with 
the emerging ground-level situation and 
olfers a critique. At an international level, 
both biologists and social scientists are 
presently engaged in a debate over such 
issues and the Indian experience is nut an 
isolated one. The bill draws together these 
findings and seeks to articulate elements of 
an alternative structure. The actual problem 
in such models is then treatment ot market 
forces. The community is to .serve as a line 
of defence against corrosive impact such us 
species extermination to meet market 
demand or to mediate in case of conllicts 
over re.source u.se. But it is not at all clear 
what IS to stop a hamlet from cutting down 
a forest or draining a wetland as long as 
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sible. Many collective action systems in 
montane and semi-arid areas where they are 
probably still the most resilient, arc in a 
transitory phase. They were never static in 
the past but the levels of internal differen¬ 
tiation and the external pressures today are 
of an unprecedented nature. The question is 
not whether such devolution must take place. 
There is little doubt that many of the points 
made by the urban intellectuals are valid; 
these systems arc mure flexible than a 
bureaucracy and involve people with more 
direct stakes in the viability of forests or 
wetlands than in the case of distant admini¬ 
strators. But the issue is a more complex 
one, of designing a structure of incentives 
that will enable such initiatives as exist on 
the ground to endure the impact of pressures. 
This, in turn, will only be possible in the 
context of wider changes in the system of 
land-use The insights provided by the urban- 
based researchers and activists still have 
considerable relevance. The challenge is to 
tiy and work out a system of control that 
ct-mbines local control with tangible bcncllts 
that enable a better livelihood but also 
enhances the resource base. This is easier 
said than done. But it is a vast improvement 
on a tunnel vision that solely concentiates 
on a few protected /.ones protected by guns 
and guards. Over two decades, the urban 
intellectuals have gone from studying 
alternative systems to favouring a radical 
shift in the power structure to meet the dual 
demands of conservation and human liveli¬ 
hood. They have taken a step towards a 
notion of empowerment of disadvantaged 
groups, a programme which has often been 
integral to many movements of political 
as.sertion, but which is now being supported 
on new giounds: its ability to conserve 
biological diver.*.ity. 

Riikal AcrivisTS 

Of the above mentioned groups only the 
constructive workers have any direct material 
stakes in '.lie outcome of human-wildlife 
conflicts. The rural activists arc directly 
engaged in efforts to .secure a direct 
participatory role for resource-users in the 
control of open access or common property 
lands, government forests, ponds, pastures 
and wildlife sanctuaries. I'he improvement 
of rural livelihood and of living conditions 
is central to their perspective and the recent 
attempts to defend natural areas from 
developers have to be seen in this light. The 
creation -f wildlife .sanctuaries .seems to 
such groups to be simply one in a long line 
of events that have depnved them of their 
land rights. In the past, this loss of entitlement 
often entailed a deeper sense of cultural 
loss. Rural activists. obviou.sly. do not work 
or exist in isolation from wider networks of 
protest groups th.'it include those in towns 
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they share the consequences of ecologies 
deterioration or social dislocation with thost 
affected by wildlife conservation, big dami 
or commercial forestry. What matten less 
are the social origins of a particular activisi 
group, and much more the kind of issues i 
focuses on. They takeup mobilisation agains 
dominant groups to a greater extent than the 
constructive workers. In fa^t, tribals peti 
tinned a government committee in 196( 
against the creation of a wildlife reserve it 
Andhra Pradesh. Their complaints wen 
explicit and clear: the creation of a garni 
sanctuary in the Narasampet meant tha 
'They cannot hunt. They cannot even ge 
wood from contractors; they cannot extrac 
kopi grass which they have always used fo: 
making ropes. The once proud Kuyas 
hunters and lords of the forest...are toda; 
forbidden even to enter the forest and an 
deprived of ail rights and privileges the; 
formerly had. They cannot even remove i 
few stones from the area to pave the path; 
of their villages.""' Yet such conccrni 
remained at the margins until they wen 
again taken up in the 1980s. 

The new wave of social movements dii 
not often directly take up the wildlifi 
question but the implications were clear a 
in the case ol Chipko. The Valley of Flower 
sanctuary was not tar from the hamlet o 
Reni where the village women stopped • 
sports firm from felling trees in 1974. Thi 
movement or 'Chipko Andolan' soon woi 
wide acclaim, and by 1980, some of it 
leaders were vocal in their criticism oi 
restrictions on usufruct rights in the Valle; 
of Flowers. The area had long been i mportan 
to nearby villagers who harvested wild tuber 
but this limited use was seen as destructivi 
by the forest department. This marked . 
wider agenda inclusive of plant diversit; 
than has been the hallmark of oftlcia 
strategy."* These form a parallel to tb 
drive by the preservation lobby to hal 
commercial forestry in the core areas o 
tiger reserves. The difference was crucial 
the activists saw the survival of the mix© 
forests as essential for the sustenance o 
rural people. The displacement of village 
to make way for wild! ife, though not withoi 
precedent, was taken up under Project Tige 
areas and in the Gir forest by this time. Sine 
then, the terms of resettlement and th 
question of how far displacement isesscntii 
have been a major bone of contention. A 
the time there was little sustained protes 
But such strategies of creating 'people-fret 
zones at the core of wildlife sanctuaric 
were attempted in many other areas. Th 
issue became especially tense when it wr 
linked up with the much wider problem t 
the restriction of usufruct rights. Under th 
Wildlife(Protection) Act of 1972, there wci 
no rights of access in national parks. I 
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many areas, this led to protests. The 
Bharatpur firing in 1982 has already been 
taken up. In this case, the investigators were 
drawn from a metropolis and could not make 
much headway as the villagers were inti¬ 
midated by the local authorities. Since then, 
the degree of mobilisation in and around the 
PAs and the kind of links, this time with the 
small town intelligentsia, have caused a sea- 
change. The expansion of the network of 
protected areas and the intensiHcation of 
protection measures have provoked a strong 
response from resident peoples in many areas. 

Iliis pattern emerges clearly in case of the 
Rajaji park near Hardwar. Carved out of the 
governor-general’s old Shooting Blocks, the 
park is home not only to diverse wildlife 
including UP's largest population of wild 
elephants, but also to several people. The 
local Gujjars who arc allied to the group 
Vikalp, rebut the forest department’s charges 
that they are overgrazing the area. In 1979, 
the government decided to move out the 
Gujjars and resettle them in a housing colony. 
Their case has wider significance. Firstly, 
they point to the shrinkage of lands along 
their old travel routes due to extension of 
cultivation and forestry: confined to a smaller 
area, they see lhem.selvcs as the victims of 
the process of development. Secondly, they 
refer to the extensive encroachment on the 
forests of the area by an irrigation channel, 
an army ammunitions depot and several 
publie and private sector industrial units, in 
addition to mass protests in 1991-94, they 
also challenged the administration to hand 
over the park to them for direct manage¬ 
ment."^ More recently, in conjunction with 
the Bombay-based Indian People’s Tribunal 
for Human Rights, they organised public 
hearings by a retired chief justice of a high 
court. Among other issues. Justice Potti also 
enquired into possible alternatives to defuse 
tensions while protecting forests. The report 
itself is a complex one: it offers a critique 
of the existing arrangements for rehabili¬ 
tation and calls for a more acceptable package 
that addresses the needs of the Gujjars. 
Justice Potti raised the issue of compensation 
for victims of animal attack and suggested 
they be made equal to those given to airline 
crash victims. In the longer term, Vikalp 
argues that the survival of Rajaji and nearby 
forests is not possible simply through 
sacrifices by the resident population. The 
diverse groups in the area: the Gujjars, the 
inhabitants of the forest \illagcs who arc 
tenants of the forest department, laungya- 
cutters who were brought in 'o raise tree 
crops, artisans who collect baan grasses 
from the forest for rope-making, all took 
part in the consultations. This itself was 
significant as the diversity of interest groups 
IS often held as a reason against local control. 
No easy panacea emerged but the very 
existence of the process was significant.'”* 


The destruction of the forest is the 
consequence of wider processes of social 
and economic change that need to be taken 
up. This is illustrated with reference to the 
firewood demands of the nearby town of 
Hardwar which powers denudation of 
substantial areas. In fact, travelling to 
Hardwar from Delhi, it is impossible to miss 
the multi-storied flats that arc creeping up 
towards the river, cutting off the route for 
the few bull elephants still courageous 
enough to make the journey.'''' The Gujjar 
and the elephant arc both hanging in the 
balance and the former are fighting back. 

Nor is this an exception. The general 
impact of industrialisation and the double 
standards adopted by the administration to 
forest-dependent people led to the 
organisation of the Jungle Jeevan Bachao 
Yatra (‘Save the Forests, Save our Lives’ 
march) in 1995. In the recent past, this 
technique of processions criss-crossing the 
countryside to bring together affected and 
concerned citizens has been a favourite of 
environmental movements. There have been 
many yatras like the Askot-Arakot march of 
Chipko students in 1974, Sundcrial 
Bahuguna's Kashmir-Kohinia trek in 19X2, 
the fisherfolk march along the sea coast in 
19X9 and the long march of the anti-dam 
protc.stors in the case of the Narmada project 
in 1992.'^*’ But this was the first time that 
the wildlifc-peopIc issue was taken up 
through this medium. At the end of the 
I5,00()-kilomctrc march the organisers 
is.sued a .statement denouncing the creation 
of ‘sarkari shcr aur sarkarki ped’ 
(governmental tigers and trccs).'^' In most 
places on the route, at the Gir forest in 
Gujarat or at Rajaji. the tale was a similar 
one. The deprivation of access to the forests 
or natural ureas had deprived people of 
sustenance but opened up the area to 
contractors and other rapacious developers. 
It is noteworthy that groups like the Tarun 
Bharat Sangh in Suriska have done more 
than protest against closure of access. They 
have planted indigenous trees on common 
lands, fought mining interests to a standstill 
until the state government stepped in on the 
other side. 'I'hili consciousness is also evident 
in the revival of protected forests known as 
rhoonds, and deohanis that arc protected by 
the villagers.As in Rajaji. the ‘petty 
oppre.ssions' by the forest department have 
been a major grievance. They only illu.strate 
the wider dilemma of a department with 
rights over residents and usufruct right 
holders.'^’ The upshot of the Yatra of 1995 
was it.sclf mixed and it attracicd criticism 
from some quarters for nut being strident or 
radical cnviugh.'^^ The debate continues but 
the significance of the event is easy to miss 
out on. The Yatra was designed to act as a 
stimulus for fuilher contact and dialogue 
and in the six months that followed it, grass 


roots groups in three states have organised 
their own networks to continue contact and 
exchange of information. What arc the mam 
contributions of the rural activists involved 
in the Yatra and elsewhere in the country? 
Firstly, it will now be difficult to use coercive 
powers to relocate or displace people in and 
around protected areas. Unlike urban 
intellectuals or pragmatic conservationists, 
most rural activists live and work among the 
communities whose cause they espouse. 
Their strength is also linked to a significant 
change: the willingness of politicians to be 
more sensitive to rural protests.'^* .Such 
changes arc due to executive action and 
rural activists demand legal rights. At prc.sent, 
the collector may grant concessions under 
an amendment in the wildlife act made in 
1991.'*'’ Livelihood issues arc paramount 
for the rural activists, who see the 
bureaucracy as having failed to improve the 
living conditions in the<>c areas. Commercial 
interests in particular non-tribal traders and 
large industry are regarded as exploiters of 
both people and nature. If thc.se terms seem 
ambiguous it is necessary to reiterate that 
unlike the other groups studied here, the 
rural workers arc not attached to institutions 
of higher learning and arc engaged in 
mobilisation often against heavy odds. Their 
view of nature and the question of 
biodiversity requires more elaboration and 
attention. One approach has been to sec 
them as standard-bearers of traditions that 
arc more in fiarmony with nature than the 
industrial mode of development, socialist or 
capitalist. Since wildlifcis not always central 
to the agenda as in the case of 
preservationists, the rural activists arc often 
pilloried for not being sensitive to long-term 
issues. In fact, the point can be tuned around. 
In .several cases, certain projects which would 
be deeply damaging noi only to wild animals 
or plants but to the ecology of vast areas 
have been stalled only because of mral protest 
by disadvantaged social groups. What is 
valid IS the (ear that a successful movement 
for as.scrtion may not be able to control 
deeper market forces that may corrode the 
resource base. But bureaucratic regimes have 
hardly done very well on this a>unt and have 
facilitated and assisted such corro.sive f.irces. 

The preservationists arc strident against 
claims of rural activists who advocate 
continued use of fhe proiccicd areas. Surely 
something is seriousty wrong with a .system 
that canniit provide for the disadvantaged 
from 96 per cent of the land area. I'hc rural 
activists reply that they were not involved 
in demarcating the 4 pet cent and in any 
case, this struggle fur control is by no means 
restricted to these areas The other problem, 
of providing safe havens tor plant and animal 
life free from all people, docs not appeal to 
the rural activists in the same way that it 
docs to the prc.scrvaliunists. The activists 
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feel that tribals or pastoralists have a better 
record of living with natural systems than 
urban or rural elites. Sacred groves and 
religtou.s taboos on harvc.sting wildlife are 
cited to buttress such claims. If at all. core 
areas are to be .set aside, the activists would 
claim that the residents have to play a part 
in delineating the 7.nne. Such areas can 
possibly be created cl.scwhcrc. but the nub 
of the problem will lie in participation and 
control which cannot be left solely with the 
authorities. The emergence of networks of 
the action groups working on the periphery 
ol protected areas is a major landmark. As 
with the forest question, local experiences 
are now being discussed at a wider level, 
not only in terms of solidarity and joint 
action, but also toevol vc a common platform 
The actual evolution of institutions and 
mechanisms lor rural control has a long way 
to go. but the process has begun. l,ncal 
control cannot, in itself, resolve issues: the 
wider institutions of governance can often 
be more than willing to bend over to 
industrial interests. 

A Pwxhss or iNn-RAmoN 

The cntics are largely united by their 
disaffection with the prevalent mode of 
preservation. They do not believe in a policy 
of total environmental protection. Their 
grounds for criticism and their levels of 
alienation from the dominant model vary 
and there is also room for mutually 
contradictory \ icws among them. In their 
own ways each is que.stiomng the lorcst 
department' s monopoly of power and know¬ 
ledge in the protected areas Though their 
concerns and prescriptions vary, the critics 
.stand for changes of .strategy and policy Wv- 
u-vis thccon.scrvation of biological diversity. 

This IS most clearly evident in case of the 
rural activists and the pragmattc conser¬ 
vationists. The former have a constituency 
that primarily consists of the rural poor who 
live in hilly anil mountainous regions, areas 
with dryland agriculture and animal hus¬ 
bandry. These arc populations partially or 
wholly reliant on gatheiing forest products 
whether lor subsistence or for sale The 
relocation ol such villagers, whether tribals 
or caste Hindus, to make way for wildlife, 
IS strongly oppo.scd by the rural activists. 
Pragmatic conservationists, while often 
critical of the ndmmistratioir.s inscn.sitive 
methods, broadly agree that people must be 
removed from prime wildlife habitats if this 
IS essential for rare species The question 
goes beyond one of rehabilitation and re¬ 
location to usufruct rights The pragmatic 
conservationists are mainly wildlife bio¬ 
logists whose prime aim is to evolve 
management progtamines lor specific 
species. They approach the issue Irom the 
standpoint of enhancing the survival 
prospects ol their target species or 


ecosystems. Their findings often pit them 
against the older 'hands off’ approach of the 
preservationists, but their methology is still 
geared to the wildlife much more than to the 
people. Rural activists, at least those who 
arc sensitive to ecological issues, sec the 
issue in terms of livelihood and survival of 
social groups marginal to the power structure. 
It would make little tactical sen.se for them 
to admit that the sustenance of disadvantaged 
groups may at times be in irreconcilable 
conflict with wild plants or animals. Thc’^r 
prime locus is not only on redressing grie¬ 
vances, which the pragmatic conservationists 
are willing to acknowledge. Some voluntary 
groups have gone so far as to ask that they 
and other local residents in and outside the 
park be given control of the area. Such a 
prospect would not be welcome to even the 
most open-minded of the pragmatic re¬ 
searchers. Where there is room tor joint 
action it is with regard to specific grievances 
such as wild animal depredations on crops 
or attacks on people. The biologists who 
have documented these problems in detail 
arc in a position to lobby governments to 
be much more responsive both in preventive 
terms and to pi ovide effective compensation. 
Ironically the very structure of consultation 
that incorporates such experts also slows 
down remedial action. Professional foresters 
are apt to look upon the researchers as 
upstarts and to drag their feet on imple¬ 
mentation nl programmes for culling male 
elephants or lions as the case may nc. The 
research scholar who has logged several 
hundred hours tracking the wild animals or 
assessing crop damage is still marginal to 
the community of forestry. They may have 
the expertise but they lack directorial power. 
As members of the middle class or literati 
they do not experience the problems of 
deprivation so clear to the rural activists. 
But there is little doubt that the pragmatic 
conservationists are the most ambivalent of 
all the groups of dissenters and critics. Their 
lindings point in one direction and their 
professional !.ic makes it c.ssenlial lor them 
to remain m close contact with the very 
branch of government whose choices they 
often disagree with. The growth of 
autonomous research institutions has increa¬ 
sed their leeway and given them a separate 
institutional base outside the forest depart¬ 
ment, but they can go a certain distance and 
not beyond. 

Rural activists have a much wider agenda 
and programme. They seek to question not 
only wildlife vonservation policies, but the 
wider gamut of issues related to develop¬ 
ment. These include the terms of trade with 
the meicanlilc groups oi the foresters who 
purchase forest products, the denial of land 
rights and credit to the poor and the more 
mundane but critical problems of the lack 
of even basic social services such as health 


•nd education. The strategy is one of struggle, 
all the more .so because they are often at 
loggerheads with the forest department 
which is their overlord or controls access to 
grazing grounds. Increasingly, human rights 
violations have come to be prominent in the 
issues raised by such groups. These efforts 
are now backed up by their allies in urban 
areas who also call for an alternative mode 
of conservation and development. The urban 
intelligentsia has now come to identify with 
the rural activists’ agendas much more 
closely than in the past. Alternative systems 
of protection such as sacred groves were 
initially seen as an adjunct to the existing 
PAs but the debate has now moved ahead. 
The emergence of cross-regional and stale 
level co-ordination has had a lot to do with 
the joint efforts of the urban intelligentsia 
and the rural activists. What is equally 
important is the strong advocacy of decentra- 
liscd systems of resource control. The 
Gadgil-Rao bill of 1995 calls for an extensive 
restructuring of control of the existing 
protected areas as safety sites, giving village- 
level committees a central role in delimiting 
boundaries, assessing crop damage and 
ensuring protection from rapacious com¬ 
mercial interests. It is true that the links on 
the wildlilc front are still nascent compared 
with the networks on large dams or 
commercial forestry. But this has to do with 
both the new wave ol protest against 
sanctuaries and the awareness among both 
urban and rural concerned citizens that the 
destruction of the natural areas was not their 
objective. The issue being contested is not 
only one ol equity but also of .sustainability: 
this may have been implicit in many adivasi 
nr peasant movements in the pa.st but it is 
being made in an explicit manner now. 

There arc still differences in emphasis 
between the urban and rural advocates of 
local control. The former often attach 
considerable importance to biological diver¬ 
sity and often favour service charges to 
communities or groups who protect rare 
plants or animals. By the 1990s. many radical 
rural groups who would once have scoffed 
at the notion of rights of nature having an 
intrinsic worth, have come to champion such 
notions. They ground their case in the 
continued existence of tribal or peasant 
traditions that view nature not as .separate 
from the human world but as part of a 
unified whole. The urban intellectuals, often 
a part of the middle class, acknowledge the 
role of such ideas but they arc more sceptical 
of their viability in the face of market forces. 
Perhaps, this is the strongest and weakest 
part of their case. They are on good grounds 
in favouring positive incentives for conser¬ 
vation. This at least makes an ideological 
point, namely that it is the Maldharis of the 
Ciir who should be rewarded for coexisting 
with lions. They can and should be turned 
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FLY INTO THE FUTURE WITH ME. 

Air India has grown from strength to strength Expanding its 
fleet Opening up new destinations worldwide 
Introducing new schemes for passengers and travel agents 
alike And enhancing service standards at every level 
Thus becoming an airline that s ready to 
take on the challenges of the 21st century 
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from antagonists or victims into protectors 
and it is the duty of society at targe to assist 
them in every way possible. But it is still 
not clear how such incentives are to be 
worked out in economic tenns. Local pro¬ 
tection is often a success because it is rooted 
in cultural or religious notions and practices. 
It may not be possible to affix a monetary 
value on the protection of pipal trees in a 
village grove or of sacred crocodiles in a 
lake. In trying to defeat the market system, 
the urban intellectuals have to beware of 
siding with the very forces that may under¬ 
mine their wider aims. At another level, 
some among the urban intellectuals have 
probably gone too far down the road in 
romanticising traditional systems. This is 
significant insofar as it displaces the old 
stereotype of rapacious and destructive 
tribats or peasants who will destroy the 
fauna and flora unless checked by govern¬ 
ment. It is also important that the ways of 
relating to nature that were earlier considered 
the preserve of the ethnographer be studied 
by biologists or historians. The division 
between 'science' and 'local knowledge' 
may have been necessary two decades ago 
to prevent uncritical glorification of the 
former and outright dismissal of the latter. 
But it may be much more useful to simply 
have a critical perusal of 'actually existing 
practice' rather than romanticise traditional 
systems. This is especially necessary con- 
.sidering the degree of market integration 
and the rate.s ot demographic expansion that 
we are often dealing with. Self-reliant 
agrarian communities linked together in a 
loose federal arrangement may or may not 
be ideal, but they are hardly practicable in 
today's world. In any case, a dialogue about 
actually existing practice will enable much 
morecreativc and relevant interventions both 
at a conceptual and a practical level. 

Both rural and urban critics need to be 
much more specific about what we mean by 
local control. Many protected areas contain 
people living within their confines, on the 
perimeter and groups who may reside further 
away but u.se the tract at certain times of the 
year for limited purposes.'” Further, there 
are those who draw on fodder re.serves in 
sanctuaries in pinch periods as when the 
rains fail. It is not often clear on what basis 
local control will work, whether the criteria 
are to he the length or place of residence. 
Even more complicated is the conflict 
between local ly resident cultivators who may 
use a forest and nomadic groups with herds 
who are themselves the victims of land 
acquisition by government but add to the 
pressure on the resource base in or around 
a sanctuary. The usual answer is to allow 
such issues to be decided by cun.sensus and 
open negotiation. This still does not explain 
what the minimal points of agreement will 
be and how they are to be ascertained. Even 


more crucially, who is to play the mediating 
role if not the government in a democratic 
system? And if it is to be the administration, 
there is the vexed question of which element 
in the bureaucracy is to be given weightage 
and how it is to be made accountable and 
transparent. Local control can only work 
within a wider framework conducive to 
conservation and less prone to short-term 
growth of the kind that corrodes the resource 
base. There has to be a role for the state but 
it will have to be very different from what 
it is today. There is also some sign that, as 
in several strong agitations against denoti¬ 
fication to facilitate industrial interests, local 
people will have a prior say before such 
denotification is permitted. Similarly, the 
existing arrangements under which the wild¬ 
life wing assists in protection of sacred 
groves or waterbird santuarics maintained 
by villagers could be given a new legal 
status as 'people’s protected areas’. Yet, 
these measures may not go far enough. There 
is an urgent need to go much further in 
evolving alternative systems of control that 
build on existing efforts but strengthen them. 
If the rural or urban critics of preservation 
are to succeed, they have to evolve alternative 
structures of power. 

The constructive work groups have a very 
critical role to play. Their strength lies in 
their ability to evolve creative solutions to 
existing problems that not only improve 
livelihood but also incrca.se the elbow room 
of disadvantaged groups in their struggles. 
In the process, groups have come up with 
workable alternatives that expand the scope 
for reform within the existing system. The 
question which still remains is how far the.se 
efforts can supplement the work of rural 
activists or urban reformers in evolving an 
alternative framework. The problem of tap¬ 
ping market forces for conservation is all the 
more problematic. If it is a question of orga¬ 
nising co-operatives for venom-extraction 
or for tendu leaf trade, there is no question 
that organisation is essential to bargain with 
middlemen or government agencies. The 
danger here is that constructive work may 
often stop at just that, and the massive 
injections of funds now being made may 
simply give a fresh lease of life to the old 
way of operation, in which government 
departments increase their own clout through 
injections of funds. 

Conclusion 

If the older preservationist agenda looks 
like it is in ueep tfiuble, it still has a lot of 
life left in it. The crisis of an old order need 
not necessarily be a prelude to its collapse. 
None of the critics named here has any 
sympathy for the agenda of unreconstructed 
developmcnialism that the preservationists 
did so much to critique. Their shortcoming 
was their reliance on the state machinery. 


in particular on legislative and executive 
power of the union government. The power 
of the centre in development policy is now 
much more limited that in the early 1970s, 
for both political and economic reasons, but 
the pressure for generation of revenue and 
attracting industrial investment is all too 
real at the state government level. Thecritics 
of today often equate the preservationists 
with the forces of short-sighted development. 
This is perhaps correct insofar as both support 
the existing power structure and only 
disagree with the way power is to be exer¬ 
cised. One wants to cut down a forest to 
make way for dam, the other to save it for 
scientific research and leisure. There is still 
a deep antagonism between the consti¬ 
tuencies of the middle class preservation 
lobby and the rural activists. Wildlife en¬ 
thusiasts feel that animals have primacy 
over villagers at least within the wildlife 
reserves. There is “no other way to success¬ 
fully run a reserve, and there can he no 
compromise on the issue ”.' Thi s is the nub 
of the issue; in their own ways, all the 
groups studied here arc convinced of the 
viability of alternatives. Nowhere will the 
struggle for control be as sharp as between' 
the rural activists and the preservation lobby. 
Protection of wildlife 'for its own sake’ was 
both a utilitarian and a romantic endeavour. 
It was preserved for a certain kind of use 
(scientific research or wildlife-watching) in 
preference to other uses (livelihood and 
survival).'” In the Indian case, neither a 
technocracy or bureaucracy acting as the 
arbiter of conflicts nor a free market system 
which may tilt towards privatisation of open 
access resources would address ecological 
issues adequately. The assertion of people’s 
rights has the potential for a different kind 
of conservation-oriented control of their lives 
and lands. The very idea of a forest .separate 
from people is seen as “an illusion” that only 
denies, “the unalienable relation of nature 
to man”. I'he question itself becomes one 
of working out a new set of relations with 
the forest which will be enduring for both 
people and the natural world. 

How this will be done at a time of demo¬ 
graphic growth and agrarian intensification 
will be a major challenge and site-spcciflc 
approaches will probably play a vital role. 
Tbese issues cannot be divorced from the 
wider ecological dilemma. Local institutions 
may be open to corrosion by market forces, 
due to a combination of external pressures 
and social change among what may seem 
like homogeneous rural communities. The 
risks inherent in political reform must not 
be allowed to postpone change but the wider 
economic context of incentives for destruc¬ 
tive behaviour has to be changed if there is 
to be any hope. This issue calls for more 
thought and action. Some arch-preserva¬ 
tionists may look back on the 'golden era’ 
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of the Indira years and yearn for them.'-'' 
But the clock cannot and should not be 
turned back. The maturing of democracy 
and political assertion by disadvantaged 
sections is now far more advanced than in 
the Indira era. The traditions represented by 
Vedanthangal are now locked in contest 
against those symbolised by Asoka. 
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Sexual\lolence,DisciirsiveFonnatioiisandtheState 

Veena Das 

While in the face of the disorder of collective violence the state seems to absent itself so that we cannot guess 
how the judicial discourse would have constructed pathological sexuality, we have evidence of how ‘individual 
pathology’ is constructed in the rape trial during normal periods. Further, in the dense discursivity of the state as 
it engages in separating the normal from the pathological, we get a production of bodies (male and female) that 
normalises sexual violence at least for the purpose of the law. 


THE World Mental Health Reportconlends 
that domestic violence and rape constitute 
approximately 3 percent of the global health 
burden for women in theirreproductiveyears. 
Realising the enormity of the health burden 
on women that this imposes, the report urges 
the international community to take the 
physical and sexual abuse of women as an 
area of priority for research and social 
action. This paper looks at the processes 
through which, I believe, sexual and physical 
violence through the mechanism of rape is 
‘normalised' in Indian society. It also 
suggests certain directions in which the rape 
law might move to provide better protection 
to women. 

Sexual violence against women is 
constitutive of social and political disorder 
in India. Widespread violence against women 
was witnes.sed at the time of the Partition 
of India with more than hundred thousand 
women having been abducted from each of 
the two parts of the Punjab alone {Butalia 
1993; Menon and Bhasin 1993]. Not only 
were women abducted and raped, but slogans 
like ‘Victory to India’ and ‘Long Live 
Pakistan’ were said to have been painfully 
inscribed on the private parts of women. 
Although a Fact Finding Organisation was 
.set up to enquire into these atrocities, the 
findings of theorganisation werenevermade 
public. I have argued elsewhere that the 
bodies of women became political signs, 
territories on which the political programmes 
of the rioting communities of men were 
inscribed (Das 1995]. Although the judicial 
silence of this occasion is a stunning fact 
of history, I think one can suggest that in 
order to read this silence it is necessary to 
juxtapose it with other occasions when the 
judicial discourse is engaged in the task of 
separating ‘normal’ sexuality from 
’pathological* sexuality, and loask whether 
the very logic by which courts of law in India 
bring out this separation does not ‘normalise’ 
the violence against women during periods 
of disorder. In other words I submit that 
while in the face of the disorder of collective 
violence the state seems to absent itself so 
that we cannot guess how the judicial 
discourse would have constructed patholo¬ 
gical sexuality, wedohaveevidence of how. 


‘individual pathology’ is constructed in the 
rape trial during normal periods; and further, 
that in the dense discursivity of the state as 
it engages in separating the normal from 
the pathological, we get a production of 
bodies (male and female) that normalises 
sexual violence at least for purposes of the 
law. 

Rape in Judicial Discourse 

The pervasiveness of sexual violence at 
every level of social organisation has been 
decisively demonstrated by feminist scholars. 
Many have claimed that the everyday 
heterosexual practices and the practice of 
rape participate in the same structure of 
relations defined by patriarchal ideologies. 
For exmple MacKinnon has argued that “... 
sexuality is a set of practices that inscribes 
gender as unequal in social life. On this level 
sexual abuse and its frequency reveal and 
participate in a common structural reality 
with everyday sexual practice” (MacKinnon 
1992; 126; see also MacKinnon 1989). But 
there is a peculiar puzzle here. If sexuality 
in everyday life, sexual ecstasy and sexual 
abuse have complex, albeit discontinuous 
linkages, then how is it that the state steps 
in through its judicial institutions to 
‘problematise’the assumptions of everyday 
life regarding men’s uncontested rights over 
women’s bodies? If the law was only 
interested in treating sexual offences on 
analogy witli offences against male property, 
as many have alleged, it would be difficult 
to explain the importance of the notion of 
consent in the case law as it has developed 
in India and elsewhere. Indeed, ‘con.scnt’ of 
the woman turns out to be the most significant 
category for distinguishing between non- 
punishable sexual commerce with a woman 
and the offence of rape against her. In this 
context Smart (1989) considers that the 
significance of the category of consent is 
that it helps to systematical ly transform rape 
into consensual sex in the legal system. 
More recently Matoesian (1993) has identi¬ 
fied court room talk as the site for examining 
how the victim’s experience of sexual 
violence is delegitimised and decriminalised 
by converting it into consensual sex. 


“Courtroom talk captures the moment to 
moment enactment and reproduction of rape 
as criminal social fact” (Matoesian 1993:2'?]. 

There is a genealogical link between the 
argument made here and Foucault’s 
understanding of the relation between power 
and sex. In his history of sexuality Foucault 
(1980) undersUxid by power as essentially 
that which seeks to dictate its law to sex. 
This means first of all that sex is placed by 
power in a binary system of licit versus 
illicit and permitted versus forbidden sex. 
In this reading the effects of power take the 
general form of limit and lack. Yet it is 
Foucault above any other thinker who has 
emphasised that sexuality in modern 
siKietics is not so much a product of judicio- 
political prohibitions as of the will to 
knowledge/power that lies behind discourses 
defined by techniques of confession and 
scientific discu) sivity. Hence, "we must not 
think that by saying yes to sex, one says no 
to power” (Foucault 1980:157(.This seems 
to imply that the search for freedom in the 
pleasures of sex is ironically what places a 
person under the domain of power. The 
distinction between sexual pleasure and 
sexual subjugation becomes blurred here. It 
IS this very play between pleasure and 
subjugation, 1 shall argue, that defines 
techniques of confession injudicio-political 
discourse so that the woman’s body is made 
to confess against her explicit speech; 
subjugation is read as pleasure. The court 
room trial and the structure of sentencing 
demonstrate how a woman’s no to sex can 
be converted into a yes to it through the 
operation of judicial grammar and judicial 
sentencing. It is in these practices that we 
shall sec what consent means in the dense 
discursivity of a field defined by thejuridical 
domain. 

Judicial Di.srouHSL 

One way of conceptualising judicial 
discourse is to see it as a cross roads for 
multiple transactions by which a particular 
way of talking about rape sorts women into 
categories that brings law and social prac¬ 
tices into congruence with each other. In 
their pathbreaking work on a semiotic under- 
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standing of judicial discourse, Greimas and 
Landowski (1976) have described how the 
legislative function of this discourse first 
separates the licit and illicit comportment 
of human desires through normative enu¬ 
nciations. These desires, they argued, are 
then classified and hierarchised through 
processes of judicial verification by an 
application of such distinctions as nature 
and culture on the one hand, and individual 
and social, on the other. 

The legislative function in the discourse 
is a function of enunciation - it belongs to 
the order of being by which legal objects 
are brought into existence in the process of 
being named. The adjudicatory level, on the 
other hand, belongs to the order of doing. 
Although the linguistic practices encountered 
injudicial prose orient one towards thinking 
that the processes of adjudication belong to 
a reality that exists prior to being named, 
in factit is the legislative function that gives 
direction to those elements of the world that 
will be selected for reference. Thus the order 
of doing is the operational sphere of those 
semiotic objects which have already been 
brought into existence by legislative 
enunciationsorby the legislative definitions 
of reality. 

The juridical domain is defined by the 
combinations of prescriptions and 
interdictions, ‘that create a solid and 
immobile architecture', but since the 
production ot rules is constantly subject to 
verification, the undifferentiated domainsof 
non-presenptions and non-interdictions that 
initially define the non-juridtcal domain can 
move into the juridical domain through the 
application of juiidical phrases. In the final 
analysis, then, the juridical discourse splits 
into the two poles ot grammar and 
semanticity. 'Ilie legislative level is the level 
of grammar without content while the 
adjudicatory processes relate to the level of 
judicial verification through which content 
is given to the judicial grammar. The level 
of non-judicial discourse - devoid of both 
judicial grammar and judicial semanticity ~ 
constitutes a virtual world elements of which 
may enter the judicial world through judicial 
production and verification. It is this double 
process of judicial production and 
verification that negotiates the 'reality' of 
siK'ietal categories and fits it into frames of 
law. In the process the judicial discourse 
comes to mediate the everyday categories 
of sexuality and sexual violence, sorting and 
classifying the normal and the pathological 
in terms of marriage and alliance. It is 
because of the manner in which categories 
of alliance are brought into the process of 
judicial verification, separating women into 
'consenting' and 'non-consenting' ones; 
regulating male desire by channelising it 
towards women of appropriate categories - 


that we can see why judicial discourse 
becomes silent when rules of alliance stand 
suspended during periods of collective 
violence. Let me try to give flesh to this 
argument by aconsideration of the rape law 
in India. 

Rape in Indian Case Law 

At the level of the codification of law, rape 
constitutes an offence against the body. At 
one level, it may be seen along with other 
crimes in which force is used against a 
person resulting in grievous harm or death 
of the victim. Yet by separating and codifying 
a .separate category under the heading of 
sexual offences, the Indian Penal Code, 
directly recognises the right of the state to 
regulate sexuality. It is important therefore 
to note that although in the sentencing 
structures one finds that the judges are 
compelled toconstantly distinguish between 
grievous bodily harm caused by an attempt 
to rape a woman and rape proper; in the 
penal code itself .sexual offences areclassificd 
through a binary distinction between ‘rape’ 
and ‘unnatural offences'. The deployment 
of the concept of nature, as wc shall see later, 
allows rape to be viewed as an offence which 
is 'natural' and men as falling into a natural 
state when the ordering mechanisms of 
culture arc absent. 

The law relating to crimes in India was 
codified in I860 by the colonial British 
government by the iniroduction of the Indian 
Penal Code (Dhagamwar 1992). The C^ode 
identified rape as an offence and made it 
punishable under .Section 376. The definition 
of rape in this section read as follows: 

A man is said to commit 'rape' who. except 
in the cases hereafter excepted, has sexual 
intercourse with a woman under 
circumstances falling undei any of the five 
following descriptions: 

First - against her will. 

Secondly - without her consent. 

Thirdly - with her consent, when her consent 
has been obtained by putting her in fear of 
death or of hurt. 

Fourthly - With her consent when the man 
knows that he is not her husband, and that 
her consent is given because she believes 
that he is another man to whom she is or 
believes herself to be lawfully married 
Fifthly -- with or without her consent, when 
she IS under 10 years ot age. 

Explanation - Penetration is sufricient lo 
constitu*. the sexual intercourse necessary 
to the offence of rape. 

Sexual intercouise by a man with his own 
wife, the wife not being under 10 years of 
age IS not rape. 

The original age of 10 years in the filth 
clause has been amended through a scries 
of legislative amendiTients so that it now 
stands at 16 years. 


* Even a cursory reading of the text would 
make it clear that in defining the offence of 
rape, the concern is with regulation of 
sexuality rather than protection of body 
integrity of the woman. One of the commen¬ 
tators to this paper, Stacy Cherry (1994), 
raised the question that a woman giving her 
consent because she believes herself to be 
lawfully married toan ‘alleged rapist' seems 
particularly problematic. What kind of 
circumstances must exist, asked Cherry, for 
a woman to believe that she is married and 
yet possibly not be married? To my mind, 
this clause clearly brings out the manner in 
which social reality is mediated through the 
judicial discourse. For instance, in cases of 
bigamy a woman may believe herself to be 
married but the marriage is null and void 
in law. Hence although the husband may not 
have used any force in having sexual relations 
with her and indeed, the woman may have 
consented to the sexual relationship, in law 
he would be defined as a rapist according 
to this clause. When we read this along with 
the clause which does not consider it 
judicially possible for a husband to 'rape' 
his wife if she is above the age of 16, we 
can see that the offence of rape is about the 
regulation of sexuality and not about the 
protection of the body integrity of women. 
An examination of the case law shows that 
the consent of a woman can he read as non- 
consent. and the absence of consent can be 
read as consent, depending upon where she 
stands in the system of alliance. What rape 
as i I legal sex ual com mcrcc offends, it seems, 
is not the body of the woman hut the order 
of correct sexual relations as defined by 
societal norms. 

It IS not that the law is not concerned with 
the question of consent. At the level of 
judicial verification, the question of iniury 
to the body becomes crucial in finding 
evidence of consent, but at the level of 
judicial enunciation of norms that the 
question of consent in the definition of rape 
is a very complicated issue indeed. This 
becomes even more clear if we sec the 
subsequent Section 377, which defines 
‘unnatural offences’ and prescribes 
punishment fur these. 

Section 377 reads as follows: “Whoever 
voluntarily has carnal intercourse against 
the order of nature with any man, woman 
or animal, shall be punished with 
imprisonment of life, or with imprisonment 
of either dc.scription for a term which may 
extend to 10 years and shall also be liable 
to fine.” The explanation states that 
“Penetration is sufficient to constitute the 
carnal intercourse necessary to the offence 
described in this section” while a Comment 
to the Section clarifies that this particular 
offence consists of carnal knowledge against 
the order of nature. 
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aboul me vu&c law uiai ucvciupcu arouno 
ihc category of unnatural offences at the 
moment, but an examination of this seems 
important to further amplify the notions of 
'nature* as deployed in thcjudicial discourse. 
For the present I shall be content to note that 
m contrast Co the law on rape, in which the 
notion of consent plays a very important 
part, the idea of voluntary participation is 
crucial for defining offences ‘against the 
order of nature’. Thus, in law, a man cannot 
be raped by definition and a woman submitted 
tosado-masochistpractices by a man through 
the use of force could not be said to be raped, 
one is then compelled to conclude that rape 
IS not an unnatural act. Indeed, a.s Charles 
Bright (1994) stated succinctly in his 
comments on this paper, “the whole question 
of female consent becomes a process ot 
positioning the male to do what comes 
naturally - that is to act from and in nature, 
in full accord with both body (desire'■ and 
speech (will)". 1 think the point IS sill riciciitly 
L lear that the rape law is not oriented tow.iids 
protecting the body iiitcgtity of a woman but 
lowards Ihc regulation ot sexuality and that 
•he category of nature is deployed .is an 
important category for elfcciiiip tins 
icgiilation. 

Important amendments to the rape law 
li.ivc taken place in recent ycais (see Agnes 
i 992). One must treat 1979 as a crucial year 
when serious gaps were identified in the law 
.ind a push towards reform was initiate' 1. The 
nrccipiiating event was, us is well known, 
ilie .Supreme Couti judgment in Ihc case ol 
Tiikaram versus State of Maharashlia, AIR 
1979. SC 185. The facts of the ease were 
•hat a young girl Mathura w.as summoned 
I'.i the police station on a complaint of 
abduction lodged by her brother against her 
lover. She came to the police station along 
with her relatives, including her brother. She 
alleged that while the relatives were asked 
to wail, she was taken to the rcarof the main 
building where the head constable raped her 
while a second constable made an attempt 
to rape her. The accused were acquitted by 
the Sessions Court who found no evidence 
of force having been u.scd. The High Court, 
cm appeal, reversed the finding of the Sessions 
Court on the grounds that it had failed to 
ilistinguish between ‘consent' and ‘passive 
submission*. The Supreme Court in appeal 
held that since Ihc victim had not raised any 
alarm, her allegations were untrue. In the 
course of pronouncing thejudgmenis, .several 
statements were made in the rc.spccti vc courts 
l egardtng the girl in which she was described 
■s a ‘sh(x;king liar’ and frequent refcicnccs 
' >f her having been habituated to sex weighed 
teaviiy with the Supreme Court in 
liscrediting her own account of the event. 
This judgment was strongly protested by 


ana ^arkar 1979). It was their agonised 
formu'ations that led to a countrywide 
mobilisation of women’s groups to press for 
changes in rape law. After discussions in 
parliament and the submissions of the Law 
Commission on this question, the rape law 
was amended both with regard to procedural 
and substantive issues in 1983. In the 
amended law. efforts were made to tighten 
the law 111 favour of the victim. More 
spccirically, the category ol custodial rape 
was defined. The burden of proof was shi fted 
lo the accused in Ihc case of custodial rape 
and a minimum puni.shmeni of 10 years 
rigorous impiisonmeiit was prcscribcd. 
Under this provision, gang tape, and rape 
with a woman known to be pregnant wouUI 
also normally lead lo a ininimuni 10 years 
ir.ipri.sonnicnl [Dlingniwai 1994), 

The I983aim'iidnientcitedmoieth.iii lOt) 
cases to clarity llio dilleiciil ehiu.ses A 
loinpilaliun ot these eases, iiiideiinken by 
Piatiksha Baxi,' sliows that theie. aic two 
major concerns in ihe case law ■ one pci lams 
to the dcrinilion of consent and the soeond 
to the judicial definition ot whatcoii.siiimes 
‘penetration’. 

As far as consent is concerned, the case 
law evolves 111 the direction that consent 
cannot tie ubiaiiicd at ler the act, that a woman 
who IS sleeping or is intoxicated cannot give 
consent; iluii a woman who is not of sound 
mind cannot give consent; that if she had 
a misapprehension ol tlie act then she cannot 
be saiil lo have given consent It seems from 
these cases that consent is defined m the 
process of judicial verification as an act ol 
rca.son and will. This is clearly spell out m 
Idan Singh 1977 Cri LJ 556 (Raj) in which 
If wa.s staled ihatcnnsenl was an act ofrc.is,)!! 
in which there was aconscioiis an J voluntary 
acceptance ol the aci of sexual intercourse 
Yet there is a counter text which assumes 
consent lo be not only ,i matter ol cognitive 
and moral recognition, but also the choice 
a woman makes between resistance and 
assent (Rao Harnarain Singh (1958) Cr U 
56.3). Here we see that the will of the woiiuin 
as expressed in her speech and the body o( 
Ihc woman a.s providing evidence ol 
acceptance or rejection, aie SCI in opposiiion 
to each other. As we shall sec later, the body 
is made to often speak as under torture, 
against the idea ot consent as constituting 
a cognitive category. Finally, since the 
underlying idea is that sexual intercourse 
with a woman defined as vaginal penetration 
is an act of nature, it is rarely asked us to 
what IS constitutive of the act ot sexual 
intercourse ihat a woman is consenting to'' 
For example, in Jarnail Singh 1972 Cri IJ 
824 (Raj), it was slated that if consent is 
given prior to sexual intcicour.se no matter 
how tardily or reluctantly and no niatici 


not amount to rape. In all these issues a 
way of reading the relation between signs 
iicscnbed on the surface of the body and 
Ihc ‘depth’ of female subjectivity are 
established. 

As far us the second point pertaining to 
penetration is concerned, a number of cases 
define that partial penetration amounts to 
penctiation for purposes of the law; that 
It was not necessary that Ihc hymen be 
ruptured, and that the medical evidence 
may add to the other evidence but cannot 
be treated as sole evidciiee of rape having 
occurred since rape is a legal category 
and not a medical cntegoiy. As was stated 
III Joseph Lines (1844) I (' & K 393, “lo 
constitute penetration, il nuisi be proved 
that some pail ot the virile member of Ihc 
accu.sed iniisi h.ive entered within the labia 
ol thcpiidendiiniol the girl, no matter how 
little.' 

The 19S.t amemlnienis weie expected lo 
in.ike It easiei loi vicliiiis In seek rediessal, 
and case law since then has intrcxluccd the 
idcMlIi.ii meic absence ol in|uryonihebody 
ol ihe pro.seciilMX does not coiistiiiiie 
evidence ol consent; neither is corroborative 
evidencealw.iysnei-essaiy .Surprisingly the 
tales ol eonviction arc steadily declining 
Aeeoidmg lo the slatislics piovidcd in f'Mwr 
in India. Ihe pcreeiitage of convictions m 
ra|)e cases was in the range ol 35 to 38 pet 
cent between »!9K() and 1986. in 1988 it 
declined lo 8 and in 1990 lo 9.1 Allhoiigh 
many ol these cases did not concern 
custodial rape, and scveial weic in courts 
ol law bcloie the amendment was passed, 
one would have cxpeeled that the new 
directions which wcie given loi interpreting 
conseiii, may have made conviction easier 
lalhei than making it more difficult The 
question ol wliy rales ol conviction have 
declined is one to which I do not have a 
ready answet It is worth considering, 
however Ihat the undeilying assumptions 
ol judicial produeiioii and verificaiion - 
especially the normalisation ol rape through 
its naturalisation make the process of 
(udicial letorm much more dilficult than 
was anticipated. 

Ji ijK lAi. Grammah and 
J i DiciAi, .Si manik iiy 

III lerms ot the two poles of judicial 
grammai and iiidicial semantics propicsed 
by Grcimas and Landowski (1976), we gel 
the toliowing taxonomy At the pole ot 
judicial graiiiinar, the law deiincs two 
circiimslanccs-lhc liisi in which ra|)ccaunot 
occur by dclinition, and the second where 
no ludicial vcnficaiioii in leims ol the 
circiim.st.'.nccs relating lo eonscnl is 
necessary Theloimerioverscasesolsexual 
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nteroourse between a man and his wife, 
cgardless of the consent or otherwise of the 
vife. The possibility that a man could use 
orce to have sexual intercourse with his 
trife is in the realm of judicial nullity. The 
econd is the case of a girl below the age 
if 16 in which case only the fact of i ntercourse 
las to be establi shed in order for the offence 
if rape to have occurred. A wife who has 
leen forced into submission by her husband 
nd a man who has obtained the consent of 
girl below 16, arc subjects in the ‘real’ 
vorld - a reality that judges have toencounter 
n the courts again and again - but since the 
eal world is a virtual world as seen from 
aside the law, it needs the mediation of 
udicial phrases to negotiate this ‘messy’ 
cality. As we shall see later, there is a 
ension between judicial grammar and 
udicial verification so that a judgment may 
ake into account that a man dues not have 
. right to inflict grievous bodily harm on 
IIS wife in the process of having sexual 
ntercourse with her although within the 
imits of the judicial grammar, this cannot 
le classified as rape. In the converse case, 
vhen judges have encountered the evidence 
if a girl's consent to sexual intercourse even 
t she IS proved to be below 16 (but not much 
iclow this age) this has been taken to 
'(institute mitigating circumstances for 
eduction of the period of imprisonment. 
The judicial grammar then leaves a whole 
iumain of sexual commerce to which the 
iisiinction between force and consent, comes 
(I he applied in order that the difference 
leiween '.sexual intercourse' and ‘rape’ be 
udicially demonstrated. I' is in the play of 
lower here to define sex that we find that 
he distinctions between nature and culture 
'ome to be articulated in order lodramatise 
luisculinity and femininity as capability. 
I'hc following sections depend heavily upon 
ividence taken from modes of reasoning in 
he judgments in rape cases. Hence the 
udicial prose that has its own stylistic 
icculiarities, is embroidered in my prose (so 
o say) but I hope it retains its mark of 
otherness’. 

Force and Consent 

The deployment of the concepts of force 
ind consent in the process of judicial 
'erification moves at two different axes 
(instituted by reading the signs on the body 
ind relating them to the speech of the woman. 
h every case the speech of the woman is 
iitted against her body for the production 
if truth. In the process of judicial verification, 
III- judges find that either the body bears 
'"’(.'ness to the truth of the statements of the 
piasccutrix that she had been forced into 
submission, or contrarily, it provides 
evidence to negate the speech of the woman. 


While in all cases pertaining to the violation 
of body integrity, it is inevitable that the 
body would be objectified in the process of 
judicial verification, here the body is 
objectified as a sexual body. The female 
body is defined in this discourse primarily 
as one which is marked by the impress of 
male btxlies on it leading to a gendered 
reading of this process of objectification of 
the body. 

The first question in a rape trial that the 
judges seek to determine is whether sexual 
intercourse has occurred. A whole way of 
talking about the sexualised brxiy comes 
into play here; is the hymen intact; how 
much of a finger could be inserted into the 
vagina under medical examination; is 
penetration to be understood as vulval or 
vaginal;’ etc. Thus, a whole topology of 
signs is created that move on the surtacc of 
the b(xly, territnriali.se it. and constitute ii 
as a sexual body, fit or unfit for exchange. 
The body is objectified in ways that become 
a kind of judicial pornography. I give an 
example of this particular mode of 
verification on the question of whether the 
offence committed is to be classified as a 
.sexual offence or is better treated a.s a non- 
scxual one. 

In this case’ (SC .S8/1986 decided on 20/ 
1/1987, per P N Santhakuinari, Sessions 
Judge, Ernakulam, Kerala) the prosecution 
case was that the accused, who was 17 years 
old, committed assault and rape on a two- 
year-old girl when her mother had lelt her 
ill the care of her elder brother (seven years 
old) fur a short while, when she went to post 
a letter. The mother came back and found 
that her sun was standing in the corridor and 
crying. The door to the room in which the 
accused was with the baby was liKkcd and 
did nut yield to her repealed attempts to push 
It open. LiKiking through the window she 
saw the accused, in a half naked position, 
lying on the baby. He was committing 
sexual assault on her, having laid her on 
the floor while he shut her mouth with his 
hands. On finally being able to get into the 
room, the mother lound the girl to be 
bleeding profusely. The girl sustained injury 
on her private parts and was rushed to the 
hospital. 

In the medical evidence it was staled that 
there was a perineal tear on the private parts 
of the girl and profuse bleeding. The doctor 
had deposed that he could not examine the 
girl completely because she needed urgent 
medical care to save her life. 

In arriving at the sentence in this case the 
judge had to decide whether the offence 
committed by the accused constituted rape. 
She summarily dismissed as absurd the plea 
of the defense that it was a case of false 
accusation. Nevertheless the judgment was 
that the offence was of attempted rape and 


not rape proper. ’The following was the 
reasoning of the judge. 

Now the question arising for consideration 
is whether there was penetration to the 
vaginal canal so as to term rape. In case of 
rape the prosecution in order to prove sexual 
intercourse, need prove penetration in the 
vaginol canal Penetration is enough so os 
to constitute rape whereas without 
penetration the offence or the act cannot be 
termed ‘rape’ . The girl being two year 
old penetration appears not easy Still there 
is perineal tear... There is no concrete 
evidence of penetration into the vaginal 
canal of the girl in spile of the perineal tears 
on the private parts of the girl which can 
probably be caused by criminal force. 
Presence of the seminal stains and human 
.sjierm heads on the girl’s friKk and the 
evidence of the mother that the accused lay 
on the girl does not prove penetration though 
It docs prove sexual assault. Thus the act 
docs not come within the purview of ‘rape’ 
as defined in S37.S IPC. 

The accused having laid the girl on the 
floor shutting her mouth by his hands and 
being half naked lying .against her as seen 
by the mother and having completed sexual 
act by the discharge of semen which the 
molhci saw him wiping ofl from his own 
private parts and also Ironi the body of the 
gill, the accused having taken the girl to the 
room and having done the acl with the 
deieiinination and the intention to commit 
the offence of rape though he hud completed 
his sexual acts there being no evidence us 
to penetration which is the most essential 
ingrcdienl for lapc. il is only sexual assault 
and attempt of rape 

This lengthy quotation has been given 
here, not bccau.se this represents the typical 
way in which judges define penetration - 
there arc many other cases in which the 
judges have held that partial penetration is 
stil I iciciu lo constitute penetration under the 
law - but rather to show that while the same 
act IS constituted as asexual acl for the man, 
there is an ambiguity as to whether a girl 
child’s body can be treated as a sexual body 
in the commission of this very act. 

! give one more example in which the 
judges came to an opposite conclusion, vr/, 
that though the girl had not sustained any 
injuries the oflence was that of rape. It seems 
lo suggest that the question us to whether 
the girl had been sexualised by Ihccxperience 
IS an important one in determining whether 
the .iflencc is sexual in nature. Il .shows that 
the movement between surface and depth - 
between reading the body and reading the 
woman as subject provides the underlying 
grammar of judicial verification. 

This example is of a case in which the 
rcspondenl/accused was a medical officer 
slaying tn a joint family. One day he tricked 
a young friend of his niece who was then 
eight years old to come to the house when 
he was alone with his niece. He then 
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un him and also slightly inscned his penis 
into her vulva and had an ejaculation. 
Although the girl did not relate this to her 
parents immediately since he had threatened 
her with dire consequences, the story came 
out in the next few days. On being confronted 
by the girl’s enraged father, the accused 
confessed that he had frequently abused 
other girls in asiinilar manner, including his 
own niece. In the court the statements made 
by theaccu.scd were treated as extrajudicial 
confession made in the presenceol the girl’s 
lather and hisown relatives. In thisconfession 
he clearly staled that he had "raped Tulna 
and had also committed ilu' same kind of 
sexual assault on earlier occasions with Kicha, 
Prili, and other girls of that locality, but 
being a doctor he had been careful enough 
not to rupture their hymen”. 

The case had come up before the High 
f .’twrl of Madhya Pritdesh which had accepted 
the entire evidence of the prosecution but 
had nevertheless entertained a doubt as to 
whether the offence could be classified as 
rape 'I'hc High Court held that since there 
were no signs of injuries, on cither the girl 
or the accused, the offence was not one 
punishable under cither the provisions ol 
rape or ol causing grievous hodi ly harm, but 
only under Section 154 IPC on the ground 
that the respondent had outraged the mixlcsly 
of a young girl. 

The decision ol the High Couri created 
a scandal in the international press. Although 
the stale did not prelci an appeal, the lather 
of the girl appealed in ihe Supreme Couri. 
against the judgment. In its review ol the 
case, the Supreme Court held that theic was 
enough evidence thtit Ihe respondent "without 
completely and fore ibly pcnoiralmg the penis 
itiio the vagina of the gitl had slightly 
penetrated within the labia majoia oi vulva 
Ol pudenda without rupturing the hymen and 
thereby satisfied Ins lust altei eieeiion of 
.semens". The Supreme Couri held that this 
was siilliiieni i<> eonsiilule the statutory 
delinitionot penetration which was necessary 
to prove i.ipe and accorded piiiiishmeni 
aecordmglv 

In eonliast lo the earlier ease that we 
discussed 111 wimh the giil had sulfered 
giievous buddy harm, in this ea.sc ihe giil 
was (oreed to eo operate with the accused 
and had heiiec escaped iniurics on the binly. 
The aeeused, heing a ilin-toi had the technical 
skills not toiiipiiiu' the hymen Inthccarliei 
ease ol the iwo yeai-old child, the ollenee 
was sieelao d '.o be a non-sexiial one In this 
ease the Supi-'ine t.'ouri came to the 
eonehisiiiii ih.it it was a sexual offenee that 
ti.id been en ninitled 

I suggest that iindei lying the discussion 
on wli.ii eunstiuiies penetration and hence 
rape, is annihci discourse that eriss-cros.scs 


discourse on alliance. In Hindu society th« 
young girl, with her body unmarked by the 
sexual desires (lusts) of men, is considered 
the appropriate gift in marriage that 
establishes alliance between men. A girl’s 
awakening into sexuality is considered not 
as the work of her own desire but rather the 
working of male desire, which in the code 
of alliance is most appropriately, the desire 
of her husband. The sexual offence of rape 
against ayounggirl thus becomes an offence 
against the code of alliance - although this 
is only obliquely alluded to in the Judicial 
discourse. Hence in the ease of Tulna, the 
Supreme Court having defined Ihe offence 
as that of rape, went on lo stale the following: 

We arc told at the bar that the victim who 
IS now 19 years old, after having lost her 
virginity still remains unmarried undergoing 
the untold agony of the traumatic experience 
and the deathless shame suffered by her 
Hvidently the victim is under the impression 
that there is no monsoon season in her life 
and Ihathcrfutiire chances toi gctiing married 
and settling down in a respectable family 
,irc completely maned. 

Without making every qualification, I 
would like to maintain that judgments on 
rape m the ca.se ot young girls (especially 
if a girl is a virgin), lie at the intersection 
of the discourse on sexuality and the di.seourse 
on alliance so that the question ol whcthci 
a sexual offence has been committed, is 
decided not by recourse to the opposition 
between force and consent but on the issue 
ol whether the body has been so scxualised 
by the experience as to make it unexchange¬ 
able in marriage. Thus, ii is not only amaiter 
ol regarding the signs on the suiface of the 
body but also constructing an 'inside', much 
as Poucault talks of the inside being in the 
nature ol a lolu. Hence, in the first case ot 
the two-year-old child, the olTcncc came to 
he constituted us oncof having caused bodily 
iniury, hut not rape, although the injuries 
were on the private parts of the girl. While 
in the se.-und case, although the girl did not 
sustain any injuries and her hymen was not 
broken because ot the technical mastery 
over the body that the accused had by virtue 
(or V ice) of his profession, the act was clearly 
dclincd as sexual in nature 1 suggest that 
this may beatiribuled to the fact that the two- 
year-old child though badly injured, was not 
seen as having been ‘scxualised’ by the act 
whereas the eight-ycui-old by having been 
compelled to experience male sexuality had 
been so scxuali.scd as to be constantly 
ashamed by her experience.' In fact the 
judges quoted from her account in their 
j udg ment to show that what she experienced 
may be appropriately termed as sexual 
violation. For example, she had staled that 
"Nawal Chacha (uncle) put his male organ 


slipping out. After that my vagina was 
paining”. The judge’s reference to hci 
feelings of shame in recalling these evenh 
shows that it is not only changes in the bod', 
but also in the construction of the self as.. 
sexual being that determin., 
‘marriageability’ of a girl and hence th.' 
judicial discourse dwells on her memory >>! 
the event as much as on bodily harm a 
constitutive of rape. 

Whereas in the case of a child or a virgin 
the question is whether a body previous!) 
unmarked by the impress of male desire on 
it, has been ‘scxualised’ through the offciv'c 
under trial, in the ease of women who may 
be tlellncd as ‘sexually experienced’, the 
discourse on sexuality and alliance intersects 
on a different point. This is the point ni 
which a slippage occurs in which Ihcoficiicc 
against the body and will ol the woman 
becomes Iransfotincd into an offence againsi 
the rules of alliance. These rules implicilK 
stale that men may only treat those women 
as .sexually available who are not integraicd 
into the structure of alliance. Thus, those 
men who rccogni.se each other in the 
‘matrimonial dialogue of men’ to use the 
evocative phrase ofLevi .Sliaii.ss (i%9),ari‘ 
nomiativcly required loconstitutc the women 
as signs, as women carrying significance in 
tins dialogue. 1 f, on the other hand, a woman 
is not chaste and is therefore wthoiii 
significance, in the exchange between men, 
tlien she may be seen as available tor sexual 
experimentation In all such cases the nipi 
Inal becomes a dramatic enactment 
showing how force may he used againsi 
the will ol the woman but is likely to h 
converted into consent by the application 
of judicial reason-ing on the relation 
between siirlaccs and depths in dcfinini- 
the mode ol being Icmalc. 

The example I offer lor the first kind oi 
rca.sonmg - i c, the offering of judicial 
protection lo a woman who is integrated into 
the structure of alliance - is to he fouiui in 
ajudgmcntdelivcrcdbythc Karnataka High 
Court in Criminal Appeal No 79 of 198.', 
D. II - II - 1986, in the case of the state 
of Karnataka (Appellant) and Mehahooh 
and Others (Respondents). The ease was as 
follows. The prosecutrix was a married 
woman, noimally rcsidentin Bangalore, who 
had gone to another town by bus, lo sec hci 
ailing father. From the bus stand she took 
an autonckshaw which was being driven by 
one of the accu.sed. On the way the drivci 
stopped and at his whistle another accused 
entered the auiorickshaw. Instead of going 
to the residential colony, where her father 
lived, the driver took the rickshaw to a 
lonely place. The prosecutrix was threatened 
and bodily carried to a ditch where she was 
raped. 'I'he defense pica was that the absence 
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I injuries on ner ooay or on me accused 
allowed that the prosecutrix did not resist 
Hid hence het accusation was atissuc of lies. 
The Sessions Court had acquitted the accused 
.in the grounds that injuries were not found 
on tlie woman or on the accused, and there 
w js lack of other collaborative evidence to 
prove rape. In an appeal against the order 
uf acquittal, the Appellate Court held that 
11 was possible that the woman did not 
physically resist for fear of being assaulted 
.ind that absence of injuries could not be 
onstiiuted as lack of proof of a sexual 
)(Icncc having been committed on her. The 
. oiirt also held that it was now settled law 
'.hat corroboration was not essential for 
. 'inviction and that necessity of corroboration 
vv.is a matter ol prudence. In this case since 
■ill- prosecutrix was a respectably married 
woman, het testimony did not need 
.ollaborative evidence.The ordcrof acquittal 
'.i.is thereby reversed 
'I his ca.se IS a good example ol the manner 
.!• which lemininity as capability is 
. (iiisirucicd. and how the lape trial may 
I'cconicadraniaticcnactmcntofthcdivision 
I ciwcen a good woman and a bad woman, 
‘I'Nplaying norms of fcmmmily. 

I'hc defciu'c ol the accused in this case 
';.Ki been that the prosecutrix had been 
.ih.indoned by her husband and had taken 
I', piosiitution They alleged that the police 
'' .i.l .1 false case loistcd against them and that 
woman being of an immoral character, 
no relevance cou Id be placed on her evidence. 

1 hedefenso had also relied on an earlier case 
I’r.ilap Misia vs Stale ofOiissa. AIR 1977, 
1707 (1977CriU817)whcnithadbccn 
l.'ld that absence ol in|Uiy either on the 
ciiscd or the prosecutrix shows that the 
P'osccutrix did not resist (We shall come 
'■ this case later). 

In Its judgment the Appellate Court 
I. lira tied that according to the medical ol I icer 
woman h.id not complained ol any pain 
iM her private part. However “as stated by 
;!ic medical officer herscll liirthcr. there 
'•iiuld be such pain oi injury only if the 
iictiin IS virgin and admiilcdly PW -1 was 
' Ilian led woman and used to sexual 
alercoursc. Therefore, the fact there were 
■' injuries on the person did not necessarily 
'ncati cither the story of PW - I regarding 
.:ic incidence was unreliable or that she was 
I onsentmg party". 

The judges went on to state further that 
' Vc have gonu through the evidence of PW 
with utmost care, particularly having in 
cw the defense version of the case tried 
'' be made out affecting the characterof PW 
but for the suggestions in the cross 
'•.tmination which she has also stoutly 
'■ nied, there is nothing to even remotely 
qwet that she is a woman of such easy 
■rtues”. 


We shall see a little later that ho% judges 
interpret the ab.scncc of injurtes depends 
upon their understanding of the character of 
the woman imd more precisely whether a 
woman 'habituated to .sexual intercourse' is 
firmly bound within the structure of alliance 
Ol whether she can be treated as someone 
outside it. 

In this particularcase, the dividing practices 
by which the good woman and the bad 
woman are separated becomes even clearer 
since the judges gave an elaborate discourse 
on the meaning ol consent. It may be 
worthwhile to quote this at some length. 

And whilst the .sands were lunniiig oul in 
the lime glass, the crime graph of offences 
against women in India ha.s been scaling 
new peaks. Tins is why an elaborate 
I escanningof the jui isprudcntial sky through 
the lenses of ‘logos' and 'ethos' has been 
necessitated In the Indian case refusal lo 
acl on (he Icsliinony ol a victim of sexual 
assault IS adding insult to injui y Why should 
the evidence ol a girl oi the woman who 
complains ol rape oi sexual molestation be 
viewed with the aid ol spectacles tilled with 
lenses tinged with doubt, disbclicl or 
suspicion''.. We must not be swept off the 
led liy the uppioach made in the Western 
wotid which has its own social milieu, its 
own social mores, its own permissive values, 
and Ms own code of life Conohoralion may 
be considcied essential lo csiablKsh a .sexual 
offence 111 the backdi op ol the social ecology 
ol the Wcsierii woild. I( is wholly iinncees- 
saiy to import the said concept on a tuin- 
key basis and to transplant it on the Indian 
soil regal diess of the allogclher dittcicnl 
atmosphere, attiludcs, mores, responses ol 
(he Indian society and its profile... 

Having estahlishcd through the means of 
spatial differuiuialion, the dilfcrcncc between 
a .social milieu which is permissive (i c. the 
West) and one in which girls live in a 
''Iradilion hound mm-pcrnii.s.sivc society" 
(i c. India), the judges map this spatial 
di I fcrence onto a difference between women 
of two kinds. They give no less ihcn 12 
reasons why one may presume that women 
in India, would n«t make false allegations 
of sexual assault ‘with the rare exception ol 
one or two casc.s coming from possibly 
amongst the urban elite’. These 12 reasons 
delinc the lirnils within which sexual desire 
may move. Thus, a woman admitting lo 
sex ual assault against her would be conscious 
of .social ostraci-satiun; if she is unmarried 
she would appre-hend Ihe difliculty ol 
securing an alliance with a suitable match 
'fi om arcspcclahlc or an acceptable family ’; 
she would risk losing (he love and respect 
of her husband; she would feel exticniely 
embarrassed m relating the incident toothers 
on account ol the upbringing in a tradition 
bound siKicty where by and large sex is 
taboo. 


I need not labour the point further that a 
woman whose testimony is likely to be 
believed is normalivciy defined as one who 
is 'tradition bound', who displays the 
appropriate modesty with regaid to male 
desire, and who is in dangci of losing the 
love and rcspeci ol her husband if it turns 
oul that she had cimscnied lo sexual 
intercouisc with anodier man This brings 
me to the i.ssiic of how judiciui logic is 
applied to issues ol consent when the woman 
docs not come within these defined limits, 
and hence violates the delinition ol a good 
woman. 

I should like to lake my examples of 
judicial icasonmg of this kind lioin two 
cases -one(Maleot Orissa vsPratap Misra). 
was quoted in the picviotis iiidgnicni and 
the second.'I'ukaram vs Staicof Maharashti a, 
moic popularly known as the Mathura cu.se, 
was alluded toeai liei. It may he recalled that 
Maihura. a young girl who u us between 14 
lo I (> years old bad been r.iped at the police 
station while her brother and lover were 
outside Ihe pohec station The Sessions ('ouri 
had acquitted the accused arguing lhai there 
was a woild ol dilTcieiieC belwccii sexual 
inicicoui.se aim tape and ih.n ihcic was no 
evidence lo suppoil ilic contciilioi: ol the 
pioseculion tliai she had not con.scnicd lo 
sexual iiUcrcoiiisc The High Court, oil 
appeal, reversed Ihedeeisitniol llieSessions 
( ourt on Ihe groir.uls that pas.^ive submission 
by the girl could not be read .is sonscni The 
judgment ihai weshuilbeeonsidc'iiig is that 
ol the Supreme ('ourl which reveised the 
decision ol the High ('ourl and set asule the 
conviclioti ol the two aeeused 

Let us see hovs M.iiluiia is poiiraycd .is 
a social persona in the pidgineiii "Malhur.i 
(PW I) IS ihc gill who IS s.iid lo have been 
raped. Her parents died when she was achild 
and she is living wnl. her hiothci. (iaiiia 
(PW .1). Uolli of llicMi worked ,i'. I.iboiiieis 
lo earn a living Maihuia (PW I) used lo 
go lo ihc liou.se of Nushi (PW 2) lor work 
and during the couise oi hci visits lo th.n 
liousc, came into i:oin.ict with Ashok. who 
was Ihe sister's son ol \ushi (PW 2) anti 
was icsiding wiih the latter 'flic I'oril.ul 
developed mil) .in mlini.ity so lhai Ashok 
and Mathura (PW I i decided lo become 
husband .md wile" 

I'ollowiiig this Maihura s hiolhcr (iamti 
had lod.ccd a report at the police si.ilion 
alleging that his sister h.id been kidii-ppcil 
by Nuslii Al the ( ohre station the lic.id 
Constable .iskeil M.Uhura to Wiiii while he 
asked the others to move out It was while 
her compamons wvre waiiiiig onisiile tiuii 
the hc.id const.iiilc look liei't'ialoilei siiii.ttei' 
atihcre.irparuil the polite, station, ioosciicd 
her underwear, lit a torch anti sl.iicd at hci 
privalcpai is I ie then dragged her to.i eh.trpoy 
and Ifllcd her on the. gioiind ;iiid taped het 
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tn spite ot protests ana stm resistance. Atter 
this a second constable fondled her private 
parts but was unable to rape her because he 
was in an intoxicated condition. 

The main contention of the appellants 
before the Supreme Court was that there was 
no direct evidence of rape since no injuries 
were found on the body of the girl or of the 
accused. The court held that no marks of 
injury were found on the person of the girl 
and “theirabsence goes a long way to indicate 
that the alleged intercourse was a peaceful 
affair and that the story of stiff resistance 
put out by tbe girl is all false”. The High 
Court had found evidence of passive 
submission, believing the victim when she 
stated that “immediately after her hand was 
caught by Ganpai, she cried out. However, 
she was not allowed to raise the cry when 
she was being taken to the latrine but was 
prevented from doing so. Even .so, she had 
cried out loudly. She stated that she had 
rai.scd alarm even when the underwear was 
loosened at the latrine and also when Ganpat 
was looking at her private parts with the aid 
of a torch". The Supreme Court, however, 
held that the cries and alarm were a concoction 
on her part. It said that it was preposterous 
to suggest that she was so overawed by the 
persons in authority and the circumstances 
that she could not resist. The judges supported 
thejudgmentoftheSessionsCourtincluding 
the version that “Finding Nushi angry and 
knowing that Nushi would suspect something 
fishy, she (Mathura) could not have well 
admitted that of her own free will, she had 
surrendered her body to a police constable. 
The crowd included her lover Ashok and she 
had to sound virtuous before him." 

How is it that in the state of Karnataka 
vs Mehboob and Others, the judge made 
such a strong case for giving full credence 
to the slated version of the woman that force 
had been used against her, despite absence 
of injuries, while in the present case the 
SupremeCourt had no hesitation in assuming 
that the girl had actively participated in the 
act of intercourse at the police station with 
a constable? This, in spile of the fact that 
her brother and lover waited outside. One 
has totake recourse to the structurcof alliance 
relations within which the girl/woman was 
placed tn sec why her body was seen as if 
it were pitted against her speech. Mathura 
was already cast in the social persona of a 
woman who had taken a lover and hence her 
protests could be dismissed as a tissue ol 
lies. In support of the judge's contention the 
medical evidence was read to show how 
habituated to sexual intercourse .she was. 
"Her hymen revealed old ruptures. The 
vagina admitted two fingers easily”. Thus, 
the reading of the surface of the body is made 
to confirm to the judge’s reading of the 
’inside’ of her being - his conviction that 


She was a particular Kina ot gin wno wouio* 
be so overcome by her sexual desire for the 
constable whom she had never even seen 
before that she would surrender her body to 
him while her lover waited outside and then 
make accusations of rape in order to appear 
virtuous. Taken together, these two 
judgments show that judicial belief or 
disbelief in the woman’s versionof the events 
is a matter of the classificatory practices 
through which good women arc separated 
from bad women - it has less to do with 
protecting the body integrity of the woman 
and more to do with regulation of sexuality 
in accordance with rules of alliance. Far 
from problemuising the practices of sexuality 
in this regard, the judicial discourse 
normalises the dividing practices. Sexual 
violation becomes the opportunity in which 
courts of law become the sites of dramatic 
enactment of the judicial norms through 
which the relation between the surface of 
the body and the depth of feminine being 
could be read to create the female as the 
s'lbject, a nccesarily fragmented one since 
her body and speech are put at war with each 
other. 

If further proof were needed of the 
classification of women suggested by the 
case law, one could refer to state of Orissa 
vs Pratap Misra. In this case a pregnant 
woman who was in a holiday resort with a 
man. was raped by some NCC students. 
Despite the presence of corroborative 
evidence, what weighed heavily with judges 
in pronouncing the sentence of acquittal was 
the finding that the man she was accompanied 
by was not her husband but her lover. The 
absence of injuries on her body was then 
seen as a sign of her consent and it was 
assumed that the man had contracted with 
the students to make her available for sexual 
intercourse. Even the fact that she had a 
miscarnage following this sexual assault 
was seen as unconnected to theeventof rape. 

We are now in a position to give aconcise 
descriptt'.n of the classification of women 
that emerges in the rape trials. There is first 
a binary distinction between a girl who is 
a virgin and a woman who is sexually 
experienced. Desirable women are those who 
can be integrated into the system of alliance 
- virgin girls by being gifted in marriage 
to 'respectable and acceptable’ families (to 
use the phrase which occurs frequently in 
the judgments) or those who are already so 
integrated. Sexual desire in these women is 
regulated by the structure of al li ance - hence 
an offence against them constitutes a sexual 
offence for it violates the codes through 
which the matrimonial dialogue of men is 
conducted. By the same logic, however, the 
women who are described as of easy virtue, 
’habituated to sexual intercourse’ with men 
who are not their husbands, do not have 


ngnts to me proiecuon ot me state, in their 
cases the body always speaks to negate their 
speech. By declaring them to be shocking 

liars, the courts constnictacategoryofwomcn 

in whose case a ‘no’ to sex can be converted 
to a ‘yes’ by the application of judicial 
reasoning. 1 shall now argue further that the 
judicial discourse does not simply blot ou' 
such women from sight but activelv 
constitutes them as available for the 
satisfaction of male lust by the judicial 
phrasing of the relation between surface and 
depth. This is the logic within which we can 
understand the concern of the case law to 
define, first, what is penetration and second, 
what is consent. The first re-orders the body 
as surface on which the judicial gaze can 
read different kinds of signs, establishing 
either complicity to sexual intercourse or 
resistance to it. The presence or absence of 
injuries, the state of the sexual organs of the 
woman all become evidence of where her 
place is in the division between virtuous and 
wanton women. The second question, that 
of establishing consent which requires 
inference about the will of the woman, then 
turns on the question of how depth or.the 
interior motive of a woman may be esta¬ 
blishing the surfaces of the body through the 
judicial gaze. Female subjectivity is made 
transparent as the judicial gaze moves from 
the surface to the depth of the body. Thus, 
the integrity of her being is shattered in the 
rape trial and the whole question of female 
consent becomes a ‘process of positioning 
the male to do what comes naturally - that 
is to act from and in nature, in full accord 
with both body (desire) and speech (will)' 
[Bright 1994:3J. 

Construction of Malf. Desire 

The discourse on male desire is veiled 
The judicial phrases uttered in judgments, 
nevertheless, show clearly that the concept 
of nature is deployed to first define men’s 
desire for female bodies as ’natural’, and 
then the classification of women that we 
discussed is used to direct such ‘natural’ 
desires towards the appropriate categories 
of women. Here too we shall see that the 
discourse on sexuality intersects with the 
discourse on alliance but the points of 
intersection are somewhat different. 

Since maledesire forfemale bodies is seen 
as ’natural’ almost as a counterpart of rape 
being seen as an offence that does not violate 
the order of nature, the judicial discourse on 
male sexuality is engaged in the creation ol 
a ‘social savage’ [Greimas and Landowsky 
1976]. This social savage is tamed by the 
application of rules of alliance which provide 
the grid within which men may be constructed 
through their relatedness to each other. Thus, 
desire in the male is schooled through rules 
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of culture by placing men in positions relative 
to each other, and desire for tcmalc bodies 
IS regulated through this social reiognition 
that bicn grant to each other in the system 
of alliance Male desires are then judicially 
classified in accordance with the various 
points ol intersection between the distourse 
of sexuality and the discourse of allianie 
Desire for the female when embodied in 
a young male is classified as instinct, provided 
It IS directed towards a woman who is not 
integrated in the system ol alliance and hence 
can be categoiised as a woman ol easy 
virtue 

The judicial construct of ‘young male 
acting out his natural sexual mstim Is’ is 
deployed in the sentencing structure m the 
course ol hearing on mitigating 
circumstances granted to the accused It may 
be evoked in the context ol acquittal oi even 
111 cases when ludgcs are laying out their 
icasoning as to why the oficnee should he 
treated as a grave one Itidependeni ol the 
context, the ludicial phrasing (emphasised 
III the following texts) make this construct 
of a ‘natural sexuality lesiding in the male 
available lor thought I his is paituularly 
sinking in t.iceol the lac t that women whom 
courtsclassiiy asot easyviitiie arenevci 
seen to he acting out any naluial insiini is 
which would be symmetrical to the 
construction ol desire in the male 
In the case (SC 58/1986 Linakulain) ol 
the two-yc,tr-old child who was scxiiallv 
assaulted by a young man disc ussed eat her 
in the paper the assistant sessions judge 
gavchci reasoningloneduclionol the period 
ol I igorous impiisonment as follows ‘It s 
indeed a cruel and wietched at l to commit 
sexual assault or attempt to rape an inlaiit 
girl ol two years especially in the 
circumstance that the accused was shaiing 
his stay in the residential apartment ol the 
t.imily of that girl along with them At any 
rate the at t uwl touhl ha\e i eft am d from 
u/irtfeier/iM \e\ual inslintts ina\ hi fiom 
ihi child Still in dm toiisidi itilion of tin 
ptiiiu of \ mull of till at t iiHdaiidliis letidt i 
rige of lunnini; 17 at ilu unit' ol tin- at I 

fit ’ 

I he second case, I would like to cite is 
that ol an unmarried woman who was raped 
by a hospital attendant alter he had taken 
her to an empty room on the pretext that he 
Wits taking her to the ward where her niece 
was admitted After reiectmg the deicnse 
pleath.it the piosec uti ix could not he believed 
because she was not a virgin and that there 
weiediscicpancicsm her account thecouit 
observed 

The bcasllincss and itioiits ol the iiimc is 
evident horn the iniiiiv lesulting due to ihc 
tiuusi Ac SOI ding to PW i ihedoctoi about 
tliirlv stitches wcic put loi the Mggcd tcai 
insidv Ihc s igina .ind bloiut tiaiistusion also 


had to be given There is nu evidence of any * 
piovocation or enticement from the side of 
the victim There is no evidence that the 
prosecutrix is ol easy virtues The accused 
IS aged 52 years and the crime evidently is 
not the result of any impulsive act due to 
the II lepiessiblc sexual urge ol an adolescent 
or youngster 

Many other examples could be given of 
this form of reasoning I hope the point is 
sufficiently clear that in the prcxessoljudicial 
veri fie ation, courts eonstruct the category of 
young males who are <ic ting nut their impulses 
and ‘irrepressible sexual urges’ when they 
rape women The judicial intervention is not 
directed towards the protection of all women 
from such males on the prowl What the 
courts do through their intervcniion is to 
define the category ol women on whom 
these urges may be acted out and scpaiatc 
them from the women on whom these acts 
m,iY not be committed I he loimei arc 
del ined as women ol easy virtue’ while the 
laltci are women who in future m.ty be 
in.cgialed into Ihc system ol alliance or arc 
already within it 

I bi lieve It IS this definition ol certain kind 
ol sexual violince as stemming fioin the 
order of natiiic which allows agents ol the 
slate such as policemen to commit tape and 
sexual assault on those women who have 
come within then iiittsdiclion due to Ihc 
distill bailees in Ihc code ol alliance In Ihc 
case ol Mathura which has a'rcady been 
discussed. It was the complaint lodged by 
the hiothct againstherlovcr that allowed the 
pohceconstablcsaccessovei hci I hejiidicial 
phrasing ol the Snpieiiic Coiiit judgment 
was also based upon the lad that she h.id 
a lovei she was habituated to sexual 
inletcoiirse and the hyinen had shown old 
icMis llwasasil natural’loi such a woman 
to agree to sexual mtcicourse with the 
constable whom she had not even known 
bclore, right m the police station while hei 
relatives in< ludiiigher lover waitedoutside 
In other vale's ol custodial rape also one 
common Icatuie has been that the woman 
has violated the code of alliance and hence 
becomes a field on which men may graitly 
their sexual instincts 
In the eyes of the c ourts when docs sexual 
instinc I biecomc unholy lust ’ I have suggested 
that this IS so when the sexual act has made 
a girl who was previously suitable loi being 
given 111 marriage now unmarriagcablc We 
alic.idv ‘ iw that this is reasoning applied in 
the case ol liilna the eight year old girl 
In that case the .ippellants and the defendants 
belonged to lespeci.ible’ lamilies-apomt 
emphasised quite stiongly m the judgment 
which noted that the girl’s f.ather was a 
journalist who had Irav ebed abioad, and the 
people involved wofe men of ‘status’ The 
same reasoning v i/, that the ol fence of rape 


consisted in having made the girl 
unmamagcable, may be found when the 
accused belongs to a higher status than the 
girl, except that m such c ases the judges may 
either seek tocorrecttheinjusticeby insisting 
on a marriage between the victim and the 
ollender or the punishment may consist ol 
financial compensation to be provided to the 
girl to secure a bndegroom who would be 
willing to marry her 
Rose Verghese (1992) cites a case (Braja 
Kumar Chauhan versus the state of Orissa) 
in which the judge first tried to arrange a 
marriage between the prosecutrix and the 
accused After the attempt failed, the judge 
then rcduc cd the sentence of imprisonment 
ol the accused and instead lined him Ks 
5,000 which was to be paid to the prosecutrix 
He staled that the prosecutrix ‘now ayoung 
girl, will be left at lurch on account ol the 
stigma’ due to the publicity that the case 
must have locally received, and prospects 
lot het marriage appeared bleak However 
she could be ichabilitated, he thought if she 
received some financial assistance In order 
to achieve this end the financial 
c onipen* alum was to be pros ided to hci and 
the teim ol imprisonment ol the accused 
accoidingly reduced Clearly thecoiiilsarc 
mstrumenial m ‘iradcoH’ mthisi ascsothai 
a man ol a lower social status may be pio 
vided with the financial incentive to marry 
the woman who has otherwise become 
unmarriagcablc The concern is again not 
with protection of the bods inlcgniy ol the 
woman but with correcting the distuthaticc 
m the system ol alliance which has been 
violated by ‘untamed malcdcsiic 
The judges are also likely to treat sexual 
desiicas unholy lust’ in cases ol gang rape 
il the husband is picseiit at the time ol the 
sexual assault This is provided, th' man 
IS lecngmsed as an appropriate pai tnci in the 
matrimonial dialogue In one case three 
men biokc into a house, committed robbery 
and gang raped the wile one by one while 
the husband was held by the other two men 
on the jiomi of a kmfc In the Fii st Information 
Report the husband did not report the rape 
‘due to le.ir of loss of reputation” *■ However 
al ter the acc used were identified and at rested 
he repotted Ihc rape saying that “ his should 
not happen to any husband in future (Cited 
m Verghese 1992 159, emphasis mine] In 
awarding the sentence ol 10 years rigorous 
imprisonment, the court noted the heinou' 
nature of the crime Although the woman 
had not physically resisted the rapists, the 
judges noted that this was “due to fear of 
death of her husband, heiself and hcrchild 
As Puivi Shah (1995 4) noted in her astute 
comments on the paper, “This court’s 
decision is not based on any injury to the 
woman’s body or lack of consent Rather 
It IS framed within the context of the harm 
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ler husband, tamily and she - within the 
ontext of her family - may face. Indeed, 
his woman has been made into a wife or 
nother rather than a woman. The cases 
vhcreby the court renders decisions of rape 
nvolvesubjects seen as wives not as women”. 
Ihc goes on to stale that not only is the 
lusband’s respectability seen as the central 
.11 tor determining the court's decision in 
Ins case but also, “It is interesting to note 
low this privileging of the husband echoes 
he power granted to a father. For instance, 
ri the rape case involvinglhceighl-ycar-old, 
lartof thcca.se’s validity stemmed trom 'the 
Ill's enraged father’ who was responsible 
nr appealing thecasc.”'l'hus'natural instinct’ 
s transformed into ‘unholy lust’ injudicial 
ihrasing it acting out this instinct leads to 
tigrnatising men as husbands or fathers In 
rranging and aligning women and 
lositioning them in relation to men as either 
vailahic for .sex orprotccted within sysi.-ms 
ifalliance, the coui ts construct and classify 
ii.ilc desire in a manner that leads to either 
lie lonnal naUirali.sation of rape assomchow 
egally con.sensual or they criminalise it as 
hallenge to patriarchal alliance systems 
Similar taels, however, of raping a vs'oin.in 
II the presence ol her husband begin lo look 
lillereni injudicial icasoiiiiig il ii iiiriisoiil 
lull the woman was not legally wedded to 
lie man. Inlhecaseol I’ralapMishia vs State 
it Orissa, to which reference was m.ide 
ailiei, the woman was sub|eeted to s 'xual 
.'.saiill by three N('('eade.ts while on holiday 
viih a man. In this ease the judges ol the 
lupreme Court disbelieved the veision of 
he woman although she su tiered an ahoiiion 
ificr the rape and assumed consent on her 
'art Among other laclois one, which 
veighed heavily with the judges was that 
he woman was only a ‘eoncuhiiie’ ol the 
nail Vastidha Dhagamwar (1992 24(>) in 
11 oviding an execllenl cri tiqtie, quotes 1 1 oiii 
he judgmi-iit: 

Wedonot mcantosuggevleven foi a moment 
that PW2 was a pimp, but the lari lemaiiiv 
lhal the .'ippcllunls unduiihtedly rvanicrl to 
have negotiations with him bctoie insisting 
u|>on him to open the door. This iv also a 
cireuiiistunce that mihlatcs against the case 
of rape and shows lhal PW2hiinscll connived 
ai the sexual intercourse tommillcd by the 
appellants with his euncubinc 

One IS stunned to observe m this case that 
vhat counts with the Judges is the assumed 
elation that the men have formed wah each 
'ihcr- thecircumstanee lhal mihlales against 
Me case of rape, they say - is that PW2 
umsclf ceinnivcd at the sexual intercourse 
ommitied by the appellants with his 
oncubinc. Neither the injuries on the body 
if the woman, nor her own will count - the 
enialc body and will is placed in the ‘custody’ 
'I the male to be disposed off as he wishes 


The third construction of the rapi.st is of 
a man securing vengeance against another 
man by violating the latter’s wife, daughter 
or sister. In such cases also the woman’s 
body is merely the sign thntugh which men 
enter into relationships with each other In 
the Indian courts this comes up frequently 
in the context of policemen going on a 
rampage of looting, destruction and mass 
rape in order lo punish the population of a 
V 1 1 lage ora locali ly. V arghesc { 1992) quotes 
the case of 14 policemen whi> went on a 
1 ampage against the women in a small vill.tgc 
in order lo avenge an insult to one ol their 
eollcagues (Quoted in Varghese 1992, and 
Dhagamwar 1992) rite court acquitted the 
policemen on ihe ground that the women in 
the village who were Iroin ihc lower castes 
could not be equaled with ‘such ladies who 
hail Irom deeeni .iiul icspceiable .soeielie.s’ 
.IS they were engaged in menial work and 
wereol questionable c haracter'.’.’Thejudge 
lurthcr added that “ft cannot he ruled out 
that these ladies might spe.ik falsehood lo 
get a sum ol Rs KlOO. which was a huge 
sum for them’'. 

Beeaiise iho n.iUiialisution ol male desire 
iseoniieeled loss sieiuscifalhanee.lhe whole 
ijueslionol inarilal rape is removed Irom ihe 
■iicnaol judicialdiseoiiise Thcsatisiaelion 
ol inaledcsire when It IS sought lobe I iilli lied 
wilhin the eoiilinis ol malriinonv is 
eonsideied legiiiinale, no matter how it is 
lulfiilcd. The legal ci'dc does not recognise 
marital rape - hence M the level o( judieial 
grammar, this e.Uegory does not exist In the 
process ol judicial vent lealion, howevci.lhe 
judges can find instances when grievous 
bodily harm has been done, lo the wife in 
the process of ihe cveieise ot his conjugal 
rights hy the husband. In such cases the 
eomis have held lhat while a hushand can 
cause grievous bodily harm to the wite. ihis 
cannot be elassilied as a sexual ofleiice. The 
first and best known case ol this kind w.is 
reported in 1890 when Phulmoni Dasee who 
w.is a little over 10 years died wtien hei 
husband iried lo have (oreible sexual 
intercourse with her. The husband was 
convicted under section 3.^8 ol the Indian 
Penal Code which deals wuth causing 
grievous butt hy doing an ael so rashly as 
lo endanger human life or per.sonal salely 
of anolhei .Subsequently ihe ,igeofeon.sent 
was laised to 12 and has continued to rise 
till IhlsecDhagmwar l994|.Thc*lawclcaily 
takes recourse lo the idea that marriage is 
the prescribed instituiion forthc satisfaction 
of ‘natural* sexual insiinels - hence sexual 
intercourse wilhin marriage cannv)! be 
considered a sexual oflence If a woman 
incurs injury during sexual intercourse with 
her husband this i. to be treated with other 
ncm-sexual oflenccs of a similar kind. Thus 
in (he ease ol aconjugal couple, the surlacc 


of the female body has no information to 
convey for determining the nature of the 
‘inside* for she docs not exist as a subject 
for purp4)ses of rape law 

Pratiksha Baxi (1995) argues that the 
discourse on marital rape, not only in the 
courts but also in the pai liamcntary debates 
normalised the use ol force in sexual 
inlercoursc within marriage. She points out 
that in the icporl of the Joint Parliamentary 
Committee on the propo.scd amendments lo 
the rape law. a separate category of ‘illicit 
sexual intercourse noi amounting lo rape’ 
wax ercaied to e<>vcr eases in which u man 
who IS sep.traled Irom his wile has forcible 
.sex with hei (the .IP(' Report 1982:8) In 
deleneetil this amendnieni it was stated lhal 
"The (‘omniiiiee leel ih.ii in a ea.se wheie 
the hiish.iiid and wile .ite living sepaialely 
iiiidei iheilecreeol jiidin.ilseparation, thcie 
IS .1 possibility ol leeoiieih.ilion beiweeii 
them imlil ,i deciee of divoKc r giaiiled 
lienee, the mietcomse by die hushand willi 
his wile without hei eouseui diiMiiu sm-h 
jVTiod slioiild not he Mealed as oi eqiMted 
with tape TheComiuillee.ireol ihi' 0 |vimoii 
lli.il inlercoursc by the Imsbaiul wuji Inc wile 
under such cueiimst.mees should be MiMied 
as illicit sexual inleii.iiiise" |The Il’CRejinil 
1982 8, cited in B.isi I9'j‘i7t| Ha.xrc 
Intelpielatioiiol Ihisslalemeni is imjieei .ible 
“The ihslinel loll belwee n rape .mil sevii.i lily 
lioiuilie wmn.urspoininl view gi islilmied 
lot die stale peiiuiis loiee in sexu.il 
imercmirse. not only lot desuilutig il as 
normal but by iiormalisiiig it lor die s.ike 
of‘lecoiitilialioii’ lleicjiuwei isdejiloyed 
lo eoiistiliite iiiariied woni.m's sesuahiv .is 
‘p.issive’ foi die I'.iji.K ily lo s.iv ‘no' lo sex 
wiibin m.iiriagc is noi recognised by die law 
as a legal light ” 

In f'oiieaull’s (I98()l liisluiy o( sexuality, 
jiowei W.IS uiulerslood .is essetilially that 
which duiales Us l.iw U' sex hy ilividllig 
sexualilv belween licit and illiiil .iiid 
pernmicd .iiul loibidden eoinpaiiine.nis In 
liMiking al the relation belveen jiower .iiid 
sexuality as it is revealed in the jiidici.il 
disLouise in India. I suggest that il is 
eneoiiiilered not in the lormol limit.iiid lai k 
but III Its dynamic aeiive lonn ol piodui.lioii 
ol bodies ami speech both male .iiidteiii.ile 
The sites ol judicial diseoiii scare the leinale 
bodj and male desire while there is a 
eoi responding silcneing III thedisciissionon 
temaledesiie and male bodies" " As weli.ive 
seen, it is male desire which is (orisidcied 
'natuiur, hence ‘noiinar and die lemale 
body as the naitii.d site on which this desire 
IS to lie enacted Women .ire not seen as 
desiring subjects in the tape law - as wives 
they do not have Ihc righi to wiiliholdeonsent 
from their husbands - although the state 
invests Its resources in protec ting them Irom 
the desires of other men Pur.idoxically 
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relevant is whether the accused is capable 
of sexual intercourse or not and whether 
there are signs of injury especially on the 
sexual organs of the male. Both in the case 
of the two year old child and the eight year 
old child who were violated, the judges 
found evidence of sexual acts on the part 
of the male. Tulna. the eight year old child 
described the fattening of the penis and the 
pain she experienced when the man tried to 
insert his penis into her vulva. Similarly the 
judgeshadevidenceof'ejaculationof semens 
(sic)’ in the two year old’s case. Yet in both 
cases thejudges only considered the question 
of penetration - although in one case partial 
penetration was considered sufficient to 
constitute rape while in the second case it 
was not. An alternate way of constructing 
rape would be to consider the evidence on 
the male body - reading the surface as 
conveying information on the nature of the 
offence - as sufficient for establishing it as 
a sexual offence. In that case the whole 
question of what constitutes penetration 
would become irrelevant as both male and 
female subjects would be constructed in 
their wholeness. 


collective identity whether of nation or of 
community should become metamorphosed 
into the desire to humiliate men of other 
nations or communities through violent 
appropriation of ’their’ women, but 1 believe 
that my analysis lays the foundation for 
understanding why the judicial institutions 
of the state become silent in the face of such 
disorder. I cannot find even the rudiments 
of a jurisprudence in the Indian legal system 
(but perhaps this can be generalised for other 
legal systems) that could address the problem 
of rape in the kinds of contexts in which the 
problem is not of ordering and sorting women 
but of protecting their body integrity against 
brutal rape and abduction. 

Notes 

[An earlier version of this paper was presented 
at the seminar on ‘States of Violence', held in 
Michigan. I amespecially grateful to the .student 
commentators Carole McGrahanan, Purvi Shah 
and Stacy Cherry; and to Charles Bright for 
comments that proved extremely challenging 
in the revision of the paper. Discussions with 
Upendra Baxi, Pratiksha Baxi and Kalpana 
Viswanath were very fruitful for formulating 
the issues.] 


women defined in opposition to the wife or 
the chaste daughter, i e, women of easy 
virtue, as the courts put it, also turn out to 
have no right to withhold consent. Unlike 
the case of the wife, however, it is not 
through the application of judicial grammar 
but through judicial semantics that this right 
though legally granted is taken away in the 
course of court hearings. As Purvi Shah 
(1994:6) put it. “A reading of female desire 
as interpreted by the courts demonstrates 
that while men are seen to be acting out their 
‘natural’ urges when engaging in ‘illicit’ 
sex, women who show any sort of desire 
outside the confines of marriage are 
immediately considered ’loose’. By escaping 
the confines of male-centred discourses of 
sexuality and alliance, these women are then 
castigated by becoming the objects of any 
sort of male desire. Rape is not a crime but 
is reduced to an act that she herself deserves 
or seeks... Under the court’s adjudication of 
these rape cases, every man thus becomes 
not an abject of female desire, but rather 
these women who show ‘illicit’ desire 
become consensual objects of male desire 
even against their will”. 

Thus it is clear that a woman’s yes to sex 
outside marriage puts her in a position in 
which she is rendered judicially incapable 
of constructing desire in the singular for a 
parti,'ular man. Her illicit desire places her 
within the power of any man and especially 
within the power of the agents of the state 
such as policemen. It would, however, he 
a mistake to think that this is only a 
disciplining of female desire. It is equally 
adiscipliningof male desire. By constructing 
maledesire as ‘natural’ it is also generalised, 
so that once the system of alliance is 
suspended in thought, then one woman is 
considered as good as any other for the 
satisfaction of this desire. Thus the judicial 
discourse cannot admit of desire for a 
particular woman even in the male subject. 
One may recall thccvidenceof thcchowkidar 
(watchman) of the guest house in the Pratap 
Misra case that he had found the man crying 
helplessly outside the room in which the 
NCC cadets raped the woman, presumably 
his lover. Similarly Mathura’s brother and 
husband were made to wait outside the police 
station whi le she was raped by the constable. 

Just as there seems to be no place for the 
woman as the desiring subject in the judicial 
discourse, but there is anelaborate vocabulary 
for describing the female anatomy and the 
impact of sexual intercourse on it - 
correspondingly there is no reading of the 
signs of sexuality on the surfaces of the male 
body for establishing sexual offences, nor 
any understanding that desire in the mate 
may be for a particular woman rather than 
for a generalised, standarised female body?.* 
About the only question that seems medically 


CoNCLUUl.M. OltsrRVATIONS 

In the introduction to this paper, I raised 
the question as to whether an understanding 
of how judicial discourse constructs normal 
and pathological sexuality at the level of the 
individual could help us to understand the 
widespread violation of women during 
episodes of collective violence and the 
judicial silence in the face of such grave 
disorders. I am not sure that we have an 
answer to the question but it appears to me 
that I may have found a possible direction 
towards which such an enquiry could move. 
If the combination of judicial production 
and verification Oudic'^l grammar and 
judicial semantics) that wc have considered 
produces a discourse on rape which places 
itself essentially on the intersection of the 
discourse of sexuality and the discourse on 
alliance, and which provides the essential 
function of protecting the system of alliance 
rather than protecting the body integrity of 
women, then the law can only function as 
long as normal classificationsof marriageable 
and non-marriageabic women; and of men 
who recognise themselves as partners in 
alliance versus those for whom such 
recognition is withheld since they are not 
likely partners in alliance: is in place. Since 
the the function of law turns to sort out 
women and position them in terms of 
availability and non-availability with 
reference to different categories of males, 
the entire judicial discourse falls silent in 
face of the collapse of these categories. This 
does not explain why desire to assert 


1 I am grateful to Pratiksha Baxi for compiling 
the list of these ca.ses for me. 

2 The female body is objectified as a general 
body - all women are assumed to hav: a 
‘normal’ body with the same kind of changc.s 
as a result of sexual activities. 

3 Many of the cases that are analysed here are 
cited in the painstaking report on .sentencing 
structures in rape cases by Verghese (1992) 

4 Pratiksha Baxi has argued that the link 
between shame and .sexual violence often 
results in rape being seen as ‘worse than 
death' - an interpretation that she says the 
Indian Women’s Movement has consistently 
tried to reject [Baxi 1995]. See also Kalpana 
Vishvanath (1994) who shows how the idea 
of shame and sexuality as a linked pair are 
internalised by women. 

5 I wonderif we can compare this with mediation 
in feud - another system in which men recognise 
each other through the exchange of violence 
- in which the party that is on the rerge of 
losing may be persuaded to accept blood money 
to terminate the feud. 

6 The question of how temporality enters the 
Judicial discourse is very important, not only 
at the level of judicial grammar which determine 
how coses become time barred, but also at the 
level of judicial verification. Delay in the case 
of reporting a rape .senously prejudices the 
outcome not only because of the difficulty of 
obtaining medical evidence, but also because 
judges are less likely to believe a woman if 
she has delayed reporting the case. In the 
Indian judicial system the delays in arriving 
at a judgment (in Tulna’s case the Supreme 
Court gave its judgment 11 years after the 
event) can make time itself a resource in the 
hands of litigants. The systematic exarnination 
of temporality cannot be undertaken here - it 
would require another paper. 

7 it should be noted that when the exchange of 


2422 


Economic and Political Weekly Special Number September 1996 



violence is within the framework of the 
institution of feud, there are strict rules which 
control the styles of violence that may be used. 
The sexual violation of women by the feuding 
parties is strictly considered outside the 
normative frame (see Das and Bajwa 1994], 
What we witness in the case of policemen 
going on a rampage against lowercaste women 
cannot be derived from rules of feud in which 
only men of equal status are said to 'recognise' 
each other, but a perverted theory of punishment 
in which the illegitimacy of state practices 
combine with a perverted working of caste 
hierarchy to produce the kind of outcome we 
are describing here. 

8 This point was made forcefully by Purvi Shah 
(1994). 

9 Desire for a male sexual partner is similarly 
generalised os an enactment of unnatural desire 
- an offence against nature. 
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to World Prices? 

Prabhat I'atnaik 

Much has been wiitteu in criiici.sm c»/ ihr itc<n la.wK ul f!i<>pt}<!tiiini iluii a < ^ v doiiiattu i>ni fs shouldlu’ equated 

to world prices. The as.'uimpUans on whu h it o- hosed has t (d.so h< i n much i ritu i.u d 
This paper pre.sent.s an ultoi^ethci difjcieni tin^umi'iit, sehnli is iclesant in the context of an underdeveloped 
agtarian econonts like India end whu h tions on the fai i that atfi irulture has' i ci s spccifo t Iniiacici istic.s diffeieiit from 
indii.strial activities, to show w'hs alu^toneni woh sv.nld piice.s is likcls' to he u imiohIs aiopiiniol potn v fin such 
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A COMMONI Y held view iiin>iiiL' 
neoiiusbical economists is that a eom.'iiv >■ 
domestic prices should he equated lo v.oiid 
iMices. Indeed two poliLy incasuies vvhtcli 
they usually advocate, namely thai an 
economy should he 'opened up’ loi trade, 
and that tarills, as I'ai as possible, should he 
progressively climinulcd, necessarily -mfils 
liewccn them the advocacy ol an equalisaiion 
I'Oiwccn domestic prices and world puces 
The underlying aigtimciu is quite 
siraightlorward. As long as (a) the counliy 
remains a ‘pnce-laker’, (b) there arc no 
significant non-lincarities on the production 
side violating constant returns to scale, and 
(c) there is no period-wise interdependence 
which makes static and dynamic 
optimisations divergent, free trade, winch 
necessarily equalises domestic with w'orld 
prices, enlarges in every pen.id the 
availability of commodities in the economy 
(in the sense that the economy can obtain 
a commodity bundle out side of its production 
possibility frontier) It lollows that tree trade 
IS an optimal policy under these cii 
cumstances, and so, by implication, is the 
equating ol domestic with world piiccs. 

These three assumptions on which tins 
argument is based may appear stiong to 
others, but neoclassical ectmoinists do not 
think so. They argue that the onus of proving 
that non-constant returns to scale, non-'price- 
taker' status and the importance of time¬ 
wise interdependence are indeed weighty 
considerations, is on their critics, they arc 
only willing to concede that these 
assumptions may be violated m particular 
instances, proving a case at the most lor 
some divergence between world and 
domestic prices in special circumstances 
(c g, the ‘infant industry' argument).' 

Much has been written in opposition to 
this neoclassical proposition. Tlicir argument 
for free trade for instance has been shown 
•obe anon-.ve^tt/firr which does not establish 
he welfare implications of free trade. The 
:act that a commodity bundle becomes 
ivailable which lies outside the production 
.'ossibility locus only means the satisiaction 
'f Scilovsky’s double-compensation 


ciilcnon Unless however we know picctsciv 
the |•Hlml to which the econoniy nunes altci 
trade and this point is pidgcd to entail .in 
impiovcmeni in distiiliulion. we cannot, on 
the b.tsis ol .Sc itovsky's criteiioii .done, hold 
the post tMcIc situation to be siipcnoi in 
welt.irc tciin.s- 

In addition, of course, the .issumptions 
mentioned abosc have been much ciilici.scd 
The purpose ol the picsert papei is not tii 
lepeal all that. Rather it is to present an 
altogether difleieni aigument, which is 
relevant in the c ontci.t of an underdeveloped 
agrarian economy like India and wdiich turns 
on the (act that agiiciiltiirc has very spccilic 
chaiactcnsiics dillcrcnt from indtisiiial 
activities.to show why alignment with woild 
prices IS likely to be a patently inoptimal 
policy lor such an economy. This argument 
IS dilfcrcnl becau.se it retains its validity 
even il assuiiiinious such as constant 
returns lo scale, the absence ol timewise 
interdependence and 'price taker' arc made 
Section I presents a simple macro-economic 
model. Section II shows m the context ol 
a single period how dcvialioiis lioin woild 
piiccs would be better Irom the economy's 
point ol view, Sections III and IV look at 
the giowth implications ol the two alternative 
strategies and quc.slioii the leliability ol the 
neoclassical argument even in a dynamic 
coiilcxt. Section V gives some concluding 
observations. 

1 

Consider an economy with just i wo sectors 
'lood' and 'mamifaciuring' wheic 'lood' 
output is given in the short-nin (one ol the 
specificities ol agricultuic which viclds the 
bulk of food) hut 'maiiulucturiiig' output is 
subject to variations along a supply cm ve which 
slopes upwards ' This upward slo|ie is bet aiise 
the equipment stock is given in the short niii 
andoutpulisafunctionoflabourwithdecreasing 
marginal productivity but constant money- 
wage. (One can think in terms of a vintage 
mcxiel to make the story more credible, but the 
pur|xise of using the production function 
approach is precisely to remain as fai as [lossibic 
within the neoclassical paiadigni.) 


ThelollowiM.»cqn.ilionsc.i))tuic wh.it has 
(list bc’cn said 

(),-(!, ...(I) 

w - •»’> 

whcie () denon-s output, I, employnicnt, 
ppiicc. and subscripts I and in the 
coiiesponduig scctois The iiioney wage latc 
w IS .issuined loi simphciiy lo be common 
between noili seclois I he eqiialions aie . 
sell-explanatory 

The world puces ol the two commodities 
aic given and iin.illci tul by the coiinity's 
actions I'piicc-takcr assumption) The 
domestic piiccs would be nothing else but 
ihcse woild puces multiplied by the price 
ol loieign exchange il the two sets ol prices 
were indeed cvjiialed Hut since our puipose 
IS lo coiiip.iic .1 situation wheie they aie 
equaled with a situation wheie they are not. 
we shall use a single parameter, an import 
larill on the iiiaiiulacliiiecl good, lo captuic 
the [lossibihiy ol diveigeiice ol donieslic 
Mom woild pines We thcieloie have 

r,. I* (4) 

and 

P -I’ l> tilt) (.“i) 

lit Ul 

wheie f’^ IS the piue ol loieign exchange 
and c the taiill rate 

We .issiiine that 'lood'is the export 
coiiimodily and that 'maiiufaclurcs' arc 
imported The teason why 'food' should he 
the expoil soinmodily need not detain us 
here the aigument ol this paper is that m 
econoinies. where 'food' is cxpoiled, 
equaling doincMic prices with world puces 
would he inoptimal, and the tact that 
historically it is 'lood' or other priniaiy 
coinmodities which have been the mam 
export Items ol thud woild countries can 
scarcely be doubted 

The question fiowevcr is. il world and 
domestic prices arc equal loi 'food', then 
what deictmines how much is exported and 
how much is sold at home'.' And d the price 
ol 'maiiut.icture' iniporis (which equals the 
world piue when r (li is the same as the 
do.iii'sti. pii..e llicii .vli.it dctciiiiiiu > how 
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mucn 01 II IS imponea ana now mucn is 
bought domestically? We overcome this 
problem in two ways: (i) we assume that 
exports of food equd what is left over after 
domestic absorption of food (which is 
independently determined) and (ii) we make 
use of the identity that the trade deficit 
equals the excess of total domestic absorption 
(which is independently determined) over 
total domestic output. 

We also assume that all wages and only 
wages are spent on food, and that the earners 
of surplus, which consists of profits and tax 
revenue (the only source of tax revenue is 
the import tariff), have a real expenditure 
(all of it on manufactures) which is an 
increasing linear function of the real surplus.* 
On this basis we have the following: 


M = A-^b.S/P„-0„ 

...(6) 

0(-X = (lpO,+L„).w/p, 

...(7) 

S = 0,(P,-w.l,) + P„.0„-w.L, 

n 

+ M.P„.P.. T 

...(8) 

where S denotes the total .surplus in money 
terms, 1, refers to the average labour 
coefficient per unit of food output (which 


is already realised) and the other symbols 
are self-explanatory. X and M, it should be 
noted, are reckoned in physical terms. 

We have nine variables to be determined: 
0„ 0„, M, X, p„ P„, S, L„, and P_. Once 
we add the following foreign exchange 
market equilibrium condition 

XJ,= M.P„. ...(9) 

we get a complete system for the 
determination of all the nine variables. 

Let us now turn to a description of the 
logic of the determination of the single- 
period equilibrium. Let us, for simplicity, 
take t - 0. For any hypothetical exchange 
rate we have a set of domestic prices of food 
and manufactures which equate them to the 
world prices. At that domestic price of manu¬ 
factures there is only a certain amount of 
domestic manufactures output which would 
be produced (given by the supply curve) and 
hence a certain manufacturing employment 
(and consequently total employment). On 
the other hand, at the domestic food price, 
since money wages are given, we have a 
certain real wage, which, together with total 
employment, gives us the total food absorp¬ 
tion in the economy. The excess of food out¬ 
put over absorption is what is exported. 
Imports however need not equal this figure. 
Since all outputs and prices are determined 
as indicated, we have a ceitain level of surplus 
and hence a certain level of imports (from 
eqn 6) which need not match these exports. 
There would then be a non-zero excess 
demand for foreign exchange (since we are 
ignoring all autonomous capital flows). 


JuooKing at It aiitereniiy, me excess 
demand for foreign exchange is nothing else 
but the di (Terence between the level of surplus 
and the expenditure corresponding to that 
level. It follows then that with b < 0, the 
excess demand for foreign exchange would 
be a decreasing function of the price of 
foreign exchange. And there would be some 
equilibrium price of foreign exchange at 
which foreign exchange market equilibrium, 
and consequently overall single-period 
equilibrium, would be established. (An 
exactly similar kind of reasoning can be 
provided for the case where T > 0.) 

II 

We thus have alternative single-period 
equilibria, each corresponding to a particular 
value of T. To establish that equating the 
domestic prices to world prices is the optimal 
policy for a country we have to show that 
the single period equilibrium corresponding 
to T s 0 is superior in some sense to any 
other single-period equilibrium which 
corresponds to any positive value of 'i. 
Alternatively if the equilibrium corres¬ 
ponding to a positive can be shown to be 
superior to that which corresponds to t = 0, 
then the vacuity of the neoclassical argument 
would have been demonstrated. Let us 
therefore compare across equilibria. 

At any equilibrium the real surplus (i e, 
the surplus in money terms deflated by the 
domestic price of manufactures) is equal to 
the real expenditure on manufactures. But 
since the latter is itself a function of surplus 
we have the determination of surplus by this 
mechanism. In other words, 

S/P„ = A+b.S/P„ ...(10) 

from which it follows that no matter what 
the value oft, at all equilibria 

S/P,„ = A/(l-b) ...(11) 

which is a constant. The real surplus is the 
same in equHtbrium no matter what the 
level of the import tariff is. 

A conclusion immediately follows from 
this, namely that an equilibrium with a higher 
import tariff must entail a higher domestic 
price of manufactures, and hence a higher 
domestic output of manufactures. If this 
were not the case, if the imposition of a 
higher import tariff were accompanied by 
a lower or unchanged domestic manufactures 
price, then the only reason could be a 
sufficiently K >wer price of foreign exchange. 
But, since money wages are given, a lower 
price of foreign exchange would necessarily 
mean a lower level of nominal and real 
surplus than prevailed earlier. This however 
is an impossibility because in all equilibria 
the magnitude of teal surplus must be the 
same. 


^mow, me teat expenoiniteon manuraaures 
(or the teal surplus in equilibrium) exactly 
equals the sum of doriKstic manufactures’ 
output and imports. Since a higher import 
tariff, we have just seen, necessarily entails 
a larger domestic output of manufactures in 
equilibrium, it must entail a smaller import,^ 
arid hence, for balanced trade, a smaller 
export. It follows then that (i) an equilibrium 
corresponding to a positive level of import 
tariff would give both a larger level of 
manufacturing (and hence total) employment 
and a larger level of per capita domestic 
food availability than an equilibrium 
corresponding to a zero level of inqrort 
tariff; and (ii) an equilibrium corresponding 
to a higher import tariff would be generally 
better on both these counts than an 
equilibrium corresponding to a lower import 
tariff (until the tariff gets so high that the 
basic structure of the model would have to 
be modified). 

By contrast, there is no way that the zero 
tariff equilibrium can be considered superior 
to the positive tariff equilibrium. True, it 
entails a lower domestic price for 
manufactures, but that, apart from having an 
adverse effect on manufacturing output and 
employment, does not even improve real 
income distribution, since manufactures arc 
absorbed (in the model) entirely (and in real 
life largely) by the surplus earners. On the 
contrary, this lower domestic price of 
manufactures contributes towards a 
worsening of real income distribution 
because it is accompanied by larger imports 
of manufactures, and hence larger exports 
of food to achieve trade balance, which 
reduces dome.stic food availability to the 
detriment of the poor. It follows then that 
equating domestic with world prices is a 
patently inoptimal option for a country. 

Ill 

So far we have confined attention to the 
single-period equilibrium. It may however 
be thought that equating domestic with world 
prices, though it may have short-term adverse 
consequences, would be beneficial in the 
long run. In this section therefore we compare 
alternative growth-paths, each corresponding 
to a different value of t, to examine the 
veracity of this line of thinking. 

Our strategy would be to take the single¬ 
period equilibria corresponding to different 
values of x , which have been discussed 
earlier, as representing cross-sections from 
a number of alternative steady-state growth 
paths. To do so however wse have to make 
a number of modifications. First, the constant 
term A in (6) which is given in the context 
of the single-period must now have a time 
subscript attached to it and must exhibit 
growth over time. We can think of it as 
consisting of several parts: each sector's 
investment which is given in the single- 
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Lonsumpcion expenditure by capitkists whose 
total magnitude, we assume, grows pati passu 
with the total wealth, i e, capital stock, in the 
caunby; and, finally, autonomous government 
expenditure which is also assumed to grow 
withcapital stodc. Forconvenienceof exposition 
we do not talk of government investment, i e, 
do not take explicit cognisance of government 
capital stock.'’ 

Investment in any period (we ignore 
depreciation) is assumed, as just mentioned, 
to be the result of decisions taken in the 
previous period. As for specific sectors, 
manufacturing investment is assumed to be 
governed by a version of the acceleration 
principle: investment per unit of capital stock 
m any period equals the expected output 
growth rate for that period which is an 
extrapolation of the preceding period’s 
growth rate. In the food sector, as long as 
some threshold rate of return is obtained, the 
actual rate of accumulation depends not on 
the rate of return but on the availability of 
complementary inputs like irrigation and 
energy which the government provides. We 
simply assume that the magnitude of food 
investment in any period depends on the 
magnitude of total government expenditure 
of the preceding period which is devoted to 
the food sector. 

Accordingly we postulate: 


^1 ~ ^ ^ml 

a.K, + G, 

...(12) 

= O., 


...(13) 

G, = m.K, 


...(14) 

+ 

. II 


...(15) 


which are ail .self-explanatory (a. K, denoting 
autonomous private consumption). 

On how much of government expendilurc 
1 $ devoted to the food sector we adopt the 
following reasoning. Unlike in the single- 
period where capital stocks in the two sectors 
were inherited and nothing could be done 
about their relative size, in the longer nin 
this relative size can and would be altered. 
The chief mechanism of this alteration is the 
earmarking of a larger or smaller share of 
government expenditure for the food sector, 
llie government tries to maintain a balance 
between the two sectors (pressure from food 
capitalists would force it to do so), so that 
we have 

= a.d,.,. [G,., + b.M,,. t/(l-i-T)l...(16) 

d,=j+(nK/K„-l).t ...(17) 

where d is the proportion of total government 
expenditure devoted to the food sector, j, a 
and p arc constants and M.x/( 1 -ft) is nothing 
else but the "real” tariff revenue (multiplied 
oy the uniform marginal propensity to spend 
out of the surplus); t enters as a multiplicative 
term for making analysis simpler. 

There arc certain identities: 

'^nt*i) ~ *^i( ...(18) 



...( 20 ) 


And Tinally, both equations (1) and (2) 
have to be reformulat^: 

®inl ~ L^), g , 2 > 0, g , 2 <0...(2) 

On = K„ . p ...(D 

This last point, which simply asserts the 
intuitively plausible proposition that food 
output does not increase if real wages in 
the food sector fall, needs an explanation. 
A given amount of land containing a certain 
investment has a certain productive capacity 
and utilisation of this capacity is possible 
with a certain labour use. inefeased 
application of labour with a given amount 
of capital sunk in land cannot on its own 
therefore raise output. And this is why we 
assume fixed coefficients in the food sector. 

Three possible objections can be raised 
against this view; each of them however is 
based on a misinterpretation. First, it may 
be thought that since labour itself can give 
rise to capital formation, saying that 
additional use of labour cannot raise output 
is wrong. But the production by labour of 
capital is not the same thing as the 
substitution of labour for capital a la neo¬ 
classical economics. And our assumption 
about investment in the food sector is that 
it docs not depend on real wages (since the 
threshold rate of return is always being 
earned). Secondly, the change in labour 
application per unit area which may come 
about owing to the ‘substitution’ of machines 
for labour over time does not necessarily 
represent a movement along any production 
function and is not usually sensitive to the 
real wage rate. And thirdly, the fact of the 
existence of diversity among farms cannot 
be utilised for constructing a production 
function approach (along the lines of a 
vintage model) because any fall in real wages 
would not raise output on farms which have 
maximum labour use per unit area (and, 
unlike in vintage models there are no 
unutilised farms waitingin the wings that would 
become viable at the margin if wages fall)^. 

The difference between agriculture and 
industry in this regard, why a vintage model 
is less implausible for industry than for 
agriculture, consists in the fact that in 
industry the marginal units are capitalist 
units which are at the margin on the basis 
of a comparison oftheir labour productivity 
with the market wage-rate. In agriculture 
however the marginal units are not capitalist 
units. 'They are family units where the labour 
productivity is well below the real wage rate 
anyway, so that any lowering of the real 
wage rate has no impact on output. This 
basic difference between the two situations 
in turn derives from the fact that 
concentration proceeds much faster in 
industry than in agriculture. 


M«|«aMw«%raa« \ a /• \* /• aaasi# y a 

constitute the complete system. In addition 
to the nine variables mentioned in the 
previous section, this system determines in 
any period the following additional nine 
variables: A,, d,. I,. I„. I^, G,. K,. 
and 'Ilie system admits a steady-state 
solution with uniform growth (we shall not 
be concerned with questions of stability). In 
fact the steady state rate of growth is obtained 
by solving: 

a.j.lm+b.X(g).t/(l+x)] = p.g.d+g) 

where g refers to the rate of steady-state 
growth, and X refers to the ratio of 
manufacturing imports to the total capital 
stock in the economy which is a constant 
for each growth rate and is an increasing 
function of the growth rate itself. Now a rise 
in the tariff rate would, for any given growth 
rate, increase the l.h.s. of this equation. 'The 
equation would hold only if the growth rate 
itself increases as a consequence of the tariff 
increase. In other words, the rate of steady 
state growth associated with a higher rate 
of tariff is higher than that associated with 
a lower rate of tariff. The argument that 
(feviiUions from world prices, though possibly 
harmhi) in the short run, are beneficial in the 
long run is not therefore a valid one. 

IV 

It may be useful to see heuristically why 
a higher tariff rate would be associated with 
a higher growth rate in the economy. By oui 
assumption the government is maintaining 
a certain balance between the sectors in the 
economy. Along each steady state path in 
other words the sectoral distribution of 
capital stock remains the same. If we compare 
these paths cross-.sccttonally, i e, along a 
slice of time, then they would differ with 
re.spect to the tariff rate, and as a con.setfuenc-e 
there would be differences in the rates of 
growth which, cross-sectionally, would 
appear as diferences in A (see Section II). 
In other words, a higher tariff rate’s 
increasing the growth rate reflects itself as 
an increase in A. Suppose there was no such 
increase in the growth rate, i e, A remained 
the same across paths even as the tariff rate 
increased. Then the surplus per unit of capiU 
stock would remain the .same across all paths, 
and total absorption and investment per unit 
of capital stock would remain the same. A 
redistribution of surplus would take place 
away from the food capitalists (owing to the 
terms of trade shift) but this would have no 
effect either on the magnitude or composition 
of aggregate demand. 

If this shift of surplus, of which the 
government would be a beneficiary, leads 
however to an increase in its spending, and 
if investment in the food sector depends not 
so much on the surplus of that sector itself 
(since the threshold rate of return is being 
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cjriit'u; iniiTitt iiic niagiiituucoi gi/veiiiuiciii 
spending, then clearly the result would be 
an increase in investment per unit uf capital 
stock, I e, in the growth rate. This is the 
reason why an increase in the tariff rate, 
which has (he immediate impact of raising 
employment and food availability, has the 
long-term impact of ratsing the growth rate 
(since the (wo analyses are earned out 
separately wc cannot as yet get a complete 
picture of the traverse and hence cannot put 
the lesults of the two analyses together). 

V 

Finally, wc have to ask: why do the 
conclusions uf the pieseiK paper differ from 
standard neoclassical fare? An obvious 
reason foi the difference arises trom the 
assumption ot lixed money wage thal we 
make I Ins underlies ilie existence ol 
uneiuployriicni in (he economy, which makes 
possible huger or smaller oiitpiil in one 
sector (manutaciuiing) even lor a given 
ouipiil in the othci scctoi (lood). This is in 
cnnirasi to the cummonly-madc as.sumption 
in neoclassical models thal the money wage 
IS tlexihle and its equilibrium value is that 
winch clears the labnui market. And ii the 
economy always experiences full 
employment then movcmeiits can only be 
along a production possibility locus, and the 
question of any policy giving rise to lurgei 
employment simply docs not arise 

But our departing from utterly unieal 
neoclassical assumptions like flexible money 
wages iflid perpetual full employment is 
only one element in the picture The 
s[K‘cili( ilv ot oui model, uhich is not jusi 
a resialeineni ol the well known view that 
in a dciii.iiKl-k onsiMined sysicin piolceiion 
I, uses employ meiii’'. an ses lion > an inipimuin 
addilioiial elemciU which has to do, as 
mentioned earlier, with the dillcicnee 
between agriculture and industry Thiee 
.aspects ol this diflerenee aie pertinent here. 

First, agricultural output, unlike that ol 
industry, is unaffected by demand and hence 
price in the short run. and the same within 
limits can be said of agricultural supplies 
(we arc ignoring the question of speculation 
here) Secondly, not only is the output of 
the agricultural sector not demand- 
determined III the short run, but its productive 
capacity cannot be easily augmented in the 
short run through the shift of resources from 
elsewhere. To be sme (his is true within 
industry it.sell: unemployed resources do 
not easily migrate from one industrial sector 
to another; but this is even more true between 
agriculture and industry. 

These (wo characteristics imply that 
agricultural output is fixed in the short nm, 
and m an economy which is an exporter of 
agricultural products, the domestic 
availability of .such products in the short run 
is inversely related to how much is exported. 


1 lie agiicuiiuiai ptuuuci wiiuse avaiiauiiiiy 
is of crucial importance is of course food. 
Since the substitution of non-food for food 
crops can be effected with great rapidity, it 
follows that the short run availability uf 
tood in an economy with agriculture as the 
main exporting sector is inversely related to 
the magnitude uf exports. 

it is (his proposition which underlies our 
argument in the short-run context fur 
deviating from world prices. If tariff 
protection of industry enlarges the output of 
this sector resulting in lower imports, then 
a foreign exchange market equilibrium can 
be achieved with lower levels of agncultural 
exports as well which means that there is 
an increase not only in total employment but 
al.so in per capita food availability. 

Fvery such tanit imposition lioweversiiitts 
the terms of trade against agriculture, and 
our presumption is that this .stiitt iii itself has 
no adverse effects on piivaic investment m 
agriculture The rea.soii loi this lies m the 
tintj characlciistic ot agiicultuic. namely 
that while a certain minimum proUtahility 
i un.'.titutes a condition for mvestmciit, once 
this IS ensured, raising piofitahility further 
does not have any positive effect on private 
investment. What private investment 
depends on (once the minimum prontabilily 
IS ensured) is the availability of comp¬ 
lementary public investment m the form uf 
infrastructure, irrigation, extension, etc. To 
say (his is not to assert some unique 
relationship between public and private 
investment (since how much of private 
investment is stimulated would depend on 
a host of addilional (actors including land 
relations and the available technology); it is 
111 suggest that terms of trade per xe, except 
m extieme situations, do not necessarily 
have any bearing on mveslmenl‘^ And it is 
this presumption which underlies our 
conclusion Irom the compansun of long-run 
growth trajectories, each uf which is associated 
with a different rale ol tanff protection, and 
hence a different level of the terms of trade. 

The proponents of ‘liberalisation’ in 
agriculture fail to see this point. Their 
argument is that higher proiltability in 
agriculture would lead to higher investment 
irrespective of what the state does or dues 
not do. As a matter of tact it is only what 
the stale does, and not higher profitability 
as such, which would determine whether 
agriculture experiences higher tnvc.siment. 
It IS this last proposition which underlies our 
argument about the desirability of deviation 
from worM price.s even m the long run. 

Notes 

I Often a weaker version of the nco-classicat 
proposition is advanced which argues that il 
is not the absolute levels of domestic prices 
which should be equated lo world prices but 
that domestic price-ratios should be made 
equal lo world price-ratio.s. In the absence of 
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* does not augment availability in any period: 
the availability frontier can be different from 
the production possibility frontier (lying 
outside it but touching it just at the point of 
production) only if there is actual trade. But 
if actual trade takes place, (hen either the 
absolute prices tend to get equalised, or the 
in^uality between the domestic and world 
prices is maintained through a system ol 
tariffs and subsidies (which amounts to de 
facto depreciation of the currency and hence 
dc facto equality of absolute price-levels) 
Thus, the distinction between equalising the 
two .sets of pnee-ratios and equalising abso¬ 
lute prices is scarcely of any practical 
consequence. 

2 This argument is based on that of none other 
than IMD Little in his A Critique itf Welfare 
Euintiimcs, Oxford, IV.")! 

.1 The broad selling uf the argument of this 
paper, though not the argument itself (nor the 
details of the model), is similar to thal 
contained m my paper‘Trnde as a Mechanism 
of Economic Retrogression’, torthcoming m 
the Journal oj Peasant Studies. 

4 Ihc assumption of linearity is not necessary 

but IS made for convenience. But the 
assuniplioti that expenditure corresponding 
to surplus IS a tunclion of Ihc niagnilude ol 
surplus alone is somewhat strong (though 
much less so than commonly used 
assumptions like proportional savingsi 
because It presumes that the marginal 
pro|icnsily to absorb manufactures as the 
surplus increases is llic same fur the capitalises 
in the Iwo scctnis a.s well .is for the stale 
While dropping this assiiinpliun docs not. 
within limits, negate the results obtained 
below. It makes ihc aigiimeni more messy 

5 This uf course holds hecausc A is a constant 

If for .some reason A increases, then, lor any 
given t. M IS likely lo increase, but the increase 
in M can never be as large ns the increa.se 
in A. since thal would entail a constant ()„, 
which IS an ifiiiMissihiliiy an autonomous 
increase in uggiegale demand niiisl make its 
impact lell via some increase in prices and 
hence oulpiit 

h There is no harm in .idopling Ibis procedure 
since priMiuctive s|x;nding on overheads, even 
when II leaves bchmil ,i Miigiblc asset scarccls 
yields u return and employment on thu.se 
assets is largely for mainicnancc and repairs, 
commercial invcslmenl by the governnicnl 
can, 11 one so wishes, bu treated on a pai with 
private invesiment 

7 While Amiulya Sen’s original explanation ol 
Ihc inverse relationship between the size of 
holdings and productivity talked in terms of 
a common priiduclion function between large 
and small farms, Utsa Patnaik emphasised 
Ihc different production possibilities available 
10 the different groups of farms My argument 
here amounts to saying that for each group 
ihcre arc, as it were, fixed technical coelTicicnls. 
and a change in real wages does not eitlicr alter 
the relative weights of ihc groups or bring in 
hitherto unutilised production capacity. See A 
K .Sen, ‘An Aspext of Indian Agneulture', I'lie 
Etonomt Weekly. Annual Number, l%2 and 
Ulsa Palnaik. ‘Nco-Poptilism and Marxism'. 
Journal ol Pea stint Studies. 1979 

K While tins is an obvious proposition we could 
not infer from it that an uptiinal policy would 
entail deviations from world prices Protection 
for raising employ mem could be provided by 
exchange rale depreciation alone as in 
standard ”bcggar-my-neighbour" formu¬ 
lations. without necessarily involving any 
lariffs. 

9 This proposition was argued forcefully in Ashok 
Mitra's Terms of Trade and Class lielations. 
Cass, London, 1977. 
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Jj^xport-unented Agriculture and Food Security 
in Devdoping Countries and India 

Ut&a PMnaik 

The set of economic poltcie\ labelled economic libeialnation, stabilisation and sinutural adjustment adopted by 
developing count! les over the last 15s ears has e had and are having a projound impai t on the ruitioe oj the development 
process in these countries, and especuills on their food secants It is the aspei t of food sec tints as affet ted bs food 
availability and income shifts sshich is the foius of this paper 
The paper argues that the itndec lared aim of these polu les appears to he the lestni ting of domestn me ome grow tb 
and absorption of the produc ts of des eloped t ountries bs the populations of devc loping < ountnes in otdi i to rt lense 
resources for growth of the esportahle products demanded bs the developed world In suppoit of this the paper 
looks at the international division of labour in agricultural production in a historical perspective and contends that 
the theory of comparative advantage cannot explain either the histois or the patleni of international spec icilisation 
because it contains a logical jallacs rclaiise costs cannot be defined at all jot a large rutigc of track relations 


The paper also comments on the new / 
and the new drive to obtain tropical 

CURING the last 15 years, 1980 to 199' 
iiore than 80 developing (.ountnes have 
icen lollowing ovci various sub periods a 
• irlually identical package ol economic 
lulicies, labelled 'economic liberalisation 
^l ibilisation and stiuctural adjustment 
nrogrammes ,undci the tutelage ol the intci 
national lending agencies - the Iniernaiionai 
Monetary Fund (IMT) and the International 
Rank tor Reconstiuction and Development 
;Woild Bank) Ihey have done so as the 
.ibligatory condition imposed on them lot 
nonowing in order to tinance then external 
[layments deficits Such a comprehensive 
iichesiration tiom metiopolitan centres ol 
policy measuics with an identical overall 
ihtust for developing countries acioss the 
itlohe, IS unpiccedentcd and has nevei been 
seen before in the post watcra rhese policies 
have had and arc having a prolound impact 
iin the nature ol the development process in 
ihe countiics concerned, and on their food 
secunty in particular It is the aspect ol food 
security as altei ted by tood availability and 
income shifts on which we propose to lot us 
111 this paper 

India IS a relative latecomer to the group 
of adjusting countries in that the Fund Bank 
determined package started being 
implemented from mid-1991, the macro- 
iconomic impact of the policies, though 
ledictable on theoretical giounds and on 
toe basis of the expenence ol other c o'lntries 
Is showing up in the data source' only with 
1 considerable lag, though in some respects 
the direction of the impact is already (juite 
( ear In discussing the impact of Ihc policies 

I 1 the agranan sector anti on food sccuiity 

II India, we will therefore draw upon the 
( periencc of other developing countries, 
v^ile supplementing it with the available 
»formation on the trends in the domestic 
' onomy 


alteiei of demands on tropic al ague iiltiir 
importables on fcisouiablc terms 

I his papci IS in three pails In the fust we 
discuss the main conlciil of Ihe Fund Bank 
administered policies and argue that even 
though the ostensible aim is the collection 
ol external payments imbalance and 
stnii tural reforms requiied to sustain this 
the policies themselves are iiiternall) 
contradictory and not consistent with this 
dcclaied aim They uo appear to be fully 
consistent howcvei with the undec hired aim 
of icstrictmg domestic income growth and 
absorption of then own products by the 
populations (vtdevclopingcounlrics in order 
to leleasc resources lor giowlh of the 
exportable products demanded by the 
developed world Ihey are also consistent 
with opening up markets lor metropolitan 
capital where substitution of domestic 
productive capacities by imports rather than 
income expansion, appears lo be the main 
mechanism of sccuiing larger maikcts 

We argue that the rationale ol the first 
objective emerges clearly when wc look at 
Iheintcrnationaldtvisiunol lahoui inagrtcul 
tural production in a historical peispectivc 
1 he climate soils specificity ol c rops and the 
concentiation ol natural bio divcisity in 
tropical and sub-tropical ate.ts has led histo 
rically to a high degree of import depeiidenc e 
by developed countries on impoiis lioni 
these regions and then |X)licv icgmie ui 
a 1 IS third wot Id agne iillcre has been geared 
accordinglytosusiainingthcii imports based 
high living standards The populations of 
noithem countries have made continuous 
and suslai ned demands on the limited pi i iduc 
live capacity of tropical lands while the con¬ 
verse has not been true I he theory ol ‘compa 
rativc advantage' cannot explain either ihe 
history or the present p.ittern ol intei national 
specialisation because ii contains a logical 
fallacy relative cost cannot be defined at all 
for a large range of tiade relations 


' emerging in the dc velopc cl e ouritru s 


We argue that despite some advances in 
pioductiviiy in the thud world and in bio- 
technologv in advanced couiiliies, to date 
the sustenance ol impoits dependent high 
living standards m the laliei apiiears to have 
been [xissible only at the expense of the 
decline ol basic loodgiains production foi 
local third woild populations It is in Ihis 
respect that theic is a stioiig adveise effect 
on food secuiity Ihe emerging iiiveise 
relation between food pioductioii and 
exportable produciion is <i pan developing 
countries phcnoiiienon which is particularly 
marked in those which have taken strut tuial 
,ul|ustmeiit loans in the 19X()s and have been 
pushing agii expoilahles foi a numbei ol 
years Fhe invc rse iclatioii is ju >1 beginiiiiig 
to emerge in India as wt II 

I he second section comments on Ihe new 
pattern of dcm.inds on tiopical agriculture 
emerging in the developed countiies during 
the last two decades and the new drive to 
obtain tropical impotiables on favouiable 
terms It aigues that the piescnt economic 
policies (SAP with tiade and iiivcstnicni 
liberalisation) objectively achit ves this aim 
whatever the putatiye aim might be by 
lestruting domestic mass consumption 
growth in the third woild countiies against 
a cenaiio of declining investment, and 
through opening iipol the agi ariaii ec onoiiiv 
induces cropping patteiii and product use 
shifts away from basic necessities lot loc.il 
populations food security is seriously 
undermined and in counities which stalled 
with low iverage levels ol nutrition pie 
famineconiunctuiesarerapidly cie.ated Any 
mixieratcly seveie economic shock is then 
enough to plunge (he vulneiable into actual 
starvation 

I he thud and last pait briefly explore* the 
emerging class diiriciistons ol suppoit lot 
and opposition to the new policies in India 
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Putative and Real Agendas in 
the Agrarian Sector 

The new economic orthodoxy which has 
been introduced globally, by now is so well 
known as to require only the briefest 
recapitulation. It involves at the national 
level the apparent ‘withdrawal of the state' 
from economic acti vi ty; however an essential 
aspect of this ‘withdrawal’ has been 
unprecedentedly vigorous and active state 
intervention to reverse previous policy 
packages and introducecompletely new ones; 
far from being passive, the state actively 
implements a new policy package under 
Fund-Bank tutelage. Short- to medium-term 
measures include very tight fiscal and 
monetary policy amounting to sharp domestic 
deflation, devaluation, removal of protection 
(trade liberalisation), removal of subsidies; 
longer run measures include opening up the 
economy to the free intlow of foreign capital, 
privatisation of public-sector enterprises 
including the Tinancial sector, removal of 
exchange controls and eventually full 
convertibility, export promotion and in the 
agrarian sector encouragement to agri- 
exports and commercial agri-business. 

While all this is put within a framework 
of the desirable, ‘efficiency’ promoting 
effects of the free operation of capitalist 
markets, this is evidently something of a 
smokescreen, in that a reified notion of ‘the 
efficient market’ is used to validate specific 
packages of interventionist measures which 
have never been implemented in this form 
in the developed countries themselves even 
when they had payments imbalance 
problems, but arc today exclusively applied 
to developing countries. The benefits of 
these policies in turn accrue exclusively to 
the global metropolitan sector. 

Tile core of the new economic dispens¬ 
ation, then, is deflationary contraction of the 
economy combined with the privatisation of 
industry and infrastructure, and the dismant¬ 
ling of all controls and protection in the 
process of promoting ‘liberalisation’, that is 
the unrestricted inflow of goods and capital. 
‘Deflation* is to be understood as income 
deflation and not price deflation; indeed rapid 
price inflation in necessities like foodgrains 
is a preferred instalment of mass real income 
deflation in many cases including in India. 
(While pushing for the full liberalisation of 
trade and investment flows into indebted 
countries, even the most ardent northern 
liberalisers do not however advocate the free 
mobility of labour or question immigration 
restricting policies in their own countries). 
To sum up, the policy package extends in 
fact far beyond the requirements of correcting 
extemalimbaIancealone;thelatterisused as 
is a validating device to bring inatotal reversal 
regime hitherto followed. 


Let us sec what the IMF itself has to Say 
about the policy measures actually imple¬ 
mented under its guidance by 78 indebted 
countries in the course of the 1980s. 

It is evident that demand-contracting 
measures were undertaken in almost all cases 
and wage restraint plus exchange rate 
adjustments in a majority (Table 1). The cuts 
in central government expenditure and 
reduction in the budget deficit ratio, as is 
well known by now, were almost invariably 
achieved by slashing productive investment 
and cutting outlays on health and education. 
These were the logical corollary of the 
emphasis on the reduction of state investment, 
privati.sation and the promotion of market 
pricing of health and education services. 
Now income deflating, demand-contracting 
fiscal and monetary policies have been time- 
honoured though crude and painful ways of 
reducing imports and thus helping to correct 
an external deficit. When an entire 
population’s average income falls owing to 
deflation, it is obviously forced to consume, 
save and import less. In a developing country 
where average income is low and the 
distribution of income is highly skewed to 
begin with, income deflation has serious 
results: there is higher unemployment, and 
poverty increases further from already high 
levels. This happens even with unchanged 
income distribution owing to the fall in 
average income; in addition regressive fiscal 
and other policies (lower tax rates on the 
well-to-do, cuts in social subsidies, wage 
restraint) also worsen income distribution. 
Public goods availability suffers with social 
sector cuts. 

But is it really necessary to incur such a 
high economic and social cost which is 
mandatory with a generalised deflation? 
Many economists not subscribing to the 
current economic orthodoxy have argued 
that it is not necessary: the desired effect of 
reducing imports and improving the trade 
balance, can in fact be obtained at very much 
lowei social cost by specifically targeted 
expon promotion and import controls, and 
through a system of allocating scarce foreign 
exchange to priority uses. The associated 
internal budgetary balance can be improved, 
not by growth-reducing cuts in investment 
and in vital social sectors, but by widening 
the tax base, ensuring less evasion and by 
cutting unnecessary state expenditures. 
Generalised deflation of the economy is not 
necessary for the desired end; it has been 
like.'ed to trying to cure a headache by 
cutting off the head. 

ExPERiENtJ- OF Adjusting Countries 

A well known set of UNICEF-sponsored 
studies (edited by Curnia, Jolly and Stewart 
1987] on the impact of SAP and liberalisation 
on capital formation, growth and human 


development indicators, have unfolded 
damning indictment. In 55 countries impi 
menting SAP during 1980-85, out of a tot 
of 124 years for which data were availab! 
in 71 years change in real investment rai 
were either negative or showed negligil 
change compared to the previous year; c 
of 186 years, in 155 years GDP per cap' 
either fell or showed insignificant chan^ 
In a majority of countries, proportionate 
more so in Africa and in Central Americ 
poverty levels rose, as did infant mortali 
rates, while literacy campaigns received 
setback as health and education outlays we 
cut sharply under the mandatory Fund-Ba 
requirement of reducing governmc 
expenditure [Pinstrup-Andersen, Jaramil 
and Stewart 1987]. However much the Fun 
Bank might protest that it does not sped 
that productive investment and the soc 
sectors be cut, the signals it sends c 
regarding the desirability of the withdraw 
of the state from investment, privatisaton 
hitherto public-.sector enterprises, and 
‘rational’ market costing of health a 
education scrvice.s, are all consistent w 
public expenditure cuts necessarily taki 
these forms. 

A more recent paper by R van der Hoev 
(1994) summarises the latc.st IMF studies 
Latin America. Taking all countries whi 
implemented liberali.sation and adjusime 
between 1980 and 1990 the per capita 01 
declined by 9 per cent, the minimum wa 
by 31.7 per cent and agricultural wage 
26.5 per cent. The proportion of the pc 
rose from 41 to 44 per cent with a larj 
impact on the urban poor. The avera^ 
naturally conceal large variations with a fi 
countries performing reasonably and othi 
approaching di.saster scenarios with up to 
per cent decline in per head income (Boliv 
Argentina, Guyana, Haiti, Nicaragua) wh 
countries like Chile, Colombia and Barbae 
have seen stagnation in per head GDP. 1 
absolute numbers of people in poverty 
Latin America have increased by 45 per a 
from 91.4 mn to 132.7 mn over the deer 
[Psacharopoulos 1993]. The cold statist 
conceal acute social distress; in so. 
countries worst affected, bi/.arre sympto 
of social tensions have emerged, as in Brr 
where large numbers of urban child begg 


Table I: IMF-Supported Programmes in 
78 Countries in 1980s 


Type of Policy 

No of Cases 

(Per Cent of To 

1) Restraint on central 


government expenditure 

91 

2) Limits on credit expansion 

99 

3) Reduction in ratio of budget 


deficit to GDP 

83 

4) Wage restraint 

65 

5) Exchange rate of policy 

54 


Source: Constructed from Comia (1987). 
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o have re-emerged as the destitute give up 
heir freedom in return for subsistence 

The IBRD data on sub-Saharan Africa, 
,how that dunng the decade ! 980-1989 out 
)1 countries, 12 countnes with 40 8 pei 
.eni ot the population of the region registered 
ivcrageannual per headGDPdecline ranging 
from zero to 2 per cent and anothei nine 
countries with 40 4 per ccnl ol total 
population registered declines exceeding 2 
3 ti cent per annum Thus 81 2 pci cent ot 
he total population ot sub-Sahatan Atiica 
n a total of 42 countnes, experienced tall 
n income per head, taking all 46 countries 
if the SSA region as a whole per head GDP 
lellby I 1 percent annually over the decade 
Since the elites in Afncan countries protected 
heir incomes, the decline for the rest must 
tiave been laiger As a part ot Fund guided 
A age-restraint policy, 'cal avciage and 
minimum wages were cut by a quarter over 
|ust five years, 1980-85 in two-thirds ol the 
Lountnes for which wage data arc available 
IIMPreports, summarised in van dcr Hoeven 
1994) 

Such sharp mass income deflation ovci 
such large populations, is unprecedented n 
the post independence history ol developing 
countries, nor is it a mattci ol a tew years 
(it adjustment atlei which the economy 
staits growing again on the contraiy since 
the basic pioblems of external imbalance 
and increasing indebtedness are not solved 
but aggravated by SAPpolicies the indebted 
economy enters on a permanent merry go 
lound of more income deflation moie 
devaluation, more raising of interest rales 
(or fear ot hot money flight more poverty 
I in the masses c ombined with a more impoi i 
dependent consumption tor a minoiity 
towards whom the income distiibution shifts 
In L,itin Amciica and SSA this has been 
going on now tor a decade and hall 

Both Iegioits, the I ,alin American countries 
IS well as sub-Saharan Africa have seen a 
highly successful’ export diivc in primary 
products which has served to push out 
inc reasmg volumes of exports to the advanced 
countnes ’Succcsful’ from the point ot 
view ot the latter, but not liom that ot the 
loimcr, since sharply declining international 
terms of trade for primary products relative 
to manufactuics (a minimum ot 50 per cent 
declineinthe 1980scontnuinginlothc 1990s) 
have meant that any Aim an developing 
c ountry which ‘only’ double d export volume 
’ver the decade, was left with no increase 
III exchange earnings at all The successful’ 
sport thrust was therefore accompanied by 
worsening trade balances, since imports were 
imultaneouly liberalised while terms ot tiadc 
loved adversely 

These trends should cause no sui prise 
w hen the same policies of devaluation and 
primary exports thrust are strenuously pushed 


developing countries which are thus made 
to compete against each othci to augment 
world supplies, it is hardly surprising it 
international pnccsdeclinc. particularly since 
there is no sharp expansion ot demand in 
ittporting countnes On the contrary the 
advanced countnes economics continue to 
register stagnation oi low growth under the 
regime ol the high interest rates demanded 
by linancc capital Fur the Atiican countnes 
duringthelast 15yeais,thcdeclincincxtcmal 
terms of iiadc has amounted to a collapse 
which continues into the 1990s We will 
have more to sav on terms of trade in iclaiion 
to India latei I or the iinpoiting developed 
world on the othci hand these puce trends 
combined with successive lounds of Fund 
picssured devaluation in the exporting 
countnes, have meant c ontinuously lowering 
dollar prices for <i larige ot necessities these 
countries cannot pioducc and has helped 
them to ntainiaiii and even laise their real 
standard ot life despite then own very low 
rates ot income growth It ishardly surpiising 
that there is a veritable cacophany ot theories 
emanating Irom noithein universities which 
castigate the poorer countnes alleged (>x(H>rt 
pessimism’ urgethem loopen up and export 
usually the examples ol ‘cxpoit success aie 
drawn from the state interventionist, neo 
mercantilist countnes like laiwan. South 
Korea Ol Singapoic iioiieot which aie debt 
constrained SAP iniplemcntcrs and aic 
therefore totally iiu levant to the case ol 
those developing indebted countnes of whic h 
India IS a piime example 

I und-Bank iiKoiiie deflating policies in 
poor indebted countnes, despite being 
widely criticised lor a dec.idc on the basis 
ol their own data lor leducing investment 
and giowth increasing poverty and leading 
to regicssion in health and education 
indicators, continue today to be geared to 
imposing the same punishing legime ol 
income and demand contracting measures 
India as a recent entrant into the group of 
adjusters, has been implementing exactly 
the same set ot policies All the talk ol 
‘adjustment with a human face has not 
changed by an iota the basic agcnd.i rite 
package Indi i has been iinplemeniing liom 
mid-1991 IS no difteicnt in substance ftom 
the packages implemented from a decade 
earlier bv countries in sub Saharan Africa 
and in Latin America with vciy acHcisc 
results, as we have seen 

Downward Sinn in Trinii iNvi.srMi si and 
Growth Rati I Jndi r SAP 

The first act of the governing icgime in 
mid-1991 was to devalue the rupee by 25 
percent and after allowing the exchange rate 
to slide further one of its last acts in the 
course ot 1995 has been to carry out a further 


the existence by then of large reserves, in 
total the rupee has depreciated against (he 
dollar in nominal terms by over 50 pei cent 
since 1991 In between it has imposed dc- 
tlation>iry income contt action on the economy, 
engineered inflation m necessities pnees, 
and slashed social subsidies which taken 
together have increased unemployment, 
reduced investment and growth, cut the real 
incomes of the masses and raised poverty 
As in dozens ot other countries eailier m 
India loo both public and private productive 
iiivestiiient and the social wage have seen 
severe cuts since 1991, resulting in a down¬ 
ward shift m (he growth laie ot the ecoiiomy 
and a use in poveity I he most severe 
income deflation was applied m |9‘)1 92 
and 1992 91 with the leduclion m the ratio 
ol the fiscal deficit to GDP Irom 8 4 percent 
to 5 9 pel cent and l.iige adinmistiative price 
hikes especiallv m issue pin esottoodgiams 
undcT the PDS 1 he total capital expenditure 
of thecential govciiimeni dec lined by Uipei 
cent to 20 pei cent m ical terms Idejicnding 
on the jiricc deflator used) ovei these (wo 
yeais alone I he economy stagnated in (he 
Inst ycai it grew by 5 per cent m the next 
year but this was inaii.ly because ol pood 
agriculluial perloimance 1 he use in 
.idmiiiistcTed food pi ices led loa phenomenal 
incieasi in poverty by 1992 especially in 
renal arc is to 48 I |iei cent c ompareci to 16 6 
pci cent 111 1990 91 according to the 
Tendulkar Jam (1995) estim.itc 
In 1991 94 and 1994 95 howcvei the 
budget deficit to GDP lalio lose above llie 
desned SAP comp,itible levels attracting 
warnings ftom the fund Hank hut tlie 
expansionaryellects wcTc limited by the fat t 
th.it It was the leveiuic clelicit which grew 
fast at the expense of contimiini’ stagnation 
in jirocliic tivc iiiveslment llowevei, some 
cxp.insi()na’'y cf fee t was piescnt nonetheless 
and the growth late unproved (hough it 
remained at less than half ol In,, annu.il rate 
loreveiyoiic of the eight years beloic SAP 
Also this piowth .IS the mere pailial 
rec ipturmg ol the development loss ol the* 
piececling tvo yc us did not rc present a net 


Tmiii2 a m ai AviKvia oi (ikowiii R\ i in 
tiNl' NN1 'an..NNP1’irIIim) 

(At baLloi C osl 111 (980 81 Piiccs) 
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^•ain. iiKKca UK net I'lauonai rroaua per 
head rose by an annual average of a mere 
; 1 9 per cent over the three years starting with 
<991-92, compared to 5.7 per cent the three 
years peceding the reforms (Table 2) 
according to the data in the officiai 1994-95 
Economic Survey. Poverty incidence came 
down by 1994 as the inflation rate moderated 
b'li It was still noticeably higher than in 
; 989-90, as confirmed by the Sen- 
Chandrasekhar estimate. With the general 
elections approaching fast the deviation 
towards SAP-incompatible higher budget 
deficit ratios has necessarily continued into 
1995-96. 

Manufacturing growth in particular has 
decelerated severely. A simple average of 
annual growth rates gives 1.9 per cent for 
the first three years of the reforms, 1991-92 
to 1993-94, compared to an average of 7 4 
per cent during the preceding six years 
1985-86 to 1990-91 calculated on a similar 
basis (Table 3). With the SAP- incompatible 
rise in the budget deficit ratio, the growth 
during 1994-95 was much higher at 8.5 per 
cent (and for 1995-96 it is claimed to be even 
higher); even so however the (our-year 
average starting 1991-92. is less than half 
(it the average for the years preceding the 
leforms. 

The trade deficit is expected to be back 
to about $5 billion in 1995-96. which is 
short, but not much short, of the $ 5.9 billion 
of 1990-91. despite significantexport growth 
in the inierim. The reason lies in a surge in 
imports in the last couple of years, partly 
owing to the industrial expansion hut partly 
also owing lo the import liberalisation that 
has been a feature of structural adjustment. 
It IS noteworthy that the composition of 
imports is changing towards the particular 
types of ‘capital goods’ required for the new 
durable consumption goods. This again 
replicates theexperienceofotherdevcioping 
couninesundcriiberalisation; however much 
export growth is hiked, freeing ol imports 
particularly ol the nnn-developmcntal kind 
leads to a private spending spree by the well 
to do, so that in a few years the payments 
problem is usually back to square one, while 
in the meantime a high and quite unnecessary 
|)rice has been paid by way of more poverty 
lor the rest of the population. The decline 
in the savings rate in the Indian economy 
IS consistent with this spending spree by the 
well-to-do. 

Inflation, stimulated by the 25 per cent 
( evaluation of the rupee in 1991, was added 
' I by the cut in fertiliser subsidy in August 

'91 which raised fertiliser prices by 30 per 
(cnt, and by effective cuts in food subsidy 
"x months later when issue prices for 
I'fodgrains from ration shops were raised 
s larply. A record rate of inflation, of 22 per 
i^ent (last month basis) for agricultural 

bourers, resulted. In the face of criticism 


aDouttneimpact on grain output, the fertiliser 
price hike was partially reversed; but the 
damage is beginning to show up in stagnating 
food output. Research yielding some regional 
field data shows a sharp decline in 1992-93 
in value added per hectare and per worker 
owing to input cost rise. 

The total rise in the official index of 
wholesale prices over the four years of the 
new policies has been over 50 per cent, 
which is very high by previous Indian 
standards. For the wage-earners in the 
informal sector and labourers in agriculture 
the rise has been much higher; the consumer 
price index for agricultural labourers has 
risen by 70 per cent over the four years. 
Since the major part of the wage-paid 
workforce has no indexation of earnings to 
inflation, its real earnings decline has been 
substantial; perhaps this is one reason the 
Central Statistical Organisation appears to 
have stopped giving the break-up of GDP 
by factor incomes. 

The Indian experience so far has replicated 
the familiar contours of the experience of 
adjusting countries in the 1980s: reduction 
in the growth rate, especially of industry; 
very substantial real income decline through 
the route of necessities prices inflation 
affecting the wage earners and the poor who 
are net purchasers of food, pushing more 
people below the poverty line. The export 
growth rate has shifted upwards but so has 
the import growth rate. We will argue later 
that rapid export growth especially of 
agriruitural products farfrombeingapositive 
indicator, undci conditions of stagnating 
overall investment can only be at theexpense 
of decline in mass domestic consumption of 
basic foodgrains. The only concession lo 
criticism has been talk of ‘safety-nets’ for 
the poor as part of ‘adjustment with a human 
face’, but there has been no change at all 
III the basic agenda ol reducing growth. (The 
analogy might he of a person with a limp 
who IS advised lo cut off a portion of her 
good leg in order to ensure stabilisation of 
gait and is then generously offered a set of 
crutches). 


'The implacable, relentless insistence on 
the growth-reducing and poverty-increasing 
agenda, in itself suggests that however well- 
documented their adverse effects on the 
general population in developing countries, 
these policies will continue to be mandatory 
because they have been highly successful in 
implementing the real, as opposed to the 
putative Fund-Bank agenda, where the real 
agenda is viewed as expressing primarily the 
economic interests of the developed nations. 
We argue that reduction in the rate of growth 
of income and hence of demand in the deve¬ 
loping countries serves a definite positive 
function favourable for the capitalist deve¬ 
loped countries in the present conjuncture, 
for the economic disenfranchisement of the 
majority of the third world population 
benefits them. This strong proposition is 
advanced not hastily hut advisedly, after 
looking at the evidence. Why and how 
restricting growth in third world countries 
benefits advanced countries, is a question 
we explore for the agrarian sector. Retore 
that, let us briefly recapitulate the existing 
e.stimates ot poverty in India. 

Increasu in Poverty and in IMR 

Given the marked downward shift in the 
trend growth rate of the economy over the 
last four years of the new policies, and the 
rise in the rate of inflation which erodes the 
real incomes of the unorguni.scd labour force, 
not surprisingly the incidence ot poverty has 
risen quite sharply. 'The findings of Gupta 
(1995) and Tendulkar and Jam (I99S) 
confirmed this for a comparison of 1990 and 
1992. Both showed substantial rise in poverty 


TABi.r 4; EsTiMArES oi- Riikai. Povshty 


Year 

Number (nin) 

Poverty Rado 

1987-88 

229 83 

39.28 

1989-91) 

208.79 

34 41 

I990 9I 

2I6..S0 

3S()4 

1992 

279 07 

43 96 

1993-94 

244 87 

17 SI 


Siiurt r. Chandrashekhar and Sen (1996) 


Taiili- y . Averaoe Annoai. Growth Rates oi Reai GDP (Ai Facior Cost) 
Rv Selected Main Sectors 



Agnculturc 
and Allied 

Manufacturing 
Consiruclion and 

Public Ulililic.s 

GDP 

Pre-SAP 

Three years; 

1988-8910 1990-91 

7..30 

8 73 

7 63 

Six years: 

1983-86 to 1990-91 

3.75 

1Y1 

5 93 

Post SAP 

Three years; 

1991-92 to 1993-94 

2.51 

1.90 

3 17 

Four years: 

1991-92 to 1994-95 

3.11 < 

3,55 

4 22 


Source'. Economic Survey I994-9S and 1995-96, Appendix Statistical Tables 
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incidence. Data from the new quinquennial 
survey for 1993-94have been since processed 
by the Planning Commission to show that 
between the two quinquennial" surveys, 
1987-88 and 1993-94 poverty has declined 
and this finding has been used by proponents 
of structural adjustment as proof of the 
beneficial impact of the new policies on 
poverty. 

However 1987-88 is the wrong base for 
comparison, being both an exceptionally 
poor agricultural year and also too far back 
from the date of initiation of the ‘reforms’. 
Also, the Planning Commission used a 
traditional, questionable methodology which 
had been criticised by an Expert Commission, 
namely, it took the difference between the 
CSO aggregate consumption estimate and 
the lower N.S.S estimate and distributed this 
difference over each N.S.S expenditure group 
m the same proportion as that group’s share 
in unadjusted consumption. There arc tea.sons 
to believe however that thecxtraconsumption 
not captured by the N.SS is likely to be 
skewed towards the higher expcndituic 
groups. Upon rectifying these defects, 
Chandrasekhar and .Sen (1996) find that 
rural poverty (similar estimates for urban 
poverty have not been made) which was on 
a downward trend has started nsing again 
and m each of the post-reform years has been 
higher than either in 1989-90 or 1990-91 
(Table 4). 

The Indian experience during the last four 
years thus substantially replicates the 
experience of dozens o( other countries; 
reduction in investment and growth, and rise 
m poverty. The infant mortality rate which 
IS a telling indicator of the level of mass 
well-being, registered a slow but steady 
decline all through the late 1980s, but during 
the leforni period, 1991 to 1994 the rate of 
decline has slowed down and in a luimher 
of stales the urban IMR has actually risen 
(.Shiva Kumar, A K. ‘Urban IMR and 
Economic Reforms’ in Frontluw, 1996). 
Slates in which urban IMR has been stagnant 
or ha.s risen include Rajasthan, Haryana, 
Uttar Pradesh, Bihar. Karnataka and Tamil 
Nadu, many had higher than average IMR 
before the ri.se. 

At the same time, theie have been large: 
inflows of foreign capital, about three- 
quarters of it in the form of mobile ‘hot 
money’ attracted by high interest rates, and 
a large accretion to reserves - not arising. 
It may be noted, from any export surplus, 
hut arising substantially from borrowing. To 
this extent the very source ol larger rc.serves 
carry a hefty interest burden. 

Large reserves are a cause tor satisfaction 
if they permit a bolder programme of state 
investment for development than would 
otherwise be jxissible, as was the case for 
example with sterling reserves accumulated 
by India during the the second world war 
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which permitted the bold Second Plan o& 
much higher state productive investment, 
since these sterling reserves provided a 
buffer against the inevitable external 
payments imbalance accompaying growth. 
Accumulating large reserves makes very 
little economic sense however if a state-led 
investment thrust is anathema under SAP as 
at present; on the contrary the Indian state 
is required, and it has already obliged, to 
deliberately emasculate itself by cutting its 
own productive investment, privatise PSUs 
and to start scouting for foreign Finance 
capital. Rise in external debt - a significant 
part of which falls in the category of ‘hot 
money* - and increased vulnerability to 
speculative capital outflow are the result. By 
early 1996 India’s external debt has reached 
the third largest size in the world at nearly 
a hundred billion US dollars (exceeded only 
by Brazil and Mexico) and servicing this 
debt IS expected to absorb an increasing 
share ol export earnings. From the third 
quarter of 1996 as the phased principal 
repayment of structural adjustment loan taken 
m 1991-92 falls due, the pressure on the 
balance of payments will increase sharply. 
We may expect a .scenario of further pressure 
by the lending agencies for more devaluation, 
more liberal imports and further export- 
volume increases in the coming months, 
which will be quite compatible with further 
worsening of current account deficits and 
further rise in indebtedness. 

These policies are hardly rational Irom the 
viewpoint of the mass of third world 
populations; they conlimie however to be 
pushed strenuously by the Fund-Bank and 
continue to be implemented by indebted 
third world governments. The only rational 
explanation seems to he in the undeclared 
but transparent agenda, namely, their 
u.sctulness in accessing and cheapening third 
world exports for consumers abroad, and 
opening up hitherto protected third world 
markets. 

There rre strong incentives which are 
offered bj the new policy regime to the 
minority constituting the domestic well-to- 
do. to support these policies hccau.se the 
distribution of incomes shifts noticeably in 
their favour, direct taxation rates on 
individuals and companies arc reduced, 
subsidy cuts on food and the health and 
education sectors reduce workers’ bargaining 
strength through a drastic reduction in the 
social wage, a profit intlation for business 
IS ensured as necessities prices rise and real 
wages are restrained, and access to 
intei n.iiional consumption standards assured 
for the minority with the means as scarce 
foreign exchange is freed for consumer 
imports which were restricted earlier. 

The domestic state, increasingly 
representing openly the mterc.sts of the well- 
to-do minority of its own population. 


implements these policies because it finds 
it easier to borrow abroad than to tax the 
rich, and more expedient to pass the burden 
of deflation onto the poor than to impose 
discipline on its own profligate consumption 
(It is noteworthy that budgetary deflation 
does not even impose any real discipline on 
the budget since, as has been repeatedly 
pointed out by analysts, the govemment’.s 
revenue deficit continues to widen and the 
overall cut is achieved by slashing productive 
expenditures). The vision of ‘national 
development* has been replaced by the 
economics of class expediency. 

Some of the key influencers of decision¬ 
making in third world governments 
undergoing structural adjustment (and India 
is no exception in this respect) arc themselves 
ex-cmployecs of the IMF or IBRD, and can 
revert to these institutions, whose agenda 
they arc implementing so faithfully, almost 
at any time (hey wish. They are as a faction 
of a class already ‘globalised’, and care little 
if the costs of imposing ‘reforms’ are borne 
by the mass of their countrymen who. unlike 
them, have access neither to dollar incomes 
nor to migration opportunities, their own 
‘safety nets’ arc already well in place, solluii 
m the event ol a collapse of the system they 
arc administering, they can easily migrate 
to their metropolitan havens. This represents 
an entirely new phenomenon, when 
‘nationalism’ and ‘patriotism’ lor this cKiss 
mean little and indeed arc treated as laughably 
outmoded ideas. 

All this isnot an individuals-specific matter 
but reflects larger forces, indeed a new pha.se 
of world capitalism itself with the rc- 
emergcnce of t he domi nance of hi ghiy mtibi k 
international finance capital. Thescdccision- 
makers enjoy not merely the support but the 
virtual adulation of a section of the urban 
well-to-do m India, who similarly today 
have personal access to international travel 
and consumption standards through their 
own jobs, and through children and relatives 
settled abroad. Though a tiny fraction of the 
total population, perhaps less than half pei 
cent or so, m absolute terms their number 
is large and their influence i.s much largei 
than their numbers; they are supporters and 
beneficiaries of the new policies, which are 
entrenching their interests further at the 
expense of their ordinary country men. They 
can now insulate themselves from then 
fellow-countrymen in oases of high lifestyle 
comparable with or even betterthan anything 
abroad (since local labour remains cheap). 
On present indications they have been 
prepared to support the imposition of mass 
income deflation (via food price inflation 
and cutting state investment), the main¬ 
tenance through rcpe.atcd devaluations ol 
a low effective exchange rate beneficial 
for the advanced country importers, the 
dismantling of domestic food security, the 
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piixiuceis and take the country towards an 
. scrali scenario of rising debt, low growth 
,nd increasingly more skewed income 
distribution. 

No advanced capitalist country today will 
countenance being caught in a scenario where 
all of them are simultaneously carrying out 
devaluations as well as deflations. The last 
>ime this happened in the developed world 
was 65 years ago in the slide to the great 
inter-war depression. Country after country 
undertook deflation to remain on the Gold 
Standard; later, as the Gold Standard 
collapsed they undertook competitive 
devaluations in an attempt to capture a larger 
share of by then declining world trade. The 
end result of combining simultaneous (viz, 
across countries) deflations combined with 
similarly simultaneous devaluations was, to 
say the least, distressing, and is now the stuff 
of economic history (see for example 
Kindelberger, The World in Depression 
I92V-I939]. 

Third world countries today arc being 
•isked to do precisely this; to competitively 
deflate and competitively devalue. There is 
in fact a remarkable similarity between the 
pre-Keynesian, quite disastrous economic 
policies that finance ministers the world 
over followed in the late 192()s, and the 
Pund-guided programmes that the indebted 
third world countries are obliged to follow 
today. The main difference is that today 
these policies are advised for the developing 
countries alone. 

Devaluation squeezes real wages while 
deflation accentuates unemployment. A 
combination of the two - which when 
undertaken competitively by many countries 
docs not even achieve its putative aim has 
a .severe impact upon the working masses. 
And yet indebted developing countries, with 
?. per cent of the per head income of the 
developed world, are expected under the 
Fund-Bank package to cope with the burden 
of simultaneous deflation and simultaneous 
devaluation (Table 1 covering 78 countries 
in the 1980s shows that the intersection set 
of countries implementing both, was at least 
half the total number). There is a ruthless 
implacability about the agenda, which, we 
would argue, is owing to the need for 
releasing exports, especially from the primary 
sector at cheapening rates from developing 
countries, by reducing domestic demand 
and ab.sorption of their own products by the 
mass of the population. 

It might bb argued that reducing growth 
latcs in the developing world adversely 
alfects markets in them for advanced 
countries’ exports and is therefore against 
iheir interest in this respect. However it has 
!u be remembered that rise in their per head 
income is not the only way that developing 
Duntries can absorb more imports; after 


miw ui tmitk 

barriers, the eroding of the developing 
countries' domestic industrial sector by dis¬ 
placing its production, or deindustrialisation, 
performs the same function equally well 
from the viewpoint of international capital. 
That is the basic reason for the insistence 
of the advanced world on clauses of 
mandatory market access in the GATT 1994. 
Studies of a number of African economies 
undertaking adjustment in the 1980s. have 
reached the conclusion that significant 
deindustrialisation has occurred already. 

Why should the reduction of demand and 
ab.sorption of their own products by third 
world populations, be necessary at all, and 
of benefit to advanced countries? This is the 
question to which we try to put forward the 
answer in the next section with reference to 
the agricultural sector. The answer involves 
a rejection of the entire body of previous 
theorising, based on ‘comparative 
advantage', involving today’s tropical 
developing countnes. 

Internationai. Division of Labour and 
Logical Fallacy in Comparative 
Cost Theory 

There is a fallacy of logic in using the 
theory of comparative costs to explain that 
pattern of international division of labour 
which involves the export of agricultural 
products by the tropical and sub-tropical 
countries and the import of manufactured 
goods from more advanced northern 
countries. The fallacy lies in the fact that 
relative costs cannot be defined at all. This 
argument is explained further below. 

There is a fundamental if obvious 
difference between agriculture and 
manufacturing, the economic consequences 
of which arc usually not taken into account. 
Manufactured goods whet her cement, textiles 
or steel, can be produced anywhere in the 
world, on the basisof imported raw materials 
if these are not locally available; but crops 
are ineluctably specific to particular climate- 
.soil complexes. The overwhelming bulk of 
the earth's bio-divcrsity in general and 
botanic diversity in particular, is concentrated 
in the earth’s tropical and sub-tropical areas 
which include India, where high ambient 
tempcrturcs ensure year-round plant growth. 
In northern countries there is only one single 
natural growing season, the range of crops 
is relatively limited, and artificially extending 
the growing season is a highly energy- 
intensive and prohibitively expensive 
proposition. 

No amount of capitalist innovations can 
alter the fact that under field conditions 
Yorkshire can never grow bananas, Havana 
can never grow sugarcane and New England 
can never grow coffee. With a vast 
expenditure of energy derived from the fossil 


cultivation may enable growing them in tiny 
quantities as in a botanical garden; but 
commercial cultivation on any scale is out 
of the question and imports are mandatory, 
for these products are by now essential 
elements in northern consumption baskets. 

Large countries like India cannot only 
grow all the typically tropical crops, but 
potentially if not actually every crop that 
grows in Yorkshire. Bavaria, or New 
England. In addition to the specifically 
tropical crops, the tcmperatc-land summer 
crops, fruits and vegetables are also easily 
grown in winter in sub-tropical climates. 
Where topography is such as to provide land 
at varying elevations, a highly diversified 
product-mix is possible. 

Tropical lands with their unique capacity 
to produce a large variety of crops, are not 
in unlimited supply. We might not 
conceptualise tropical cultivable land as a 
completely non-renewable resource as we 
do the fossil tiicls. hut it is definitely a 
resource who.se ‘supply’ can only be 
augmented with the greatest difficulty. 
Lateral expansion of cultivable area is no 
longer easily possible as it was in the la.st 
century and can only take place by further 
forest de.struction can ying long-term adverse 
effects on rainfall and survival of species. 
(In some Asian countries cultivable area is 
aelually falling as commercial, industrial 
and residential construction grows). Making 
an existing .icrcclo the work of two or three 
by raising niitpiit per unit area, is thus the 
only rational alternative. Heavy investment 
in research and in irrigation is required 
however to raise the yields from existing 
cultivable aiea, and after the ‘green 
revolution’ of the I9(i().s in the cereals no 
new really big breakthrough is as yet in 
sight. It is still potentially toxic heavy 
chemical fertiliser application on irrigated 
land to non-lodging varieties which is the 
source of yield rise 

Further, the present logic of Fund-guided 
contractionary programmes has led if 
anything not to increase, but to prolonged 
deceleration m investment in irrigation and 
in agriculture in most tropical developing 
countries. Certainly we know that in India 
investment in ugi iculturc has been declining 
from the partial liberalisation of the I98()s 
and the present phase of SAP has seen a 
continuation of the decline. In the absence 
of adequate investment tropical land becomes 
a resourcein virtually fixed supply, implying 
that growth in one component like agri- 
exports cun only be at the cost ol decline 
in domestically consumed output. We will 
return to the emerging inverse relation 
between agri-exports and domc.stic food 
supply below. This emerging inverse relation 
is indeed the single most important outcome 
of the liberalisation of agriculture, carrying 
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for the poor. 

The basic of obvious fact of the con¬ 
centration of botanic diversity in tropical 
regions has determined the world division 
of labour in agricultural production. Il.s 
historical origins lay, not in Ricardo’s 
‘comparative advantage’ {which is probably 
the cleverest rationalisation of national scll- 
intcrcst ever put forward by an economist), 
but in the use of mercantile arms backed by 
state power to secure for European 
populations, access at the cheapest possible 
rates to tropical products. 'Fhe fact that Britain 
could grow no cotton, did not prevent the 
cotton textile industry emerging as the leading 
sector of the Industrial Revolution; but this 
improbable development was only made 
possible by securing an clastic supply of 
colonial raw cotton under the mercantilist 
system of prohibiting textile manufactures 
in the colonies while pushing the cultivation 
of the raw material. The fact that Japan, that 
other island-nation on thecdgeofaconiincnl, 
could grow little sugarcane itself, did not 
prevent the emergence of a large Japanese 
sugar refining industry; but this in turn was 
only possible by set/.ing and colonising sub¬ 
tropical Taiwan and developing sugaicaiie 
production. 

The specialisation of Britain or Japan in 
manufactunng and their colonies in primary 
products, and the ensuing trade pattern, h.id 
nothing whatever to do with any Ricardi.in 
‘comparative cost advantage' or indeed 
‘absolute cost advantage'. There is a 
luiulamental logical fallacy in trying to 
explain .such specialisation using Ricardian 
theory. This theory (the standard two- 
country, two-commodity model) is only 
applicable where both countries can produce 
both commodities; this is a nccess.iry 
condition tor calculating and compaimg 
production costs. Tropical primaiy piodiicis 
are by definitiun not producible at all in 
temperate regions, so prtxiuction cost siioply 
cannot be defined for these commodities for 
these regions; hence neither absolute nor 
relative costs arc definable. 

To say for example that Britain h.id a 
comparative advantage in textiles relative to 
India whose advantage lay in sugarcane (or 
jutc, or tea), IS a nonsensical proposition, for 
while the cost of both goods can be delincd 
for India, sugarcane, jute or tea cannot be 
produced in Bnlain, hence its cost cannot 
be defined If cost cannot be defined, cost 
ratios are undefinable. We can attempt a 
mathematical solution to the problem perhaps 
by assuming a fictional output of sugarcane 
(or jutc or tea) in Britain and imputing an 
infinitely high cost of production to u. But 
this IS not Ricardo's theory which assumes 
that both commodities arc producible, and 
arc actually produced in the pre-trade 
situation, in both countries: only on this 


of both goods improves for each country 
through trade (in the sense of more of one 
good and no less of the other good, i e, 
vcctorwise improvement). Fictional out¬ 
puts have no place in Ricardo's theory be¬ 
cause the vectorwisc improvement in the 
availability of both commodities in both 
countries through trade is the explanation 
as well as the justification of trade in the 
comparative cost theory (see .Samuel.son 
1965, pp 426-38 lor a formal exposition of 
Ricardo which is based precisely on the 
production of both goods in both countries 
in the pre-trade situation). 

On the other hand one might try to rescue 
the theory by interpreting the ‘vectorwise 
improvement’ to mean a Pareto improvement 
in utilities in each country rather than an 
improvement in the physical commodity 
bundles available in each, in the post-trade 
situation ns compared to the pre-trade one. 
This IS trying to arrive at a weaker version 
ofKicardo’s conclusion about mutual benefit 
from trade, without making Ricardo's 
assumption (making u.sc instead in the 
process, of fictional outputs with infinitely 
high costs of production); but this device too 
will not work The conclusion about 
beneficial effects ol trade even in this sense 
does not necessarily lollow. Indeed for the 
tropical country trade becomes positively 
harmful: because of the inelastic supply of 
tropical land - in the absence of adequate 
investment which the market itscll docs not 
call forth - the export ol iiopical products 
would necessarily reduce domestic 
availability of such productsorol loodgrains. 
and leave the mass of the population worse 
olf, lor which manufactured imports from 
the north, no matter how cheap, cannot 
com|iensate 

The comparative cost theoiy thus breaks 
down lor all ttadc iiivol vingtropical pfixlucts 
i'/;.-(i-i7v notthern countries Relative cost 
cannot be defined at all where some goods 
cannot be produced, and rescue efforts 
through vinous logical stiatagenis like 
assuming fictional outputs and weakening 
the niulutal benefit condition, do not work. 
This simple point which nevertheless 
constitutes a poweitui logical critique of the 
commoPifullacy ol invoking Ricardian theory 
to explain international specialisation, has 
not been made before to our knowledge. 

As a matter of fact, the criticism is 
applicable not only to the present u.sc ol 
Ricardo's theory; it is equally applicable to 
Ricaido'.. original example of .specialisation 
111 wine production by Portugal and in cloth 
production by F.ngland, which would occur 
if the relative cost of wine prtxiuction was 
lower in the former. This is an example 
which finds a place in every economics 
textbook to thisday and is uncritically taught 
the world over to students. This particular 


as well since commercial large-scale grape 
production was not possible in England, 
located as it wa.s in the. northern part of 
Europe, owing to its cooler and more variable 
summers compared to the central and 
southern continental countries. The coo! 
temperate lands generally cannot cultivate 
grapes. Since grapewine could not be 
produced its relative cost could not be 
defined. (The natural,genetically untampered 
grapevine or vitis could indeed perhaps be 
grown with great care though giving low 
yield, in England in a few very limited 
south-facing and wind-sheltered locations 
in Cornwall or in heated con.scrvatories; but 
not on any scale under field conditions 
Incidentally it is amusing to note that 
Samuclson 1965, ibidem while providing a 
modern exposition of Ricardo's theory, 
quietly substitutes ‘food’ for ‘wine’ in the 
original two-commodity two-country model 
ol Ricardo without mentioning why he docs 
so. Food is of course producible in both 
countries while wine is not. It is possible 
that he smelt a rat in the original example 
but thought It best not to explore the issue, 
with its subversive implications for-the 
‘mutual benefit' conclusion, any further) 

Britain wanted a large supply of in¬ 
expensive grapewine to consume but could 
not produce it. The real reason for warmer 
Portugal obligingly exporting its loW-value 
wine anil giving access to its own markets 
lor higher value cloth to Rritain - resulting 
in the relative decline ol its local cloth 
production, or deindustralisation - lay in its 
relationship ot naval and diplomatic 
dependence, indeed near subjugation, u 
Britain both when Portugal was fighting 
.Spanish rule over its population as well as 
later in the course of the war of the Spanish 
Succession Britain’s naval ascendancy left 
Portugal with little choice in (he mutter ol 
trade. Britain had even succeeded through 
a combination of naval bullying and 
diplomacy, in wresting from Portugal the 
coveted, highly lucrative Asiento oi 
monopoly of supplying slaves to the Spanish 
empire in South America from Portuguese 
West Africa; and later obtained more trade 
concessions for its merchants located in 
Lisbon including the agreement on the 
exchange of cloth for wine [see Boxer 1969 
and Hill 1966]. 

The central role of military violence, 
interestingly, drops out of the picture entirely 
once we come to the subsequent theorisation 
of the trade pattern by lEngli.sh political 
economists; Ricardo’s illustration and 
explanation is entirely in terms of neutral, 
technologically given cost factors. The very 
fact of the emphasis on cost ratios serves to 
divert attention fmni the basic point ol 
whether cost is at all definable; it acts as an 
intellectual sleight-of-hand. Without entering 
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question of to what extent Ricardo was aware 
of what he was doing, as far as his theory 
is concerned it clearly played the role of 
rationalising - as being mutually hcncricial 
and therefore voluntarily entered into by 
both sides- and thus intellectually justifying 
a trade pattern which in reality was to Bntain' s 
benefit and to the tradi ng partner* s detriment. 
The rationalisation was powerful because it 
was stated in terms of what looked like 
objective economic law. even though the 
real historical mechanism leading to that 
trade pattern as well as its welfare outcome 
were quite the contrary of that postulated. 

The obfuscating power of the intellectual 
construct should be clear from the fact that 
every economics textbook uncritically carries 
to this day this logically incorrect illustration 
ofRicardian comparative advantage. Piirthci. 
the theory is used sy.stematically to suggest 
that the trade pattern historically imposed 
by armed force and economic coercion upon 
subjugated or colonised peoples by the west 
nutopeans, resulted ina iiuitual advantageous 
specialisation. So successfully has the 
hegemonic theory suborned the capacity lot 
independent logical thought that we lind 
third world historians and economists 
themselves putting torward this fallacious 
argument, vulc the invocation by K N 
rhaudhuri in the Cambridge fc'i oiuwiit 
Utstory of India 198.*), ol Ricardian 
comparative advantage as the explanation ol 
India being reduced to importing Lancashire 
cloth and exporting primary sector products 
in the early I9ih century. 

During the last three centuries, the 
consumption basket of Europeans including 
those who emigrated and populated the 
temperate areas ol the Americas, has been 
translormed: but only partly owing to 
improvements in their domestic agriculture, 
and very largely owing to increasing 
dependence on imported tropical and sub¬ 
tropical products winch pmvided the physical 
h.isis for nsing standards of living. Reliance 
on the products of their own agriculture had 
historically meant a very limited consumption 
basket for the Europeans. Late medieval 
temperate agriculture had a remarkably low 
productivity owing to a short growing season 
confined to a few summer months over much 
of Europe, a seed to yield peicentage as high 
as 25 to 40. and the fact that only onc-third 
to half of cultivable land at any given time 
could actually grow anything becau.se 
lallowing tuJceep up soil fertility was neces¬ 
sary m the absence of adequate manuring 
'van Bath 196.3]. The inability to gn>w enough 
loodgrains for humans as well as fodder tor 
mimals entailed mandatory livestock culling 
It the onset of winter and lowered the 
ivailabilly of manures which in turn kept 
yields low and perpetuated the vicious circle. 
' atin Europeans however were somewhat 


ueiier on unu enjoyeu me saving grace oi 
the vine, the olive and some citrus fruit. 

Analysing the data on the diet of .serfs and 
lords on the feudal estates of Germany and 
Sweden in the 16th century, van Bath (1963) 
finds that the average diet provided more 
than adequate calories at about 3,500 to 
4,(XX) per head but was grossly ill-balanced 
and monotonous, consisting of large 
quantities of bread, rancid salt butter, a little 
cheese, and meat of which only 10 per cent 
was fresh and 90 i«r cent preserved and 
heavily salted. Vegetables and Iruil were 
limited to the few summer months; the highly 
saline diet generated an ‘oceanic thirst* so 
that beer consumption per head was some 
40 times higher than in pie.seni times. 
Herrings supplemented this diet lor coastal 
peoples. Vitamin and other micronuineiit 
deiicicncydi.sea.ses (rickets, night blindness, 
sen rvy, etc), hypertension and earth ac di sease 
must have been much more common than 
today. 

By contrast, in the Ain-i-Akhari. part ol 
the Akbarnama writienby Ahu’l Fa?! Allami 
dui ing cmperoi Akbur's reign in India in the 
late 16th century, we tind a list, staled to 
be not exhaustive, ol the market prices ol 
35 kinds of fruit anil 26 kinds ol vegetables 
(secAin27andAin28,4Afca/vi(«»i<itranslatcd 
Blochmann 1887] Consumption may havc 
been limited by income, but not by the 
inability to produce Net yields ol cereals 
per unit of arable land were substantially 
liighcrihaninEuropcowingiolow tallowing, 
at least two growing seasons in the year, a 
low seed to yield percentage of around 10. 
and the ability to muliiple-ciop under 
irrigated conditions. 

The improvements in Eurn|)can agricultuic 
starling in England from the 18th cenluiy, 
involved root and leguminous foddei crops 
which permitted livestock to he led through 
winter; convertible husbandry increased the 
supply of fresh meat and manures, breaking 
the late medieval vicious circle til very low 
productivity. The ‘agricultural revolution' 
in Britain, the country with the most 
improvements, seems all the same rather 
unimpressive; Mingay tells us that giain 
output rose by 50 per cent at most during 
1700 to 1850, which gives us an annual 
compound growth rate of only 0.27 percent 
[Mingay 1967], which fell behind the 
estimated population growth rale by the 
mid-IKth century Nevertheless the 
consumption basket of the British and other 
west Europeans through the 18th century 
was being transformed, and this was owing 
to the institution of mercani ilist trade patterns 
following their.seizurcol the Americas, partf 
of Africa and the colonisation of Asia and 
t he Caribbean. The greatest land and resource 
grab ever in the hiMory of human .societies 
by the Europeans, predates the rise ol 
industrial capital. 


With the seizure ol tropical colonies, we 
know that Europeans prtK-ceded with great 
energy to exploit for themselves the bcncllls 
of tropical botanic diversity, by dispersing 
a range of commercially valuable crops 
(sugarcane, rubber, cotton, tea, coffee and 
so on) from their countries of origin to 
colonics with similar climatic conditions, 
for plantation production for export to 
metropolitan markets. For this purpose 
they similarly lras|mrted West Africans, 
kidnapped and enslaved, and later Asian 
indentured workers, thousands of miles to 
serve through their labour the interests ol 
thenewgiobaliscdcapital. W ALcwis(l978) 
estimates that tioin the second half ol the 
I9lh century alone about 50 million 
Eurofieans migrated to settle and develop 
the resources ol the temperate lands they 
.seized, while a siniilat number ol Aliicans 
and Asians, about 50 million, were 
irans|K)rled by them as chea[> slave and coolie 
labour to work ihc mines and plantatioi.s 
lecding metropolitan indiislty anil 
consumption. 

As the leading colonial powei. Britain by 
1830 alre.idy had tropical imiKirts amounting 
to as high as 40 |ier cent ol ns own donicstii 
priHluction by valiii if we considei primary 
goiHls and by I860 this had increased lo a 
staggering 60 per cent Icalciilaleil Iron: data 
in Mitchell and Deane's Ahiinici of lUiiish 
llistoncnl Slali\HS |966| riiese arc 
underestimalcs^tivcn the metlioilol v.iliialion 
used in the staiisiics. A developing country 
today with even hall this degree ol impor 
dependence would at once plunge into 
balance ol payments iiisis External 
payments pioblems .seldom troubled Ihe 
Euiopi'an colonisers howevei. because with 
polilical control Ihe tropical imporl suiplus 
lor them, became coslless. It was Imanic'd 
by using a large p:irt ol ]he tax revenues 
obiaineil from ihe colonised people 
Ihemselves to purcha.se Ihe importables, the 
metropolitan imporl suiplus ol goods from 
the colonies thus reprc.senicd a dilfeieni 
economic category irom an import surplus 
under normal trailc It was nothing hut (he 
transler of Ihe commodity equivalent ol a 
part ol Ihe colonial (ax revenues As lai as 
Britain was concerned on average ovei hail 
Its huge tropical import was re-exported lo 
temperate countries (mainly Continental 
Europe) to pay lot its imports Irom them, 
thus solving poicniially serious payments 
problems given inelastic demand tor British 
exiHirlables 

Invik.si Rh.aiionoi F'iod Avmi aiiii iiv 
and AtiRI-ExiXIHI.S 

In the modern world the mechaiiisin ol 
taxation is leplaccd by Ihat ol the exiemal 
debt ol third world countries, whose servicing 
requires an expoit thrust and absorbs a 
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buostanuai parioi incircxponearnings, ine 
heaviness of debt in third world countries 
IS partly the result of their attempt to develop 
today in a much more hostile world 
dominated by the early industrialisers and 
with no access to large transfers such as 
those advanced nations historically enjoyed 
from today's developing countries, "rhe 
heaviness of debt is also the outcome of the 
developing countries not being paid enough 
for their exports compared to their imports, 
and continuous pressure on them to cheapen 
their exports further. 

The reason for dwelling on the mechanism 
of tax-financed exports in colonial times, is 
to stress the fact that it necessarily operated 
via a domestic deflation. 1 f a part of budgetary 
revenues is set aside every year in the colony 
for paying local exportable producers and 
the foreign exchange earned by the export 
surplus does not accrue to the producers but 
IS diverted to metropolitan use, then this is 
equivalent to the following scenario: a surplus 
budget is being operated (the surplus being 
equal to the magnitude of the transfer abroad) 
to reduce domestic demand, and the 
foinmoditics so released are then bought up 
using the unspent revenue and taken out as 
unrequited exports (for the modus operandi 
of colonial fiscal policy sec S Sen. Colonies 
and Empire, 1992). Income deflation was 
a necessary economic mechanism from the 
rulers’ viewpoint because the rate of growth 
of Indians' income had to be limited in order 
to keep in check their market demand for 
domestically consumed goods, and thus 
divert a larger part of available limited 
resources especially irrigated land, away 
from thc.se domestically consumed goods to 
the production of the tropical primary exports 
needed by the industrialising powers. 

The most important domestically 
consumed necessity was foodgrains, and its 
growth ncccsarily declined to accommodate 
the growth of exported crops. ‘Necessarily’ 
IS used heic in a contingent .sense: had the 
colonial government pumped large enough 
investment into irrigation, improved seeds 
and fertilisers in order to raise grain 
productivity, then food output could perhaps 
have been maintained even with increasing 
agri-exports. But no colonial government’s 
priority was to see that the average local 
producer continued to eat at least the same 
amount of food as before commercialisation. 
Its priority was to secure a cheap and clastic 
supply of the commercial tropical raw 
materials which fed its home industry and 
'he tropical consumption goods which had 
' ccome a part of the the essential 
' onsumption basket of the home population 
'I which could be exchanged for imports 
from other temperate land countries. 

We extend the argument to present times; 
as in the past, there is a basic asymmetry 
'■vhich continues to exist with respect to 


global agriculture. Every developed northern 
country continues to make systematic and 
ever larger demands on the limited productive 
capacity of tropical and sub-tropical lands, 
whilethe converse is not true: the populations 
of developing countries have neither 
historically made demands on temperate 
lands, nor do they wish today to become 
wheat importers from them. They are 
perfectly capable of meeting their own food 
requirements if they were left alone to do 
so and were not called upon to meet the 
demands of northern countries which arc 
habituated by now to con.sumc a huge range 
of products only producible in Southern 
lands. With no access to tropical colonies 
other than the Philippines for any length ot 
time, the IIS too has developed a highly 
import-dependent consumption pattern 
ensured by the contractual control exercised 
by its transnational food companies on third 
world producers. 

In this context it will he worth bearing in 
mind that strawberries in July and 
strawberries tn January are analytically two 
‘diflerent’ crops, most of Kiiropc or north 
Aincrii a can produce the formci hut not the 
latter; so northern demand is by no means 
confined to typically tropical crops like 
sugarcane or coffee, but includes all crops 
which arc seasonally limited in temperate 
lands but arc easily producible in winter in 
countries like ours Hence the thrust by the 
TNCs in the global food business is to 
displace third world land already under 
foodcrops, to those vegetables and Iniits 
which will iron out seasonal imbalance ol 
supply for northern populations l•rcsh, 
frozen and canned vegetables and Iruits arc 
cheaply available all the year round to 
consumers in western Huropc and nor'h 
America, whereas con.sumption palicnis to 
this day in cast Europe or Russia which 
never colonised or exploited the third world, 
arc much less diversified, more ‘primitive’, 
.seasonally constrained and local products- 
dependent. 

It is not the priority of any adviinced 
country today, to ensure that the demands 
tl makes on tropical agriculture are consistent 
with local populations retaining enough to 
eat themselves. True, the advanced count nes 
strenuously push wheat exports to them; but 
since the price of tropical exportables arc 
under continuous downward pressure, terms 
of trade tend to turn against the developing 
world reducing its ability to import food and 
forcing consumption decline. In fact we 
already find, in the countries with the most 
successful agri-exporls drive, severe decline 
in per head food production and since fond 
imports usually cannot be increased enough 
to compensate owing to declining 
international terms of trade, there is also a 
decline in availability affd a rise in the 
numbers of the famine-vulnerable. Some 


data from sub-Saharan .Africa are examined 
later. It is evident from a study of history 
that the cost of ensuring a cheap stream of 
agri-exports to the mclropoles was very high 
tor the colonised populations: no less than 
a substantial decline in their own absorption 
of basic foodgrains, a decline in their level 
of nutrition. In India for example, exportable 
commercial crops gtew more than 10 times 
faster at 1.31 per cent annually compared 
to only 0.11 per cent per annum for the 
fixKlgrains over the period 1894 to 1947 
according to G Blyii’s estimate lor British 
India. The pet head cx|xirtables production 
rose, but the production and availability per 
head of foodgrains declined by 25 |x:r cent 
overall tor British India in the inicr-war 
period The decline was highest tn Bengal. 
Bihai and Onssa at .''8 per cent while even 
the most dynamic region, I’unjab saw an IK 
per cent decline [.see Blyn 19661. We have 
elsewhere argued Isce Palnaik I99I| that 
this seculai tail in lood availability, com¬ 
bined with the adverse niovemenl in the 
international terms of trade lor primary 
products, created the preconditions lor 
famine. Tradilional systems ot IVhkI security 
were continuously iindcrniined by exports 
and the intcr-war decline in terms ot trade 
in a completely open, liberalised economy, 
sharply incrca.sed the mimhers ot tamine- 
vulncrablc. Any shock to the system could 
then set oft actual famine, as indeed happened 
in Bengal in IVIt-44. 

The scenario ol tailing iiuliittoii levels loi 
the colonised as a direct lesiili ol exports 
to the metropole, was a general one Japan, 
during the relatively shoii peiiods that it 
colonised Korea and Taiwan (1910 to 1945 
and 1895 to 1945) developed these areas 
vigorously as suppliers ol rice and sugarcane 
Despite the fact that it pumped in a good 
deal more ot investment to ensure high 
growth than Britain had done in liidta. in 
Korea so large was the increase in exports 
ol rice (rising from less than I per cent to 
65 pci cent of increasing rice imports into 
Japanduiing 189710 l9.17)lhalconsumplion 
of foodgrains by the Koreans lell |scc 
Grabowski l986J Inlerior millet from 
Manchuria suhstilutcd for rice in ilic 
colonised Kotcans’ diet, hut the calorie 
content ot the average diet is e.slimaicd to 
have declined by 18 per cent over the two 
decades bclore the second war. The pooicr 
peasants were reduced to eating wild grasses 
and tubers lor two to three months in the 
year (.sec llayamt and Ruttan 1970] 

We put forward the proposition here that 
the real as opposed to the putative rationale 
of imposing incomedellatioii on all indebted 
third world Lounirics today by the Fund- 
Bank. is no dilferent from the rationale in 
colonial times. Given inadequate growth ol 
production the only way that more exports 
can be squeezed out at low pnccs is through 
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Iimiiingine aosoq>uon or tneir own products 
by the third world populations. Mass income 
deflation does not correct long-run payments 
imbalance when accompanied by trade 
liberalisation and more skewed incomes over 
social classes, as the experience of dozens 
of adjusting countries amply demon.strates; 
but it does serve as a very effective economic 
mechanism for reducing the growth rate of 
third world consumption and releasing 
exports (which are either only producible in 
these countries or arc producible at much 
lower cost than elsewhere). Now as then, the 
maintenance of the developed world's high 
living standards is crucially dependent on 
a cheap and clastic supply of imports from 
developing countries; we would argue also 
below, that there arc recent shifts in 
consumption patterns which arc resulting in 
fresh demands on the limited productive 
capacity of fragile tropical and sub-tropical 
lands. 

The structural characteristics of the colon iai 
syndrome in the agrarian sphere - the growth 
of exports and decline in the absorption of 
basic food .staples by the poorer majority of 
local populations - is being replicated today 
all over the developing world as a general 
trend which is sharply accelerated in the 
countries following trade liberalisation and 
SAP. It is important to remcmlier. and il will 
bear repeating, that the regime of primary 
sector export drive in every third world 
country undertaking liberalisation and SAP 
today, is also the regime of mand itory 
macroeconomic contraction, and hence of 
decline in rates of productive investment 
and growth including in agriculture. There 
IS thus not the remntc.st possibility of 
combining high agri-exportables growth with 
high growth of domestically consumed crops. 

Where investment rales arc falling, 
increasing exports can only take place by 
reducing domestic absorption. Income 
deflating policies thus are the 'necessary' 
mechanism to lower domestic absorption of 
basic foodgrains and other necessities, di vert 
scarce tropical land and investment to agri- 
exports which are pushed strenuously by 
.state policies. Rising export volumes arc 
squeezed out at falling prices as more and 
more developing countries arc requited to 
follow the same policies and compete against 
each other to export similar products. What 
we are witnessing today is the economic 
recolonisation of third world agriculture, 
but under less transparent and hence inoie 
effect! ve forms of subversion of their nat lonal 
food security It is a subversion which is 
aided and abetted by a section of the 
governing elites in these countries which 
have been intellectually suborned by 
powerful ideological constructs (including 
modern use of the logically incorrect theory 
of comparative advantage) and materially 
suborned by being given access to 


international living standard provided they 
help to immiserisc their countrymen. 

Contraction in economic acli vity continues 
to be the unchanged Fund-Bank putative 
recipe for 'adjustment' although it is not a 
necessary condition for achieving the 
declared aim of external and internal balance, 
and it is zealously implemented in every 
case. Becau.se in fact it has been highly 
successful in squeezing out third world 
exports at declining prices, to the great benefit 
of the developed world, and also highly 
successful in tilting income distribution 
further m lavourof the third world rich, wc 
believe it is going to continue to be imple¬ 
mented regardless o( how much evidence is 
compiled (including by individuals employed 
by thc.se organisations) of the exticmely 
adverse effects on poverty, foinl security, 
health and education levels in the exporting 
countries. No change in the highly succcsslul 
basic agenda can be expected Wc can expect. 
rather, more programmes to limit the most 
distressing manifestations of incoine- 
rcducing policies. 

The reasons lot the international lending 
agencies, talking a great deal about the need 
for poverty reduction and of 'safciy-neis' 
even though it is the detlalionary, mass 
income contracting policies administered 
under the close guidance of these agencies 
which in tact increase poverty - lie in their 
tear of the outcomes ol possible passive 
revolt through niigralion ot a section of third 
world producers and of widespread socio¬ 
political upheaval 1'o consider the colonial 
analogy, il was certainly not in the long-term 
interests of the British m India that pcasanis 
should be over-exploited to the extent that 
they died off in such vast numbers in famines 
induced by colonial policies themselves, as 
to adversely allect total taxable incomes; lor 
that would amount to killing the goose that 
laid the golden eggs. What might be called 
a ‘sustainable rate of exploitation' was thus 
a rational desideratum, and famines had to 
be contained and limited at the same time 
as the basic policies leading to lamincs, 
continued to be lollowcd. 

It is similarly certainly not in the interests 
of the advanced world today that the 
exploitation of the third world should be so 
excessive as to affect the political stability 
of the existing intcrnaiional order (although 
in fact we sec this outcome in some individual 
cases, where amongst other factors, I'und- 
Bank induced economic ensis has helped to 
calaly.se social disintegration via ethnic and 
communal strife; Sn Lanka is an example). 

An important consideration underlying 
the anxiety to contain poverty, is the present 
contradiction between the complete 
international mobility of goods and capital 
which is demanded and substantially 
obtained by the advanced countnes, and 
their insistent sabotaging ol the complete 


international mobility of labour, through the 
impirsition of restrictions on immigration of 
unskilled labour from developing countries. 
The adviKates of liberalisation, are both 
inconsistent and hypocritical in that they 
want the full liberalisation of goods and 
spccuiativecapital inovenicm fromtheirown 
couiitnes to the de'vcloping world (and indeed 
this IS part of loan-conditionalities). but they 
wish to regulate strictly the inflow into their 
own countries, ol third world labour displaced 
from Ihcir occupations owing precisely to 
the dc-industrialisatiun induced by the 
unregulated inflow of goods into these 
coimiries and the winding up ot their public 
enterprises. 

However, there arc liniits to control: as 
more third world producers arc displaced or 
marginalised they will take higher risks to 
migrate illegally to advanced high-wage 
countries which in turn will have to devote 
mote resources to keep them out. or lace the 
riseol domestic lascist organisations, which 
are indeed already gaining strength on the 
Eitiropcan continent laigcly on an 
imcmployniciituiidanti-tinnugrantplatlorm. 
Given such a scctiario it becomes important 
to advanced countnes to ensure that at the 
same time that the exploitation ol the third 
world ennt mues, poverty there is sufficiently 
contained thiough various schemes as to 
induce the bulk of the unemployed and 
destitute to stay put in their own countries, 
even as the movement ol capital and goods 
IS hilly internationalised 

ClIANiaNll F’AITI'RN Ol AoVANf'lJI 
ColINlRII.s' DI'MANIXIN |•■RA(ilUl TrOWCAI. 

AnRicin.rtiRAi. PRoiit'cnvi- CAi’Acnv 

The high living standards of western 
European and north American populations 
today depend crucially on the availability 
ol an uninterrupted, clastic supply of cheap 
energy on the one hand, and of a large range 
of imported goods from tropical and sub¬ 
tropical counti leson the other hand. Ensunng 
the conti numg (. hca|iness of these two crucial 
(actors underpinning living .standards, has 
been probably more important than ever 
hctorc as the recession which started in the 
I OKOs continues in most advanced countnes 
and .so do fairly high unemployment rates. 
This 111 turn, it has been argued, has to do 
with the new phase of dominance of finance 
capital which ensures its international 
mobility in search ot speculative profits, to 
the detriment ot productive inve.stment and 
growth in real .sectors |P Painaik 19931. The 
advanced countries have had some of the 
lowest )ier capita annual growth rates in the 
world in the last 15 years, falling to negative 
rates in many years and seldom exceeding 
I percent when positive; this periotl has also 
seen a dramatic increase in the rates ol 
surplus value in these countries, and yet real 
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maintained, but have risen for substantial 
sections owing to the remarkable price 
stability they have ensured, to which the 
steady fall in imported primary products 
prices have contributed substantially. 

We know that each north American uses 
up over 8,000 units of oil-equivalent of 
commercial energy every year compared to 
over S.SOO units in western Europe and 
3,600 units in Japan, while India’s per head 
energy consumption is only around 220units 
and China's is less than 600 units (these 
orders of magnitude were quoted during the 
Earth Summit in 1992). These are Very 
roughly proportional to the respective per 
head incomes.Thus, India’sper capita energy 
use is only one-fortieth and one-twentyfifth 
of the north American and European levels, 
China’s being one-fourteenth and one-ninth 
respectively. This implies a very high degree 
of skewness in global energy consumption, 
most of which is derived from the fossil 
fuels. With barely 5 per cent of world 
population, north America alone accounts 
for a third of world energy consumption, 
while at the other extreme with nearly 38 
per cent of world population, India and 
China account for only 12 per cent of global 
energy consumption. 

There is a great deal of talk about the 
developing countries especially India and 
China being overpopulated. The relevant 
concept here however is not the nominal 
population but the standardised or real 
population, whercthe basis of standardisation 
IS an index derived from the per head demand 
on non-rencwablc resources, for which the 
energy demand can .serve as a proxy. Taking 
the Chinese per head energy use as the base 
of such a simple index, China’s nominal and 
real population would be identical at 1200 
million, or 1.2 billion. India’s real population 
works out to().33 billion, while north America 
has a real population of as much as 4.1 
billion; western Europe and Japan together 
would contribute at least another 2.9 billion. 
Thus, the advanced countries represent a 
real population of 7 billion compared to the 
mere 1.53 billion real population of the two 
most nominally populous countries in the 
world. 

A similar order of drain on the fragile 
productive capacity of tropical and sub¬ 
tropical lands is impo.sed by the northern 
countries owing to their high incomes, and 
hence their high ‘effective populations’, as 
on world energy resources the bulk of which 
IS derived from the fossil fuels. Tropical and 
sub-tropical land may not be an entirely 
exhaustible resource like the fossil fuels, but 
as earlier argued it is in practice in sufficiently 
inelastic supply for a serious problem to 
arise for the mass of third world populations 
when there is nse and diversification of 
consumption by the metropolitan centres 
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income. They demand complete opening up 
of the agricultural sector of developing 
countries because this will allow the powerful 
magnet of advanced countries’ effective 
demand to restructure third world crop 
production to their own requirements. 

Every northern household today is 
habituated to consuming daily a large range 
of products imported from tropical and sub¬ 
tropical countries, which cannot moreover 
in the main be ‘import- substituted’ 
domestically except for a few items where 
synthetic or other substitutes have been 
developed (c g, synthetic vanilla flavour, 
high-fructose com syrup replacing sugar in 
some uses); but without ever completely 
displacing the premium market for ‘the real 
thing'. From the moment of awakening in 
the morning to retiring at night the typical 
consumer’s high standard of life is 
underpinned by a plentiful and cheap 
availability of imported products. Beverages 
like coffee, tea, cocoa, and fruit juices; 
vegetables and fruits in fresh, frozen or 
canned forms; vegetable oils in liquid and 
hydrogenated forms; cane sugar and llower- 
specific honeys; lean meat; fish and sea¬ 
food; cocoa and sugar-based chocolates, 
syrups, ice-cream and confectionery; spices 
and flavourings; tropical cereals, nuts, sugar- 
based alcoholic beverages and tobacco; salt; 
flowers and ornamental plants comprise some 
of the large range of imported items in daily 
use. 

Other tropical products are essential 
elements in the pharmaceutical and cosmetics 
industries. In textiles, cottons and fibres that 
‘breathe’ owing to the admixture of cotton 
arc increasingly preferred to pure synthetics. 
The imported vegetables and fruit are not 
confined to tropical varieties alone; equally 
important is the evening out of otherwise 
large sea.sonal supply variation through the 
import of northern summer varieties in their 
barren winter season. The TNCs engaged in 
agri-business operate in an oligopolistically 
highly competitive world; where debt- 
conditional ities prise open fresh lands in 
developing countries suitable for potentially 
lower-cost production, they move in fast and 
often demand reverse land reform such as 
the lifting of restrictions on maximum farm 
size. Where direct control over land is 
difficult the TNCs have worked out forms 
of contractual control over local producers 
who arc offered initially attractive terms. 
Often consumer tastes in advanced markets 
are createu by the very operation of the 
TNCs, and new products (such as kiwi-fruit) 
are constantly added. Diversification has 
been aided by the marked spread of health- 
consciousness within the general mass of 
northern populations. 

A typical northern supermarket say in the 
U S at present carries on average about 12,000 
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[Friedman 1990]. Many foods are available 
in several presentations (forexample in sugar, 
from regular granulated to caster and varieties 
of brown and demerara). Speciality shops 
or special counters in supermarkets provide 
exotic foods from every part of the world. 
A quick survey will indicate that at least 
three-fifths of all food items on display in 
a supermarket are wholly or partly tropical 
to sub-tropical in origin; for ethnic 
supermarkets the proportion would be even 
higher. 

To an observer from a developing country 
like India where import dependence foritems 
of direct food consumption is nearly zero, 
such a high degree of physical import 
dependence of northern populations is a 
very striking phenomenon. If for some reason 
the .supply of these commodities was to dry 
up and they were to disappear entirely from 
the supermarket shelves, leaving locally 
available temperate land goods alone, then 
the high living standards to which west 
Europeans and North Americans arc 
habituated would drop sharply. They would 
drop, if not to near-medieval levels, then at 
least to the levels still prevalent in the east 
European countries, which are viewed 
contemptuously by west Europeans. The 
east Europeans historically never enslaved 
or colonised anybody, thus had no cheap 
access to tropical lands, and continue to h." ve 
much more ‘primitive’ and hardly diversified 
local-products dependent consumption 
patterns. 

The reader should not imagine that our 
argument is limited toa purely 'geographical' 
one or necessarily requires the absolute 
inability to produce a particular good by the 
northern country. The natural monopoly of 
botanic diversity in the third world countries 
continues to be of very great importance, but 
it IS the limiting case of a general situation 
where as long as northern demand cannot 
be satisfied by local northern production, 
there will be pressure on the inela.stic supply 
of third world land. ITius, if we consider a 
large country like the US which itself contains 
some sub-tropical areas in its southernmost 
states capable of growing crops like 
sugarcane or pineapple, we find that it 
nevertheless imports these commodities on 
a large .scale, for local production can only 
satisfy a fraction of national demand and the 
crops are producible more cheaply abioad 
in low-wage economies. Similarly the typical 
temperate land fruits and vegetables other 
than the highly perishable ones are also 
profitably imported by TNCs from countries 
where their seasonal spread is larger and 
where they are often producible at a lower 
cost than in the temperate countries 
themselves, ensuring larger profits for the 
TNCs. That such trade is of benefit to northern 
countries can hardly be doubted; but the 
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benefit to the developing country promoting 
agri-exports can be negative insofar as there 
is diversion there of land and investment 
away from domestically consumed goods 
whose availability falls. 

It will not do to argue that these products 
imported from developing countries today 
mt^e up a small fraction of total consumer 
expenditure in advanced countries or that 
raw materials and minerals are a small fraction 
of value added in industry, and that they are 
therefore unimportant. What is important is 
their ubiquitous physical presence in northern 
life-styles. One may as well argue that the 
air we breathe is not important because it 
appears to bear a /ero fraction to our income. 

Our argument is precisely that primary 
imports from tropical regions are bound to 
be a small proportion by value of northern 
incomes because they are obtained on such 
favourable price terms by the importers. 
They have very high use-value but are 
assigned a relatively low exchange value by 
the international market, which can be viewed 
as the expression of a historically structured 
set of power relations. Another way of saying 
the same thing is that northern living 
standards are high at least partly because the 
prices paid to the third world producers for 
a range of imported goods which by now 
arc taken fbf granted as nece.ssities, are so 
low: and are deliberately lowered turthci 
through the imposition of a specific set of 
loan-conditional policies (more cross¬ 
country simultaneity ol competing export 
thrust, more similarly competitive 
devaluation). 

international prices for primary products 
do not reflect today, any more than they did 
earlier, the cost to the third world societies 
supplying them. The cost has been, and is 
very high; at best, there is a slow long-term 
trend of lowering of basic food consumption 
and of nutrition levels forthe poorest sections 
of the population which may be the majority; 
at worst, where the initial levels of food 
consumption were low to begin with, there 
is the creation of pre-famine conditions as 
resources arc diverted to exports, and 
outbreak of actual famine can then occur 
with any economic shock. Much of sub- 
Saharan Africa has already reached the 
second stage. The solution advocated by 
world lending agencies for their crisis, 
predictably, continues to be more income 
reducing and poverty creating policies; more 
export promotion, more ‘fiscal discipline’ 
and more devaluation. 

There are quite noticeable shifts in 
consumer tastes among metropolitan 
populations which we would argue, on 
balance have been increasing their demands 
made on tropical agriculture, and which 
underlie the new thrust to obtain cheap 
importables. These shifts in the pattern of 
consumer demand are partly the function of 


rising real income and partly the outcome 
of increasing health consciousness and 
knowledge of what constitutes a healthy diet 
and life-style, which from being the preserve 
of a few people considered eccentric earlier, 
has been spreading rapidly amongst the 
general population during the last decade in 
particular. Environmental consciousness has 
also increased greatly and the ‘green’ 
movement has had an appreciable impact on 
peoples’ perception of organically grown 
food, free of artificial preservatives and 
colourings, as more healthy; this in turn has 
profitability implications in capitalist 
societies. 

Prone to cardiac disea.se, cancers and 
digestive tract disorders, the illnesses of 
affluence, consumers in advanced countries 
are, under medical advice, cutting down 
relatively on fats especially of animal origin 
(lard and butter) as a cooking medium and 
shifting to vegetable oils. They are also 
shifting from fatty meat to lean meat, fish 
and sea-food; they are urged to include less 
carbohydrate per se and more fibre and 
vitamins in their diet which traditionally 
is based on over-refined, excessively 
starchy and fatty foods. To this end there 
is higher demand for whole grain cereals, 
green vegetables, fruit and other sources of 
fibre. Words like ‘cholesterol’ and 
‘monounsaturated oil.s‘ arc today part oi 
every educated person’s vocabulary, 
including the well-to-do in the third world 
countries themselves. Food processing 
companies bombard consumers with valid 
and spurious health claims forthcirproducts. 

Only a fraction of the increased demand 
for vegetable oils, fruits, vegetables and 
fibre can be met from increased local 
production in cool temperate lands; the main 
local adaptations have been to reduce the 
refining of a part of wheat and other cereals 
to retain more protein and fibre, produce 
more whole-grain bread and increase citrus 
fruit output, most of which comes from the 
US.Thcbulkof the new demandfor vegetable 
oils, fruits and vegetables however is 
expressing it.sclf us a new onslaught on the 
limited productive capacity of tropical to 
sub-tropical lands. Hence the new round ol 
relentless pressure on them to ‘open up’ their 
agriculture and engage once mure in an agri- 
export drive as they were obliged to do in 
colonial times. 

It would be misleading to expect any 
absolute decline in the consumption levels 
of high-fat milk, butter cheese, etc. or even 
of meat in the advanced countries. On the 
contrary we find that there has been a large 
rise in their levels from austere war 
conditions, in the course of the lung post¬ 
war European economic boom. Japan is also 
seeing a marked shift in consumption patterns 
as new generations favour a more ‘western’ 
diet model based on milk and meat products. 


as indeed are the younger generation of the 
well-to-do elites in the developing countries. 
However within a rising trend of animal 
protein consumption, relative shifts are taking 
place influenced by health consciousness. 
The use of lard (hog fat) and butter for 
cooking was widespread in Europe three 
decades ago; it is being partly replaced and 
partly supplemented by vegetable oils; this 
is reflected in the spurt in sunflower and 
safflower production, replacing foodgrains 
especially millets, in third world countries 
including India, under the aegis of the TNCs 
engaged in agri-exports. 

The per head consumption of meat has 
increased greatly in the course of the long 
po.st-war economic boom in Europe. The 
shift to lean meat from fatty meat within a 
risingdemand trend, has neces.sarily involved 
via the activities of the transnationals, a 
relocation of animal-production on the hcKif 
to warm countries. Since fat is nature’s 
protection to animals against cold, by 
definition lean animals cannot be raised in 
cold countries easily unless they spend their . 
lives in heated houses; genetic engineering 
to breed low-fat animals docs not fully solve 
the problem of the expense of housing them. 
Hence the rapid relocation of beef production 
on the hoof to warmer countries: this has 
gone very far in countries like Mexico and 
El .Salvador, displacing human I'lHidgrains 
by animal fqddcr for feeding exported 
livestock, and with a lug a similar process 
is underway in many other developing 
countries including India. 

Increased production of fish and sea-food 
for export is not as innocuous as it sounds, 
prawn culture for exptirt is currently in the 
process of destroying paddy land through 
salination and creating unemployment m 
India as it already has in Thailand. As the 
North Atlantic and Sea ol Japan tish yields 
are cuirently dropping sharply owing to 
over-exploitation, the industrial countries 
demand access to the Indian Ocean, among 
other rich and under-exploited seas; theentry 
of the giant mechanised lorcign owned 
fishing fleets displaces local fishing 
communities and begins to step up the rate 
of depletion of marine resources to nigh 
levels. 

The TNCs also displace area under 
toodgrains by contracting forthe production 

f a range of truits and vegetables destined 
lor nortlicrn suiiermarket shelves in fresh, 
frozen or canned forms. In India the 
piomotion of such agri-cx[H>rts has been 
declared an official priority urea, and a larger 
share ol falling rc.sources are to be devoted 
to this. 

It the north lacks bio-diversity, it lacks 
neither overwhelming superiority in money 
power for funding research nor the will to 
appropriate the very genetic basis of this bio- ^ 
diversity for developing and patenting a 
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applications tor the advanced world in the 
areas of pesticides, foods, cosmetics and 
medicines. As the long-term adverse toxic 
effects become known of using synthetic 
chemical pesticides and weedicides, 
fertilisers, food flavours, preservatives, dyes 
and cosmetics; and the adverse side-effects 
of many essential drugs become clearer, 
there is now a premium on biological pest 
control, organic fertiliser, use of natural, 
safer vegetable sources of sweeteners, 
preservatives, flavours, dyes, and herbal 
cosmetics; and on exploring new organic 
sources of safe and effective dnigs for treating 
di.seasc. For international corporations 
operating out of the advanced countries there 
IS a potential market estimated to nin into 
nearly a trillion dollars from these 
applications. 

All this involves a fresh onslaught by 
them on tropical bio-diversity; for the 
overwhelming bulk of the basic plant and 
animal resources, including micro¬ 
organisms, which can provide the genetic 
material for these new research appi ications, 
arc physically located in the developing 
countries. Particularly rich arc the tropical 
rain forests, special isolated bio-niches like 
the Malagasay, and the sub-Himalayan eco¬ 
systems. Northern scientists closely 
associated with industry arc already in the 
process of recording the traditional medical 
knowledge of local communities, .searching 
for, locating and removing for research the 
plants, roots and other organisms used in 
traditional systems - all without any 
compensation whatever to these communities 
orcountries. It should be noted that advanced 
countries have a very strong system of 
individual and other forms of property, but 
no norms are followed when it comes to 
physical removal of the bio-resources of 
developing countries. A pittance may be 
paid to the simple tribal people whose 
knowledge is appropriated and who are used 
to guide the northern ‘ethno-botanists’ to the 
location of the local-rare plants and 
organisms, local scientists can often be 
manipulated for similarly minute individual 
sums and rewards to surrender knowledge 
of potential importance to the developing 
nation. 

The substance of the new ‘trade related 
intellectual property rights’ or TRIPS regime 
of the GATT 1994 agreement as applied to 
agriculture, is to ignore completely the natural 
monopoly of bio-diversity that the third world 
has, by making no provision for 
compensating them for the use of these 
products. (The International Biodiversity 
Convention on the other hand remains a 
statement of pious intentions with no teeth 
for enforcing the property rights of local 
peoples). The TRIPS provisions in 
agriculture make mandatory new rules of 


namely, that of research funds, hxisting 
Patents Acts in signatory countries are 
required to be amended in order to include 
product patents in all spheres (medicines 
and agriculture had been earlier excluded) 
in addition to already existing process patents, 
and to increase the period of patent (doubling 
it from seven to 14 years in the Indian case). 
Given the fact that only 1 per cent of all 
patents are filed from developing countries, 
the disproportionate gains likely to be derived 
by foreign transnationals and governments 
monopolising research funding, is clear. 

The new patent regime relating to agri¬ 
culture initiated underGATT 1994 pointedly 
ignores the fact that the overwhelming bulk 
of genetic materials have been in the past 
and continue to be today, stolen from the 
developing countries by advanced countries' 
corporations and scientists, without any 
payment whatsoever for the natural 
monopoly that these countries have; it 
concentrates instead effectively, on 
legitimising this filching by allowing those 
who do it to file patents on products obtained 
from these genetic materials and enjoy rent 
from the higher prices that can be charged 
once a monopoly is granted. 

F(X)d Security 

Returning to the que.stion of food security, 
let us briefly review theexperienceof Mexico 
and of the sub-Saharan African countries 
first, in ‘successfully' engaging in an export 
thrust of such dimensions as to undermine 
their own food security and plunge substantial 
sections of their populations into a spiral of 
declining basic food consumption. 

In Mexico which had pioneered the high- 
yielding wheat varieties and had achieved 
a green revolution in the 1960s, food self- 
sufficiency was lost by the early 1970s, as 
under debt-induced liberalisation a massive 
new agri-exports thrust was initiated, 
displacing foodgrains relative toexportables 
and turni ig the northern provinces of the 
country vt.Tually into an enclave tied to the 
US market. Despite the vastly increased 
agri-exports however, interestingly the 
agricultural sector in Mexico became a net 
loser of foreign exchange from 1974, as 
impoits of foodgrains (wheat, mai/e and 
beans) had to be stepped up greatly. This 
was aggravated by the trend of absolute fall 
in prices since 1979 for tropical exportables 
relative to constant or slowly rising price of 
wheat and maize exported by the developed 
countries (Canada, the US, and of late the 
F-EC). 

The 'metropolitan demand’, as it should 
be defined, comprises two .segments: first, 
the Mexican rich, whose share of national 
inaime has been rising from already high 
levels and who spend a higher share of their 
food budget on animal foods; and the US 


Whose impact has altered cropping patterns 
and land use in Mexico dramatically in a 
matter of two decades. The US demand 
comprises lean meat on the one hand and 
a range of fresh and frozen fruits and 
vegetables on the other: both together have 
displaced the output of maize and beans, the 
staples produced by the small-scale peasants 
whose economy has been caught in a spiral 
of deterioration as official price policy and 
investment priorities have favoured the new 
exportables (a trend little affected by the 
brief Lopez-Portillo interlude of privileging 
food during 1980-82). The exportables are 
grown by farmers under contract to the US 
-based transnational giants of the food 
industry, such as Birdseye/General Foods, 
Pet Inc, Del Monte. Gerber, Clement Jacques, 
etc, and live cattle supply is controlled by 
Ralston-Purina, Anderson-Clayton, Ciba- 
Geigy and others. This has ensured a growing 
supply at low prices of fruits and vegetables 
to US and western European supermarket 
shelves, and meat for the fast-food industry. 

While the ‘new exportables’ growth 
spurted, the pnxluctiun of maize stagnated 
at only 0.7 per cent per year and beans out¬ 
put fell at -1.5 per cent annually between 
1965-67 and 1976-78; their output per head 
of the Mexican population thus declined, as 
did the incomes of farmers in the subsistence 
sector. The traditional cash crops like 
sugarcane and cotton also declined as the 
new exportables increased. Many thousands 
of small farmers were forced to leave farming 
altogether and migrate in .search of wage- 
paid work, swelling the at my of the urban 
poor. Some of the displaced peasants succeed 
in running the gauntlet of the armed anti¬ 
immigration groups patrolling the US- 
Mexico border, and swell the army of illegal 
entrants into California, offering themselves 
for hire at five dollars a day as against the 
minimum wage of 40 dollars. No othei 
developing country, however, has the benefit 
of a common border with the US: the 
labourers in India currently being displaced 
by the agri-export activities of the local 
capitalists and the TNC’s unlike Mexican 
peasants have little hope of emigrating 
anywhere. 

The Mexican case illustrates the 
competition between foodgrains and 
feedgrains. reminiscent of medieval Europe, 
which has resurfaced in the third world but 
with the scales tilted decisively in favour ol 
feedgrains, because there is a high income 
elasticity of demand for meat among middle 
income metropolitan consumers, and it is 
their superior purchasing powei which bid.s 
away land and resources from the basic grain 
staples consumed by the poor (Yotopoulos 
1985). Cattle raised on Mexican ranches arc 
fed according to a strict regimen prescribed 
by the TNC’s engaged in supplying beef for 
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mdustfy. The growth rate of sorghum which 
IS used as animal feed, has averaged 10.6 
per cent annually over more than a decade 
ending in the triennium 1976-78(seeTablc 5) 
and has risen further giving an annual rate 
of 13 per cent during 1970 to 1980, the 
highest for all crops. The proportion of total 
cultivated area under fodder crops, mainly 
sorghum, rose from 6 per cent to as much 
.IS 23 per cent and the share of grain output 
led to livestock went up from 5 per cent to 
32 per cent in the course of the two decades 
ending in 1980 [Rodrigues 1990). 

Sorghum or jowar is at present a human 
toodgrain in India, grown and consumed by 
the labourers and small fanners in the low- 
rainfall areas of the country. Learning from 
;he Mexican story, clearly any decline which 
IS likely lobe taking place in food availability 
tor humans cannot be measured by looking 
at simple grain production data alone but 
requires also looking at the end-use of gi am, 
namely what share of it is going into animal 
teed particularly for export cither as feed 
Itself or converted to meal. [The substitution 
of meat for cereals and pulses in diets is 
known to be a highly land-using pheno¬ 
menon, since the most efficient-practice 
meat production from large animals requires 
on average about 8 hectares of land for 
pioducing a mere quintal of meal (a part of 
(Ins being pasture and the rest arable: sec 
Hernstein ct .al 1990).) The displacement of 
human foodgrains can be very fast, as m 
.Mexico, once a rapid growth ol meal export 
■laiis for metropolitan consumption. The 
similarly devastating effects of cattle 
I .inching for export in El Salvador have been 
well documented by now. 

In India this process has already started 
quietly with livestock production growing 
last, m response first to urban demand from 
ilic well-to-do leading to a 45 per cent rise 
by 1989-90 over the 1981 base; and since 
the export promotion drive from 1991 it has 
accelerated with the Gulf countries providing 
the main market for meat exports so far, so 
that total livestock pnxluct index has been 
rising at an annual late more than double 
ihai of the foodgrains. Apart from direct 
meat exports there is a fast growth of the 
mitpiil and export of high-eoncentrate soya 
i.ikcs u.sed as animal feed; the expansion of 
Miya-bean has been displacing the coarse 
.arain.s. in the penin.sular states of India 
i Madhya Pradesh in particular), as we will 
'cc later. 

I’hcrc is an important logical corollary 
•loin this trend of what the Latin American 
cvonomists have long called‘ganadcrizacion’ 
T increasingly livestock-oriented 
iToduction. as domestic income distribution 
■vorsens and liberalisation subjects the 
'•sonomy to the powerful pull of richer 
"uniries’ demand patterns. ITic corollary 


IS iiiai me rooa avaiiaoiiity aecime tor human 
consumption is likely to be greater than the 
official figures indicate. 

The official Indian practice (cf the annual 
Economic Survey) which has been followed 
for over 40 years, is to calculate ‘food 
availability' by simply deducting a standard 
fraction (at present one-eighth) for seed and 
feed from gross foodgrains output. This is 
already out of date, for it does not take 
account of the accelerating trend of livestock 
production and its growing draft on grains 
for feed. Researchers need to estimate what 
preciseiy is the fraction of grain output actual¬ 
ly remaining fur domestic human consump¬ 
tion, before any complacent statements arc 
made regarding the adequacy of availability 
for the 80 per cent of the Indian population 
which cannot afford anything but the basic 
staples. The official ‘food availability’ figures 
in grains per head per day which are widely 
used, no longer reflect actual availability for 
human populations. 

The fact of the decline of per head food 
production in sub-Saharan Africa is well 
known, but what is usually neither per¬ 
ceived nor discussed, is its direct association 
with the successful drive for agri-exports. 
Looking at food output decline first, the 
calculations in UN publications (such as 
African Development Indicators 1992) arc 
idiosyncratic in including palm-oil and 
sugarcane in ‘food crops' whereas these are 
in fact commercial non-food crops. We adopt 
a more logical definition of food crops to 
include cereals, potatoes and other tubers, 
plantains and bananas; noting that although 
in Asia only cereals out of these arc included 
in foodgrains, the importance of tubers and 
plantains as a food staple in m;my African 
countries make their inclusion mandatory. 
This definition of output is not the same as 
output available for local human 


consumption, as some part of bananas are 
in fact exported, some part of cassava used 
for commercial starch production, and some 
part of grain is used for livestock feed for 
export. This overstatement makes the test 
for our argument of decline in domestic food 
production affecting human consumption 
levels, a more stringent one. 

It IS the convention in countries with a 
large potato output like China, to aggregate 
tubers and grain by using the conversion rate 
5 kg tubers = 1 kg grain. We follow the same 
convention in the table below for tubers as 
well as plantains in calculating total food 
output. 

The six most populous countries (Nigeria. 
Ethiopia. Sudan, Kenya, Tanzaniaand Zaire) 
accounted for nearly three-fifths of the total 
population of the region. From our estimates 
above it is clear that they have seen as much 
as a 33 per cent decline in cereal output and 
20 per cent decline in overall food per head 
in less than a decade. This is a fa.ster rate 
of decline than colonial India saw in the 
inter-war period. All six countries liberalised, 
and engaged in a strong export drive during 
this period, fourtml of the six had ‘intensive 
adjustment programmes’ involving taking 
three structural adjustment loans (SAL), one 
took two SALS, and one .started adjustment 
before 1986. All saw rising non-food 
exportables output per head at the same time 
that food output per head declined. 

The following are country-wise figures of 
growth ol ‘non-food crop.s'in four ol these 
which had taken SALs and implemented 
agri-export promotion (palm-oil and sugar¬ 
cane have been left out since the source puts 
them in ‘food crops‘and docs not give the 
country-wise figures ol these crops so that 
adjustment by adding on to the other non¬ 
food crops is not possible. We had earlier 
presented these data in Patnaik 1992). The 


Table 5: Growth Rails of Food, I .ivrsTiK X and CoMMfcRfiAi. Crofs, Mi xiio 1965-67 to 1976-78 
(Annual Coin|x>und Rales in Pei Cent) 

Some New ‘Exportables' 

Old Cash Crops 

Footl .Staples 

Sorghum 

10 6 

Sugarcane -0 3 

Beans 

• 1 5 

Safflower 

9 5 

Colton -4 9 

M,ai7e 

07 

Poultry 

12 7 

Coffee 1 4 

Rice 

1.7 

Pork 

8 2 


Wlieal 

t ' 

Eggs 

S.i) 




Tomato 

4 9 




Beef 

t 7 




Milk 

4 0 




Sotirt e Rodrigue/ 1198()| 





Tabi 1,6 

InDH I S Ol r'lKlIM ROI’ AND I.IVI SIOIK PrODDI 

MON, India 


Year 

1981 

1985 1987 1989 1991 

I99t 

1995 

Hood crops 

104 .5 

110 6 106.0 121.t 119 2 

130 45 

134 48* 

Live slock 

106. t 

133.8 142 3 155 3 1717 

2(M) 3 

233 6* 


Note: Read 1981 as 198l-82.nidsoon * Piovisioiial liidi'Xbase tncnniumeilding 19K1-82- l(X) 


Source: Economii S..rvey and PAU Yearbook, vanou.s years I99S-96 livestock figure estimated by 
projecting growth late of 8 percent annually on basis of FAO official’s interview reported in 
The .State.\mi;n. June IS, 1995 
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crops in these countries. The inverse relation 
between exportables growth and food crops 
growth is clear though not one-to-one in the 
sense that the sharpest rates of decline in 
foodcrops IS not necessarily associated with 
the highest rates of rise of export crops. 

The decline in foodcrops output including 
tubers and plantains for all 46 countries 
taken together (Table 8) was 11 .S per cent 
over the decade of the 1980s. This has 
effectively undermined food security, given 
that the initial levels were low to begin with 
; only 138.5 kg gross per head in 1980 
compared to around 190 kg in India and 285 
kg in China. By 1987-89 this had declined 
to only 122 kg. As we have seen the absolute 
figures may be underestimated; even if wc 
revise all annual figures upwards by as much 
as 20 per cent, wc obtain an initial figure 
of 166 kg, still well below the current Indian 
level, and a terminal figure of 151 kg. It is 
hardly surprising that a decline by 1989 of 
such a .substantial magnitude in sub-Saharan 
Africa combined with decline in per head 
real income, should have created pre-famine 
conditions for the poorer majority of the 
population, such that any shock such as 
more than one drought year, a severe drought 
or accelerated inflation could set otf actual 
famine. In 1992-93 there was a cri.sis in 
Zambia, Mozambique and We.siern 
Transvaal which most academics attributed 
only to the severe drought. Newspaper reports 
in June-July 1992(c.spccially TheGuiirdian) 
however also wrote, signilicantly, of the 
substitution of locally consumed millets by 
horticultural exports having become very 
marked in the preceding years in these areas. 
Actual famine was only averted by a massive 
food aid effort, adding to the region’s 
indebtedness. International financing and 
aid agencies have redefined ‘food .security’ 
to mean, not self-sutficicncy in lood 
production, but making food available from 
donor countries in time to target populations 
to avert the more distressing manifestations 
of famine, which leaves untouched the basic- 
structural cause of crises, namely the 
diversion of scarce resources to exportables, 
The truth of the matter is that Africans 
with their low (340 dollars per head) and 
declining real incomes cannot conqieie in 
the global market against the superior 
purchasing power of northern consumers 
(15,0(X) to IK.fMK) dollars per head), any 
more than can the ordinary population of 
other low-income developing countries like 
India. Sri Lanka and Bangladesh (320-380 
dollars), once their economies are opened 
up fully to the pull of international demand. 
They see their own land and resources being 
bid away by the pull of northern cflective 
demand, from the production of the basic 
I oods they need Ihcmsel ves to the priKluction 
of exportables. 


the land-use and croppi ng pattern of a tropical 
country will be substantially altered by the 
action of the powerful magnet of international 
demand with its own specific commodity 
structure, just as it was during the colonial 
period. Every time a northern consumer 
reaches out to the supermarket shelves for 
a bottle of vegetable oil, a tin of pineapple, 
a bunch of bananas or a packet of frozen 
strawberries, she is helping to bid away 
scarce tropical land from production of low- 
value food for locals to these exportables. 
These acts of ‘free consumer choice’ 
multiplied daily millions of times, translate 
back in to the activities of the transnationals 
which are busy promoting exportables 
production and agri-processing by 
contracting with local producers, displacing 
land and resources from foodgrains. The 
proposition that a reduction in food-crop 
production in a ‘liberalised’ economy leads 
simultaneously to a reduction in food 
availability is so contrary to the tenets of 
orthodox economic theory that an elaboration 
of it is in order even at the risk of some 
repetition. We may be asked for example: 
why cannot the exchange earnings from 
cash crop export be used to import foodgrains 
so that food avatlability is augmented rather 
than reduced through trade? The reason is 
that the very process of making exports 
available for the metropolitan market is one 
of demand deflation for food-crops, .so that 
the supply as well as the demand for food 
shrink.simultaneously. The foreign exchange 
earned from the export of cash crops is used 
partly for profit repatriation by the TNCs 
engaged in agri-business and partly for 
financing larger manufactured goods impoits 
from the metropolis. Over time however 
even this exchange availability declines 
owing to the .simultaneous pursuit of export 
promotion by a multitude of third world 
counines.all subject to structural adju.stment; 
but this does not alter the fact of domcstic 
demand dc flation for foodgrains; if anything 
this deflation is tightened as the pressure to 
export increases with declining terms of 
trade. (Even if, taking a hypothetical case, 
agri-export prices declined toa point relative 
to the dollar prices of internationally traded 
foodgrains where the domestic production 
of the latter became profitable, such 
production would, given the fact of deflation, 
be earmarked for ex ports rather than domestic 
consumption. The link between production 
and availability of toodgrains in this case 
would have been broken but the latter would 
not have increased.) 

In the case of African and other countries 
there has been an absolute declineof between 
40 to 60 per cent in unit dollar price of pri¬ 
mary products including minerals, over the 
decade (depending on the composition of 
the exports of the country concerned) and 
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internationally have shifted against primary 
exports oriented African countries by an 
average of 50 per cent over the decade and 
the adverse movement is continuing into the 
1990s. With over 80 countries competing 
with each other under substantially identical 
Fund-Bank orchestrated programmes of agii- 
export promotion (given continuing recessio¬ 
nary conditions over much of the advanced 
world) it is hardly surprising that world 
prices of primary products and minerals 
have declined so much, to the great benefit of 
the developed world. Once the economy is 
locked into the regime of debt-conditional 
export promotion, the deflation of domestic 
demand for foodgrains becomes an endemic 
feature. 


Table 7: Index oe Food Output in .Sur-Sahakan 
Aprica 1980-89 


Country/Group 

1980 

Three Year 
Average 
1987-89 

1 Six most populous 
countries 

Cereals 

100.00 

66.7 ■ 

Tubers and 
plantains 

100.00 

106.8 

All food 

100.00 

80 0 

2 Sahelian countries 
Cereals 

100 (K) 

12.‘i8 

3 All 46 countries 
Cereals 

lOO.(M) 

83 4 

Tubers and 
plantains 

100.00 

I0.‘).8 

All food 

100.00 

88 4 


Sourre: Afrirm Developmem Indwators IW2 
(UNDP. World Bank. Washington, IX!) 
Wc have reworked the basic cropwise 
(up 10 SIX crops each country) and country 
wi.se (46 counirics) data for ten years, 
1980 lo 1989, to oblain new aggregates 
of loud crops defined as follows Cereals 
include wheat, iiiai/e. barley, millets. 
Tubers include potatoes, cassava and 
yams. Plantains include bananas and 
planiams. The Sahelian countries hud 
no recorded tubers or plantains output 
and produced about one-tenth of the 
total food output of the entire sub 
Saharan region Cereals, tulieis and 
plantains have been aggregated 
following the convcnlion 5 kg tubers or 
plantains = I kg cereals. 


Tabli 8: Annual Growth Rates iv - Hood and 
N t)N-FooD Crops. .Sli.lcted ,SAP-Impi.emi.viino 
Countries in .S.SA 


Country 

Penod 

Non-Food 

Food* 

Ethiopia 

1986 

37 

0.9 

Kenya 

I97.S-80 

6.5 

-9.5 

Sudan 

1980-85 

11.9 

-2.3 

Nigeria 

1986-89 

11.3 

-6.1 


Source: As Table 5. Food* refers to the cereal 
crops; non-food excludes palm oil and 
sugiucane. Thedate fur Ethiopia is open- 
ended in the data source. 
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A typical cKpuniiig cuuiuiy iia> iiuu lu 
louble volume exports, that is have export 
olume growing at a compound annual rate 
, 1 8 per cent over the decade merely in order 
0 have the same stagnant exchange earnings 
it the end of 10 years, given the average fall 
ly half in unit prices. Indians will readily 
ccognise the similarity with the dismal 
ontours of their own inter-war experience, 
vhen Indian peasants similarly faced with 
.illmg international prices were desperately 
lushing out more and more volume exports 
,1 maintain exchange earnings and finance 
he large obligatory transfer abroad. Replace 
transfer’ with ‘servicing of debt’ and the 
ame scenario holds today. With over a 
lecade of falling per head incomes despite 
indeed because of -libcralisaiion, the .SSA 
ountries are castigated in the latest World 
lank Reports for failing to maintain volume 
'SIKitts at a high enough rate to compensate 
or adverse terms of trade! 

Emp.ruing iNVtasi- Rpi.a'iion nEiwr.EN 
.'Vgri-Exi'orts and Food AvAii,ABii.nir 
IN India 

Until recently large Asian countries like 
India and China strictly controlled theirtradc 
111 agricultural products and insulated their 
peasant producers from the harsh impact of 
.idversc movement in international tcinis ol 
ii.idc. There was relative .stability of internal 
k'.ms of trade and farmers enjoyed 
impiovcment over most of the period, 
oimparcrl to periods ol adverse movement 
.iiul large lluctuations in the international 
ii'iais ol trarlc, as Karshenas argues loi the 
(Graphs la and lb) While India and 
China may not have benefited Irom the 
upswing in commodity puces in the UfTOs, 
iijually they have not been subjected to the 
pudonged fall in primary product prices in 
the decade of the IhSOs. which continues 
mill the IWOs In India this is now changing 
's ihc agri-export thrust gets under way. In 
l.Kt by virtue of being a large producer the 
very fact of India's entry into the world 
market in a number of key commodities 
like rice and cotton is likely to depress 
Hiiernational price 

Starling from the 1950s both India and 
China had followed policies of promoting 
h'lidgrains production and building food 
'I'uinly, China with greater success than 
India alter the mid-1960s owing to its more 
v'g.iiitarian economic structure In output 
i ivi ms the Indian achievement was credilabic 
■ '■III', e food output nearly quadrupled between 
j I 'I' I and 1991, from 46 mt for a populal ion 
I'h 'O.f m to 170 mt for a population of 
r C' in. The distorted pre-independcncc trend 
|'’l •' lOtimcs higher growth rate for exportable 
j‘>''ps compared to near-stagnation for 
llii 'dgrains, was altered dramatically to a 
fnii'c normal equality of the two rates ol 
i?i' >vih: food output grew 30 rimes faster at 


aiuuriu .1 per ceni wniic me non-ioou ciops 
growth also trebled to a similar rate. The 
earlier fall in per head production was 
reversed and a modest 16 to 18 per cent rise 
secured, which still has not compensated lor 
the 25 per cent fall under colonialism. 
Moreover the composition of the average 
diet for ordinary people has worsened with 
ahalving of the availability of pulses, hitherto 
the main source of protein for the poor. 

During the five years since trade 
liberalisation in agiiculturc. foodgr.iins 
growth has slowed down, the average ol 
annual growth rates being only 1.71 per 
cent. Within foodgrains while wheat and 
rice have an average percentage growth of 
3.48 and 2.53 the pulses growth rate has 
averaged only 1 1 per ceni while the coarse 
grains show the most alarming picture with 
lowest average growth lale of a mere 0.37 
per cent. The gross arc,! iiiulci fooilgrams 
lias declined by about 4 m ha over the rcl'oim 
period (Tabled): eoai se prams have declined 
markedly by about t m ha and combined 
with decline in the imlsos area accounts tm 
the4 m ha decline. v\ hichis quite substun'ial 
As we have been led to c.spect from t'le 
expcncnce of all the libeiali.sing countries 
discus.sed so fai, the output of potential or 
actual exportables h.is grown niiiih l.istcr 
than the footigrains m gcnei.d wiilun wlu' h 
thesiib-categmyol soaiscgiainsm p.aiu ular 
IS stagnant. Indeed tlic 1W5 9(i output cs 
expected to finally be aiouiul '() mtoiiM>' 
lower than the 1990 91 lutiniiol 32mioiinc 
The oilseeds like sunnowcr.^alllovvci mus¬ 
tard and soya aie repl.iciiu’ tlic co.iis.' gi mr. 
inthclowatidciraticrainlallaica.sol And! 
Pradesh, Mahaiastitr;i, Madhs.i Piadcsti, 

Gujai.it and Rajasthan vvliL 1 C ihc',o,|i-s, .iiv. 

are iraditionallv grown !o:'d s, .p'es 

With such a tlcriiiu in mi piodu, nor .i, 
coarse grams as a rcsuli ol dispi ucmciii h\ 
the exportables caiciing to donksin uid 
loreign melropolilan dcni.md. whai is 
happening to the consumpiion td the 
labourers and small hirmers in these aieas 
for whom these coaisc grams like hajra, 
iowarandragi.irelhetradiiionalli'odslattles’ 
This is a question that icscarcheis should 
examine earelully Not the most I'nl'iit 


nneiaiisers can argue, given me tun m icui 
wage.s of rural labour and ri.se in poverty, 
that these classes arc switching ovei to 
sii|H*rior cereals. In fact the demand compres¬ 
sion through real income decimeof labourers 
and small farmers is the economic mechanism 
through which diversion of resources is made 
po'siblc from the local food staples to the 
cxpoi tables. Tlicirlcvcl of coasumption must 
of necessity have declined. 

.SrtssiRi For and OpKxsmoN To New Policies 

What are the mam forms of growing agri- 
expoits; who will gam, and who will lose, 
from the new export-orientation of Indian 
agriculture .’ These are the questions we 
address briclly here. Foreign companies 
entering into agreements for agro-rcl.itcd 
Inisiness in India numbcicd 297 during 
19S6 93 compared to III during the 35 
picceding yeais. A numbci ol domestic large 
companies like Tata and Modi have also 
shown an inieicst in this are.i. The com¬ 
modities which are expanding tixlay and aic 
I'k'-lv U> grow III Intnie toineei metropolitan 
demand a:c rue. cotton, vegetable oils, 
.iiiim.il feeds, vegel.ihles.llowias. ornamental 
plants and orchids, prawn and other sea 
lood, and haidwood limbers foi luxniy 
tumiuire and house lutings All ol them 
involve problems by was ol displ.u, ing food 
prowing land, displ.iemg hiied lahoui. and 
some by causing f. leiersible loresi and land 
degiadiiiion A iiimotiiy o| eapilalisil.irmers 
enter into lliese aieas Im short-term 
ptofitahiluy anil act as the coiidiiits through 
viiu h ' xpi.'iahl'.'s .ire piimjied out lo meet 
meln.piiliian dem met 

Ai the ' uuent exili.mge tale' iice is 
I ''!]'|'e'iiiie on die ii'ii''naiioM.il inaikei .md 
di >■ 11 ' • 1 ' growing (.r I lioiii .1 low 

1 .11 o.!''' r’le iii.im ai.'.i III lommeuial 

lice pio liR'ioM ■' Noilh India which li.is 
been supplying I '' oei two ihiids ol the 
lire pioilire ) In c'O'einmeni loi die piihhc 
distiibutio!i sysleiii iihe areas where iice is 
a ti.ditiomil St',pie cioji toi the growers are 
10 easictii .md soinliem India hut only one- 
ihirdotoiilpiit i'sold eomp.treo to over nine- 
lenths m nonh'in Imli.i) Wiih cspoit. 
gaiheiing oii'iiii'iiiii'i. die go' .■laiii 'iit h.is to 
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compete with the global market to keep its 
own ration shops supplied. The result has 
been a sharp rise in the administered prices 
of foodgrains. In the new atmosphere of 
licence to profiteering, a larger fraction of 
stocks meant for the ration shops appear to 
be getting diverted to the free market. Ration 
rice when available at all, costs now double 
what it did five years ago, making the gap 
between the open-market and ration-shop 
price so small that many lakhs of the poor 
have been priced out, and offtake from the 
ration shops is exceptionally low. 

It has been argued cogently that since 
India is a large producer accounting for 22 
per cent of world rice output whereas world 
trade in rice is around 4.4 per cent only of 
world output, India's entry on any scale into 
the world market, is likely to depress the 
price (Nayyar and Sen 1994). Thus by 
exporting a mere 5 per cent of its own output 
India would augment world market supplies 
by 25 per cent exerting a downward pressure 
on the price. We arc very likely to be caught 
in the current African scenario of larger 
volume exports at falling prices. Groundnut 
(35 percent of world output), cotton, wheat, 
sugarcane (all around K to 10 per cent) are 
other crops where India has n substantial 
weight in world output. 

Raw cotton demonstrates the problem to 
domesti c consumers posed by I nd i sen mi natc 
and unregulated agn-exports Rven bclore 
lull scale liberalisation, there was a ten-fold 
rise in exports in 1990-91 compared to 
1989-90. While volume exports have 
iluctuated since 1991, it has averaged 148 
thou.sand tonne annually dining 1991-02 to 
1995-96 or over foui times the average level 
of 35 thousand tonne bclore 1990-91. The 
price of raw cotton has trebled and yarn price 
has doubleii over the same period, i.akhs of 
handiooni weavers whether mdepciulenl or 
in co-o[)erativcs aic ’facing sharp income 
decline while small powerloom enterprises 
ate also reportedly closing down. In Andhra 
Pradesh in 1990 many weavers had 
committed suicide as they were ruined by 
the sudden rise in yarn price. With the present 
sharp inflation economic distress faces 
weaveis again, to the extent that the govern¬ 
ment has been forced by their acute distress 
to announce a temporary hank yarn subsidy 
scheme, despite subsidies being anathema 
in the I'lind-Bank theology. 

Large industrial houses have been 
acquiring agricultural land in the i raditionally 
paddy growing coastal areas ol Orissa. 
Andhra Pradesh and Tamil Nadu for 
conversion to prawn lisheries while rich 
farmers have also joined in since at present 
the returns arc high The rapid giowlh ol 
pijwn tisheries m coastal and paddy- 
producing land duimg the last five years, is 
geneiating enormous tensions between the 
companies and individuals engaged m this 


lucrative export business on tne one nana, 
and environmentalists, fishermen and the 
local labourers displaced from paddy 
production, on the other. Illegal and semi¬ 
legal land-grabbing by the exporters, prawn 
raising leading to salination of soils making 
them unfit in the long run for paddy, depletion 
and salination of groundwater resources by 
the prawn fisheries affecting neighbouring 
farmers, diseases caused by effluents, loss 
of traditional access by local fishermen to 
the coast and beaches with privatisation, are 
some of the many issues involved. The 
immediate loss of livelihood for agricultural 
labourers with the labour-intensive paddy 
being replaced by the fisheries, has provoked 
resistance by labourers in Tamilnadu, 
organised by the octogenarian Gandhian 
leader, S.Jagannathan. However given the 
vertiginous rise of earnings at present from 
sea-food exports of which prawns comprise 
over three-quarters, and with the government 
strongly backing it, the expansion is likely 
to continue. As with every exported 
commodity such as cashewnuts earlier, 
prawns which today are highly prized by the 
Northerner as a protein source, have also 
been priced out of the reach of the Indian 
domestic middle class whereas it routinely 
figured m its consumption basket a few 
years ago. However as long as exports 
affected the consumption basket of the middle 
class alone the argument against it was still 
weak This is no longer the case; the export 
drive has started affecting the basic 
uvailabihty of staple ftMidgrains for the poor. 

Other avenues of ongoing displacement 
of loodgrains meant for human consumption, 
include vegetables and Iruit production under 
contract to the TNCs which startcil with 
PepsiCo liiternationars activities in Punjab; 
the dissemination of genetically engineered 
sorghum seeds by Cargill in an apparent 
attempt to initiate a replication ol the Mexican 
story in Karnataka (which has been stemmed 
by opposition from the militant farmer’s 
movement', expansion and export of cut 
llowcrs; and the rapid growth of sunflower 
and soya production in hitherto millets 
producing land in northern and peninsular 
India. (The sunflower is processed to give 
'healthy' oil lor export, the soya is exported 
as livestock feed concentrate). 'Hieie has 
also been a mushroom growth ol companies 
promising (via press advertisements) upto 
70 per cent rale of return on investment in 
leak plantations and hoiticultiire for expert 
The land lor these ventures have been 
acquired very often by dubious means and 
by encroaching on common property 
resources. With proposals to amend the 
existing law regarding 'ceilings' on 
landholding, some state governments are 
sending deal signals that implementation of 
theexisting land refonn laws are to be shelved 
and indeed ievcr.se land reform caried out 


in favour ot tne untenerea growth ot export- 
oriented agro-capitalism. 

It is reasonably clear that the new trends 
will lead to an accentuation of the economic 
differentiation which already exists strongly 
in rural society, to a point of sharp dualism 
between a minority of export-oriented 
capitalist farmers and companies out for 
quick profits regardless of social costs on 
the one hand, and a mass of cultivators 
whose returns from the domestically 
consumable crops falls as a direct result of 
the relative price shifts inherent in the new 
policies and their active promotion by 
government. The livelihood of rural labourers 
is under threat and irreversible environmental 
problems are in the making. 

There have bceen two diametrically 
opposite sets of responses from the farmers' 
movements in India: a minority response, 
strongly backing the new policies, and clearly 
representing the interests of the capitalists 
and bu.siness houses anticipating quick 
profits. It would be fair to say however that 
the majority of farmers are alarmed by the 
implications of the new policies by way ol 
the displacement of foodgrains, loss ot 
employment, environmental damage and 
extension of control by big industrial hou.scs 
and TNCs. The movements led by 
Nanjundaswamy in Karnataka, by Jagan- 
nathan in Tamil Nadu, by Banka Behari Das 
and others in Orissa, by .Sunderlal Bahuguna 
in UP are all in their ditferent ways, again.st 


Tabi-I. 10. .Sllutld lihM.s or AoRifui.umAi. 
AND MaKINI OiriTUI AND EXPORT VoLllMH, 
1991-92 lo 1995-96 



Average ol Annual 


Growtb Rales 


(Per Cent) 

Rice 

1 94 

Whe,-!! 

1.5? 

Pulses 

0.90 

Coarse grains 

0.27 

All foodgrains 

1.27 

Oilseeds 

4 93 

Marine products 
Expons of 

6 56 

a) Murine pniducts 

21.96 

b) Oilcake (feed) 

13.29 

Soun e Et tmomic Sui vey, 1995-96 

■fARii II Pi R Capra Oaii.y AvAii-AiiimY 

OK Foodorains 

Availability in Gin 
Per Day Per Head 

1989 90 

494.5 

1990-91 

476.4 

1991-92 

510 1 

1992-9,3 

468.8 

1993-94 

462.7 

1994-95 

469.5 

1995-96 

.501.9 


Source Economic Survey, 1995-96. 
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TRenewpoucies. inestruggieottneiatx>urers 
m Tamilnadu is supported by theCommunist 
parties as well. These protests are buttressed 
by the protest against environmentally 
damaging industry such as the proposed Du 
Pont- Hiapar acrylic plant in Goa, which has 
led to police firing and deaths. 

Some very limited successes have been 
scored for example in the widespread public 
campaign against the provisions of the 
Dunkel Draft during 1993-94, which put 
pressure on the Indian government to ensure 
the continuation of the public food 
distribution system (though it is being 
contracted) attd toclarify that farmers’ rights 
to grow and exchange their seeds will not 
be affected. The amendment to the Patent 
Act 1970 in accordance with GATT '94 
requirements, has been blocked so far by 
widespread opposition in Indian parliament. 
Direct action by farmers and local 
environmental activists has prevented the 
plans of Cargill to set up sorghum seed 
dissemination in Karnataka and a giant salt- 
production project in Gujarat. 

Decline in area sown to foodgrains and 
other crops in a particular year is not 
uncommon if rains fail; but recovery is 
usually fast. Forthe first time in Independent 
India, we find a persistent decline in the 
absolute area under foodgrains; the figures 
for all the years after 1990-91 are distinctly 
lower than that for any year between 1980-81 
and 1990-91 (Table 11). It is hardly surprising 
that per capita food availability, looking at 
comparable years has declined (Table 10). 
This is on the conventional official definition 
of availability, without taking account of 
any possible increased diversion of grain to 
sustain fast growing livestock production. 
The actual situation may of course be much 
worse. 

[This is a revised and enlarged version of a paper 
presented at an international workshop on 
Agrarian Questions in May 199S at Wageningcn. 
Netherlands and also incorporates material from 
Painaik (1992) and Patnaik (1993). 1 am especially 
grateful to Henry Bernstein and Prabhat Patnaik 
for their comments.] 
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Agricultural Development 

Imperatives of Institutional Reform 

A Vaidyanathan 

This paper underscores the crucial importance of institutional reform, particularly in the domain of public systems, 
for sustained technical progress and output growth in agriculture. The scope for privatisation is limited in irrigation, 
research and extension and other infrastructure facilities. All of these will continue to be mainly the responsibility 
of the public sector. Unless the public sector’s efficiency in mobilising resources and managing these facilities is 
vastly improved, trade and price policy reform will not make a .significant difference to the pace of agricultural growth. 


THE current debate on ‘state vs markets' 
centres on the desirability of the state getting 
directly involved in production and distribut¬ 
ion, as well as on the extent to which it should 
seek to control the activities of individual 
enterprises. It is widely acknowledged that 
(he record of government and its agencies 
in implementing their programmes, using 
resources efficiently, maintaining satis- 
lactory standards of service and showing 
resilience and the capacity to innovate, has 
been less than satisfactory. Attempts to 
regulate private sector activities in pursuit 
of equity and other social objectives has 
proved to be not only cumbersome, but their 
effectiveness is al.so in doubt. Part of the 
(iroblem is that those who arc sought to be 
icgulated often succeed in capturing the 
regulatory authority. Attempts to control the 
behaviour of enterprises has also reduced 
the incentives for efficiency and innovation, 
and restricted the freedom and tlexibility to 
pursue the.se goals. There is therefore a 
growing clamour for the state to drastically 
reduce its involvement in production/ 
distribution and give up discretionary 
controls operated by the bureaucracy. 
Enlarging the scope for private initiative and 
leaving it free to function in a competitive 
market environment will, it is argued, result 
in greater efficiency, faster growth and 
speediei elimination of poverty. 

The ‘state vs market’ debate in India which 
started with the state’s role in relation to 
industry has spilled over into agriculture. 
There is an articulate lobby advocating total 
free trade in agricultural products along with 
a phase-out of input subsidies and regulations 
which interfere with the free market. As in 
industry, these measures arc expected to 
result in more efficient use of resource and 
faster growth. This c.ssay Questions the above 
on the following grounds; (a) the 
government’s ‘control’ over agriculture is 
far less in scope and detail compared to 
industry: (b) removal of controls per sc will 
not bring about faster technological change 
and larger investments essential to accelerate 
agricultural growth; and (c) ‘privatisation’ 
is neither the only nor the best solution to 
the deficiencies of the public sector. Many 


activities needed to sustain agricultural 
growth must ncccs.sarily be in the public 
domain, so that the restructuring of public 
agencies, broadly defined, to ensure that the 
support facilities are made available in 
adequate measure and efficiently ts as 
important as making the markets work. 

In.stitoiionai. Ffatures of 
Indian Aoricultore 

Agriculture in India is perhaps the least 
affected by government participation or 
regulation. Of the various resources used in 
agricultural production, arable land is almost 
entirely owned and cultivated by millions 
of peasant households. The bulk of them 
have very small holdings (56 per cent of (he 
holdings arc less than 1 ha). Owner culti¬ 
vation IS preponderant. Reported tenant 
cultivation - which is likely to he an 
undere.stimate-cuiTently accounts for barely 
15 per cent ot the area. A sizeable, but 
declining, amoui^ of land in rural areas is 
classified as ‘coiiimoit land’ whose use and 
access is regulated by village communities 
on the basis of traditional custom and usage. 
Much of the wastelands and forc.sts are state 
owned. But communities living near forests 
are permitted restricted rights of access to 
and use of forest produce. 

There is hardly any direct government 
intervention in the production and investment 
decisions of the farmers. But the government 
does intliience the legal, material anu 
economic environment in which farmers 
operate Regulations concerning weights and 
measures, produce grading, seed certification 
and produce markets seek to ensure that 
farmers are not exploited by traders’ unfair 
tradingpracticcs. Ownership and cultivation 
of land is subject to laws and regulations 
concerning ceilings on landholding, tenancy 
arrangement and development and u.sc ol 
water resources. The right to property is 
protected by the Constitution but it is not 
an unrestricted tight. The state can. and has. 
enacted laws modifying or even abrogating 
exi.sting rights in order to serve .social 
objectives. Land reform legislation 
(including those relating to tenancy and 


ceiling on land holdings) is meant to ensure 
a mure equitable dtsirihution of land, the 
basic productive resource of agriculture. 
Laws for consolidation of holdings and 
regulations concerning exploitation of forests 
aic meant to facilitate mure efficient use of 
land. 

Government directly owns a substantial 
part of waste and forc.st land and is, in 
principle, the ultimate ‘owner’ of water 
resources. The construction and management 
of large surface irrigation is entirely in the 
hands ol government. Substantial develop¬ 
ment of small surface irrigation works took 
place in the distant past mostly through local 
effort and currently account for approxi¬ 
mately one-cighth of the total irrigated area. 
The government has increasingly assumed 
responsibility foi maintenance of main 
structures and fur major repairs/renuvation 
of small surface works. It docs not. however, 
interfere or regulate their internal 
management. They arc maintained and run 
by the u.ser communities based on local 
usage and customs. Wells, tubewclls and 
pumps for lifting groundwatci arc mostly in 
the hands of individual farmers. But they arc 
subject to government regulations meant to 
.serve thcintercstsofcquity and sustainability. 

The state plays a major role in providing 
other infrastructure, notably research and 
extension, road networks, marketing yards 
and rural electrification. Electricity 
generation and distribution arc mostly in the 
hands of government and its agencies. Public 
enterprises play a substantial r;)lc in 
production of improved seeds and fertilisers. 
A significant proportion of these inputs and 
credit IS also distributed to farmers through 
co-operatives and other public linancial 
institutions. The private sector is the princi pal 
source of agro-chcrnicais tind all forms of 
agricultural and irrigation equipment. 
Processing and trade arc mostly in the private 
sector and agricultural markets are largely 
free. 

The slate has actively promoted the co¬ 
operative form of organi.satioii in the sphere 
of agricultural credit, markctipg and 
processing. Besides defining the legal 
iianicwork in which the co-opcralivcs are 
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to tunctton, the government has provioed 
them substantial resources by way of loans 
at subsidised rates, underwriting losses and 
occasionally writing off principal and interest 
due on outstanding loans. 

Finally, government policies relating to 
support prices, procurement of agricultural 
products, taxes and subsidies and foreign 
trade affect the allocation of resources via 
the prices of agricultural output relative to 
inputs, the relative prices of different crops, 
and prices of farm products relative to those 
of manufactures. Over the years, Indian 
government policy has resulted in substantial 
and growing subsidies on agricultural inputs. 
While most crops are guaranteed minimum 
support prices, restrictions on internal market 
and on foreign trade are claimed to have 
depressed product prices. Manufacturers 
have the benefit of high tariffs which are 
denied to agriculture. This means that 
agricultural products have received a much 
lower degree of effective protection 
compared to manufacturers.' 

During the last five decades, agricultural 
output has grown by 2.5 per cent to 3 per 
cent per annum: more than double the overall 
rate recorded in the first half of the country. 
Since the scope for extending cultivated 
land has steadily diminished, the sustained 
growth i n overall output reflects a progress! ve 
acceleration in the rate of yield improvement. 
There i s I ittle doubt that massi ve go vernment 
investments in irrigation, research, extension, 
and other infrastructure, together with the 
expansion of institutional credit and the 
policy of guaranteed support prices and 
subsidised inputs have contributed 
significantly to this process. However 
government' s role in agriculture has attracted 
criticism. 

One major strand of criticism is that policies 
have discriminated against agriculture by 
depressing domestic agricultural prices 
relative to prices prevailing in the world 
market and relative to manufactures. This, 
it is alleged, has acted as a strong deterrent 
to pnvate investment in agriculture, spread 
of improved technology and hence yield 
improvement; tilted income distribution to 
the disadvantage of rural areas; and 
encouraged wasteful, and ecologically 
undesirable, ways of using inputs like water 
and fertilisers. 

The other major criticism relates to the 
unsatisfactory performance of public sector 
programmes for land and water development, 
research, extension and other agricultural 
infrastructure Unsatisfactory performance 
in these activities is manifest in the non- 
fulfilment of targets for irrigation and 
fertilisers; inflated costs; poor quality of 
service; uneven progress of research as 
between crops and between irrigated and 
rainfed agriculture; the persistence of large 
gaps between actual yields and potentials 


demonstrated by researchers. Kegulations^ 
on production and distribution of fertilisers, 
seeds and other current inputs by private 
sector and co-operatives has contributed to 
inefficiency and high costs. 

In this context the advocates of 
liberalisation attach great importance to 
(a) removing all restrictions on imports and 
exports of agricultural products; (b) phasing 
out subsidies on agricultural inputs; 
(c) opening the input production and 
distribution to the private sector along with 
removal of all controls on their production, 
distribution and pricing; (d) enlarging private 
sector participation in surface irrigation, 
research and extension; and (e) the removal 
of land ceiling legislation and restrictions on 
the land lease market, and allowing private 
corporations (domestic and foreign) to 
acquire land for raising crops and forests. 
That non-price factors (irrigation, technology 
and cultivation skills) have a role and need 
improvement is conceded, but changes in 
the incentive environment are seen to be 
more imponant and urgent. There are of 
course strong differences on these issues. 

There is little disagreement about the need 
for eliminating input subsidies. They are 
inequitable, inefficient and a heavy drain on 
budgetary resources. Free trade seems likely 
to raise the average domestic price of 
agricultural products by a substantial extent. 
Relative prices would change significantly. 
Reduction in the tariffa - currently in process 
- should contribute to improving 
agriculture’s terms of trade if it results in 
lower prices of manufactures. These effects 
will however be partly offset by the 
elimination of subsidies. 

Whether such a package, which will benefit 
some classes of formers and some regions 
at the expense of others, will be politically 
feasible is one question. The more 
fundamental issue is whether, even if these 
leforms result in a sizeable net improvement 
in the overall terms of trade, they would by 
themseh'cs induce a strong aggregate supply 
response leading to a sustained faster rate 
of output growth. 

Available evidence is patchy and consists 
of a very limited number of studies for the 
country as a whole. They show that the 
aggregate supply response to price changes 
is quite low; that they can account, if at all, 
for a small fraction of the observed growth; 
and that the growth of production is largely 
determined by non-price factors, specifically 
the availability of land, water, fertilisers and 
other key inputs, the stock of proven 
techniques (embodied in the seed varieties, 
agro-chemicals agronomic practices, energy 
sources) and the rale at which they grow.* 
How effectively these techniques and inputs 
arc used is conditioned in an essential way 
by the agrarian structure and the efficacy of 
organisations responsible for the basic 


intrastructure and supply ot inputs. Hence 
the importance of focusing on institutions 
involved in, and influencing, agricultural 
production. 

Aorarian Organisation 

Discussions on institutions used to centre 
on agronomic structure modes of production 
and the role of land reforms in promoting 
agricultural growth. Over the years, attention 
has shifted to the role of diflerent types of 
state intervention to help poor segments of 
rural society to raise the productivity of their 
resources and augment their resource base. 
The current debate on liberalisation in its 
preoccupation with the question of state vs 
markets appears to have relegated land 
reforms and agrarian organisation into the 
background.' Indeed questions are being 
raised about the desirability of persisting 
with the kind of land reform programme 
which has been pursued so for. 

There is a school which argues that 
restricting the extent of land which 
individuals and households can own and 
redistributing the surplus to achieve a more 
egalitarian distribution of land-which has 
been the central thrust of land reforms so 
far-are not only unsuccessful but also impede 
efficient use of technology. Abolition of 
land ceilings, allowing greater scope and 
freedom for tenancy arrangements mediated 
by the market and permitting private 
corporate enterprise to develop large-scale 
farms would, accord! ng to this view, promote 
more effective use of technology and 
contribute to faster growth.' 

There is little evidence of any significant 
scale economies in agriculture. There is fai 
more compelling basis to believe that smallei 
farms have an incentive to use labour more 
intensively and that this leads to highci 
production per unitof land. Experience shows 
that small farms have, in due course, adoptee 
new varieties and inputs as widely and as 
intensively as large farms. Any move which 
will dispossess small holders of their mair 
source of the subsistence is not feasible anc 
certainly not politically acceptable. 

The disadvantages of small units in respec 
of access to inputs can be substantial!) 
overcome by public intervention to ensure 
them better access to credit both in term: 
of quantity and cost. The solution tc 
fragmentation of holdings is consolidatioi 
of holdings. Both these have been part o 
government policy. That the intervention! 
have been less effective than expected 
especially in the case of consolidation, i: 
essentially an institutional failure. 

Some of the disadvantages of small 
fragmented holdings can in principle bi 
overcome by co-operative organisation. It 
theory, co-operative farming, when 
members’ land is pooled and cultivated a: 
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and also reduce costs by i mptoved bargaining 
strength in both input and output markets. 
Co-operatives in processing and marketing 
potentially offer similar advantages. In the 
case of credit, a co-operative whose 
membership consists of both depositors and 
borrowers (who know each other, are linked 
in social ties and are familiar with each 
other’s activities) will be able to better 
monitor use of credit, reduce risks of default 
and therefore can borrow at a lower cost. 
This, along with the moral appeal of co¬ 
operation as a form of mutual help meant 
to promote the collective interest of the 
group rather than maximise profit, has been 
the rationale for the government policy of 
actively promoting co-operatives.’ 

In point of fact, co-operatives have made 
no headway in cultivation. Co-operatives 
have come to be a noticeable presence in 
processing and marketing. It is in the sphere 
of rural credit that they have become 
widespread and significant. But they in 
general do not meet the criteria of democracy, 
mutual help and self-reliance. Excessive 
dependence on borrowed funds and 
government subsidies, high costs, high 
incidence of overdues and defaults are all 
indicative of their poor state of health. Nor 
has the policy of channelling rural credit 
increasingly through the commercial banking 
system been conspicuously more successful 

Rou; OF Privatisation 

There are also several problems with the 
way infrastructure support and production 
and distribution of inputs for agriculture are 
organised and managed. The poor 
performance in all these activities has 
attracted well deserved criticism. In this 
context, privatisation of production and 
distribution of inputs is being advocated by 
those who see the free market mechanism 
as the best guarantor of efficiency. 

It is however necessary to distinguish the 
question of ownership from the need to 
eliminate in some cases, and drastically 
reduce and simpli fy in others, governmental 
intervention in investment, production and 
inarketi ng decisions of individual enterprises. 
Where acommodity or servicecan be defined 
unambiguously, every user or buyer can 
access and use them independently of others, 
and the quantity bought or used by individual 
buyers/users can be measured accurately at 
a reasonable cost, there is no need for detailed 
government direct controls on individual 
enterprises be they private, co-operative or 
government. This is the ca.se with fertilisers, 
agro-chemicals seed and farm equipment. In 
all these activities, a process of reducing 
government intervention is under way. But 
clearly much more needs to be done for 
example in the case of fertilisers. Whether 


cAisuiig puuiic sector eiiicrpnscs in inese 
activities should be privatised and their role 
in further expansion should be restricted, 
depends crucially on whether public 
enterprises will be made fully autonomous 
and left to fend for themselves without any 
budgetary support. 

Privatisation is, however, not the solution 
in the case of public goods (like research 
and extension) and of improvements to 
common pool resources (of which water and 
watersheds are the most important examples). 
The prospect of private sector involvement 
in research is limited; private companies are 
mostly interested in investing in research on 
hybrids and bio-engineered speciality crops 
from which they expect high returns. 
Producers of fertilisers, plant protection 
chemicals and farm equipment also invest 
in developing and propagating new or 
improved varieties of these inputs. But their 
efforts tend to be focused on promoting the 
sate of their particular products. The task of 
varietal improvement for open pollinated 
staple crops, evolving cropping systems and 
management practices appropriate under 
different agro-climatic and soil moisture 
conditions, promoting more efficient and 
eco-friendly use of chemical inputs, and 
developing more cost effective techniques 
for soil and moisture management (especially 
on rainfed lands) have not and are unlikely 
to attract private enterprise. The 
improvements resulting from much of this 
research being in the nature of public goods 
are best handled by public agencies. It is not 
surprising that almost everywhere these 
activities are vested with public agencies. 

The potential of technology developed 
and proven in the research stations for raising 
productivity and/or lowering costs is not 
fully exploited. It is argued that the 
government extension service is neither 
equipped nor has the incentive to transmit 
all this knowledge to the farmers and provide 
location-specific advice on appropriate crop 
varieties, input use and management 
practices. If this is true, there should be a 
significant rolefornon-govemment agencies 
to render these services to farmers on a 
commercial basis. But the fact is that private 
enterprise and non-govemment organi sations 
have not entered the extension field while 
they have spread rapidly in providing tractors 
and other farm equipment services on hire. 
It is es.scntial to understand the reasons for 
this before the role of privatisation in extens¬ 
ion services can be discussed meaningfully. 
Many elements of infrastructure (especially 
elementary education, rural roads and 
electrification) are also in the nature of public 
goods or generate large externalities. Public 
provisioning to ensure all segments of the 
population access to these facilities is 
therefore .socially desirable. Large surface 
irrigation systems involve huge investment.s 


wnicn are oeyono me capacity ot 
beneficiaries to mobilise. Considerations of 
equity in access are important here also. 
Similar problems exist in defining rights and 
obligations of different groups in areas 
covered by soil conservation or watershed 
projects. Groundwater lends itself more 
readily to private exploitation largely because 
the scale of the facilities can be adjusted 
(over a wide range) to the needs of individual 
users and theircapacity to mobilise the needed 
resources. 

However, where - and this is invariably 
the case - a number of farmers draw from 
the same aquifer or reservoir, there is need 
for some mechanism to make sure that 
exploitation is equitable and sustainable. In 
all irrigation works as well as soil 
conservation and watershed improvement 
schemes, uses and users are linked in a 
complex interconnected network not only 
within the command of a particular scheme 
but as between different schemes falling 
within the same river basin. Under these 
circumstances it is essential to lay down the 
principles on which the claims of differeqt 
users in a given system and between different 
systems falling within a drainage basin are 
to be decided; the basis for sharing costs and 
benefits among the concerned groups: and 
the institutional framework in which these 
principles are to be implemented. This can 
be done only by the government.’ 

Improving the Regulation Framework 
OF Rules and Regulations 

On a broader plane, government per sc 
defines the legal framework in which 
individuals and organisations (public and 
private) function; and sets up mechanisms 
for ensuring that the rules are complied with 
by all concerned (including government) 
and that conflicts are resolved in a fair 
manner. No other entity can perform this 
function. Deficiencies in both the design of 
the legal framework and the way it works 
affects the performance of the economy as 
a whole and its various components, includ¬ 
ing agriculture. The plethora of existing 
laws and regulations are complicated, 
cumbersome and, not infrequcntly,delective. 
Some laws are administered in ways quite 
contrary to their intent and spirit and 
enforcement is genarally weak, if not 
ineffective. 

Take, forexample, the case of water. Being 
a common pool resource, it is important to 
have clearly defined rules for determining 
the rights of ownership and use of different 
claimants to a common source (be it a 
particular reservoir, aquifer or a river basin). 
The state is recognised as the ultimate ownei 
of water resources with the right to regulate 
its development and u.se. In the case ot 
surface water, no impounding or diversion 
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approval. The development of groundwater 
is also subject to government regulation. 
Being a common pool resource, clearly 
specified rules are needed for determining 
the rights of access and use to di fferent areas, 
different uses and different users. 

There arc laws (Inter-State River Disputes 
Act and the River Based Act) which provide 
for institutional mechanisms to settle issues 
concerning relative entitlements of di fferent 
riparian states in a river basin and to ensure 
optimal use of the basic resources. But the 
principles by which the entitlements arc to 
he decided have not been codified. The task 
of deciding which of the several principles 
(.such as prior u.se, quantum of water 
originating in a state, 'just and optimal use') 
should be used, in what combination and 
how have been left to be decided by tribunals. 

The central legislation however applies 
only to allocation between states. The 
determination of relative rights within a 
particular state have been left to be decided 
by their respective governments. None of 
them have enunciated any clear principles 
for deciding this matter. Disputes are taken 
to courts which have generally upheld the 
rights of prior use, but this principle is not 
always respected, sometimes even in the 
face of explicit court judgments." 

In the case of specific surface projects, 
users' entitlements in small, and usually old. 
works serving individual communities are 
defined by tradition and usage rather than 
by formal legislation. Significantly, however, 
though the conditions of agriculture and, in 
many cases, even the character of traditional 
local systems have changed, the traditional 
allocation rules apparently remain the 
accepted points of reference in the 
communities. The government docs not enter 
the picture. 

Even in the case of systems con.structed 
and managed by the government, the legal 
status of the entitlements of even registered 
ayacutdars is not clear. Nor is there a well 
specified contract spelling out the rights and 
obligations of the system and the irrigators. 
Wide divergences between declared 
entitlements and actual allocations arc 
commonplace. And there are no codified 
principles for tackling this situation. This 
disjunction gets adjusted in practice more 
or less in an ad hoc manner reflecting ground 
realities of geography and power.’ 

.Similar problems exist in the case of 
groundwater. There arc government 
regulations to check over-exploitation. A 
landowner, by law. has the casement right 
to tap whatever resources exist under his 
land Neighbours are also entitled to be 
protected against adverse consequences of 
an individual's exciciseol this right. But the 
procedural and resource costs (or transaction 
co.sts in current parlance) of securing this 


is unlimited open access to this common 
resource. The problems of defining what 
sustainable use is. the basis on which it will 
be determined in specific areas and the 
specification of individual rights remain 
largely unaddressed."’ 

Lacunae arc also apparent in land laws. 
For instance, the basis for determination of 
land ceilings varies widely. Some define it 
with reference to individuals, others in 
relation to households; some take into 
account variations in hou.sehold size and 
variations in land quality, others do not; 
some allow exemptions for specified uses, 
others do not. The problem is not so much 
the lack of uniformity as the lack of a rational 
link between the specification of the ceiling 
and the objectives meant to be accomplished 
by it. The preconditions for making the law 
effcctive-in terms of the availability of 
accurate information regarding existing land 
rights, its accessibility to all affected parties, 
and creating speedy and affordable 
procedures for settling claims and disputes 
- are often mi.ssed nut even in the design 
of the legislation and invariably in 
implementation. 

Innovative schemes-like integrated water¬ 
shed management, community participation 
in afforestation and forest management, and 
promoting u.serinvolvement in management 
of irrigation works-have been impeded by 
inadequacies in legal provi.sions. There arc 
of course inherent difficulties in organising 
collective action in a society marked by 
economic inequalities and social 
differentiation. But these arc compounded 
by the lack of the legal framework to facilitate 
their functioning. Thus if integrated 
watershed management is to he workable, 
there should be some explicit codification 
of the rights, as well as attendant obligations, 
of the affected communities and their 
constituents in respect of land which are 
'owned' by the panchayat, the revenue 
dcpartt.ient, the PWD and the forest 
department. Similar problems exist in the 
case of forests as well." This aspect has not 
so far been addressed seriously. In the case 
of irrigation, attention has for the most part 
concentrated on the forms and functions of 
thcu.ser organisation at the level of individual 
villages or outlets, without addressing issues 
regarding their place in. and their relationship 
to, the system management as a whole.'^ 

Defects in the law arc compounded by 
weak enforcement. In part this reflects 
difficulties of monitoring compliance. In the 
case of ensuring correct weights and 
measures, grading of produce and checking 
adulteration, the activities are so dispersed 
that monitoring by a centralised bureaucracy 
is both impractical and far too costly. Also, 
there is a high chance that functionaries 
responsible for enforcement - who are the 


with the violators and fail to act on 
complaints. To some degree, functionaries 
responsible for enforcing the law are 
handicapped by the inadequacy of resources 
to monitor violation. Incentives for strict 
and fair implementation are weak. These 
problems are greatly compounded by wide¬ 
spread bureaucratic and political interference 
in the constitution and functioning of 
regulatory authorities eitherto please vested 
interests, or for fear of political agitation, 
law and order problems and attendant loss 
of electoral support. 

Since violation of any regulation benefits 
some at the expense of others, one may ask 
why those adversely affected do not take 
recourse to legal remedies or exert direct 
pressure on the enforcement agencies to take 
appropriate corrective action. That this docs 
not happen at all, or docs not manifest itself 
strongly, is one of the puzzling features of 
the Indian scene. Inadequate knowledge of 
the relevant laws and procedures among the 
affected public, the high co.st (in terms of 
time and resources) ofticcking and securing 
redress arc surely part of the explanation. 
In the absence of an informed public opinion, 
backed by strong non-governmental 
organisations in civil society, it is not possible 
to mobilise the resources and effort needed 
to ensure corrective action. 

Finally, there is the problem of abuse of 
laws: co-operatives being an excellent case 
in point. The law on co-operatives, as it 
stands, gives the state bureaucracy far too 
much power to interfere in their working. 
The opportunity and the occasion for such 
intervention has grown partly because the 
societies did not have to mobilise their own 
resources and have come to depend mostly 
on soft loans trom the government and public 
sector financial in.stitutinns. Under these 
conditions, societies have little incentive for 
prudent management of their resources. The 
tendency of governments tocondonc defaults 
and even write off large parts of accumulated 
arrears from members for purely political 
reasons has further weakened these 
institutions. Over a period of time they have 
come to be used as conduits for government 
subsidies and political patronage to a point 
where political interference in the affairs of 
societies has become rampant. In many states 
elections of societies' office-bearers by their 
respective general bodi&s, though mandated 
by the law, have been .suspended and the 
government has taken to appointing the key 
functionaries on political considerations.' 

One of the major areas of institutional 
reform would be to drastically reduce 
government supervision and control over 
co-operatives and its power to suspend the 
democratic functioning of the societies. At 
the same time it is essential to reduce reliance 
ofthc co-operatives on state financial support 
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It me lorm oi loans ana suosiaies (especially 
jvai vers of loans). Societies must be required 
o mobilise a sizeable part of their resources 
directly through deposits and to observe 
lorms expected of prudent and wel I managed 
inancial institutions. The capacity of 
societies at all levels to access the financial 
narket should be contingent on their record 
>f prudent management. 

Attempts to correct the deficiencies in the 
cgal framework thus involve far more than 
eview of gaps and defects in writing laws 
ind regulations and rewriting them to make 
>urc that the righlsof variousagents involved, 
he rules governing their mediation and 
Tiechanisms for conflict resolution arc made 
;lcarcr, more complete and coherent. This 
>y itself is not enough because the problems 
ire complex and vary across space and time. 
However, our knowledge of these problems 
ind their solutions is inadequate Therefore 
:ven as the formal laws must enunciate clear 
general principles, they must leave .sufficient 
'oom fur flexible application ul these in 
specific contexts and for adaptation in the 
light of changing circumstances, new 
tnowledgc and experience. Agencies 
:harged with enforcement of rules and 
idjudication of disputes must be assured of 
tdequate personnel and resources; and the 
lieedom to make and enforce decisions on 
violations and disputes without any executive 
or political interference. 

But one cannot rely wholly or even largely 
[in government regulatory agencies. It is 
nccess.ary to give much more attention to 
ways of internalising incentives for 
monitoring, enforcement and conllict 
resolution. Several possibilitiesarcavailable: 

(1) provide space for parties affected by a 
particular project to negotiate a mutually 
acceptable contract of cost and benefit sharing 
consistent with clearly stated general 
pimciples; (2) make the public more aware 
of the regultitiuns and ensure free and public 
access to relevant information on the working 
of concemed institutions: and (3) actively 
encourage non-governmental organisations 
to keep a watchful eye on violations and take 
them up with the competent authority. 

iMPROviNti EmciENCY OF Ptini.ir Systems 

Improvement in the framework of rules 
and regulations and in the way they are 
administered, together with changes in the 
incentive environment resulting from 
dismantling of controls, will generate both 
pressures and opportunities for greater 
efficiency in the piivate .sector. But by 
themselves they are unlikely to make a 
significant difference to the performance of 
government and its organisations. The 
volume of resources which the public .sector 
can mobili.se forland development, irrigation, 
re.search and other supporting infrastructure. 


ana tnectnciency with which these tacilitics 
are managed has a direct bearing on the 
growth of agncultural production. Without 
considerable improvement of public sector 
performance in both respects the availability 
of the.se supporting facilities, their quality 
and cost could make even the sustenance of 
past growth rate, not to speak of accelerating 
it, difficult. 

in addressing this problem, aclear distinct¬ 
ion must be made between government per 
se and government agencicii/undertakings 
engaged in production and distribution of 
goods and services. The redefinition of the 
relationship between the two is an essential 
first step to more efficient functioning of the 
latter. Thcothcr ingredienls of reform should 
focus on redefining the manner in which 
decisions of public undertakings arc made, 
implemented and evaluated, and on 
restructuring of their internal management 
to make it more conscious and capable about 
efficient functioning. 

'fbe concept of the public sector also needs 
to be broadened to include nut just 
undertakings owned or controlled directly 
by government, but also of non-government 
organisations (including cu-operatives, 
public trusts, chai liable institutions and other 
constituents of civil society) which arc 
informed by purposes other than private 
profit maximisation. The public space, in 
other words, is much wider in scope and 
mure differentiated than government and 
undertakings under its direct control. 
Providing space and encouragement to the 
activities of such autonomous, non¬ 
governmental organisations besides being 
desirable in itself, would contribute to 
improving the functioning of public sector 
institutions. 

A general problem with all government 
and public sector undertakings is that 
technical and economic scrutiny ol 
investment proposals is nut as .searching and 
strict as it should be. Even in the ca.se of 
projects involving large investments the 
process is entirely internal to government. 
Watchdog institutions (such as the 
Comptrollerand Auditor (ieneral) come into 
the picture only after - and usually long 
after-the project has been implemented. 
By which time it is too late to correct mi.stakes. 
Moreover these institutions do not have the 
resources ortheexpertise toconduct a proper 
techno-economic audit. 

Information regarding the details of 
investment projects and their implementation 
in the public domain is usually fartoo limited; 
and access to this information is deliberately 
restricted. Often, the necessary expertise is 
not easy to assemble outside of government. 
Public agitations on projects like Narmada. 
Tchri, nuclear power and chemical factortes 
have faced these handicaps. They have set 
in motion attempts on the part of NGOs to 


tap non-oltlcial expertise to examine the 
projects and alternatives. But this needs to 
be done on a wider scale and in a better 
organised manner. Moreover measures to 
promote greater transparency and to provide 
opportunity for public scrutiny of decisions 
on major projects are essential to achieve 
public accountability. 

The other general problem has to do with 
the critena for a.sscssment of the performance 
of government and public sector projects. 
Not all government activities can of course 
be judged by their ability to make profits, 
or even to cover costs. The provision of 
public goods and facilities with sizeable 
externalities belong to ihis category. Rut 
public .sector activities engaged in production 
and distribution of marketable goods can be 
subjected to this lest. Protli maximisation 
may not be the purpiosc of public investment, 
but this does not mean that they should be 
absolved of the responsibility to produce the 
output cxfiectcd of them at as low a cost as 
possible; and that, except where the govern¬ 
ment as a matter of explicit policy decides 
otherwise, they earn sufficient revenues to 
cover their operating and capital costs! 

That public sector undertakings arc 
required to serve strategic and .social 
objectives (employment, balanced regional 
development, protection of vulnerable 
groups, etc) is otten used to argue that 
financial profits nr losses arc no basis to 
judge their performance. This is a specious 
argument. For the costs which public 
undertakings have to bear on account of 
these functions can be quantified, even if 
only approximately, provided their social 
obligations are explicitly .stated. The problem 
arises because govcmmcnls find it politically 
convenient to obfuscate the issue by not 
specifying these obligations and by keeping 
the boundaries ol the undertakings' finances 
and government budgets deliberately fuz/.y. 

This makes it dillicult to judge how much 
of the losses (or low profits) of public 
undertakings is attributable to inelficicncy 
in conducting their principal business and 
how much to the cost of lullilling social 
obligations thru.st on them. And so long us 
governments are willing to use their 
budgetary resources to underwrite tlie losses 
of public undertakings, the latter have no 
incentive to raise the issue on their own. At 
that same time since there is no threat of 
bankruptcy or closure, the pressure on their 
nianagcmcnistoimprovcefficicncyisgrcatly 
weakened. This undesirable situation has 
also become untenable because of the 
deteriorating finances of both governments 
and their undertakings. Reforms are 
imperative.” 

All public undertakings engaged in pro¬ 
duction or trade must be sharply differentiated 
and separated from government proper. This 
has already happened to a large extent and 
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limited companies, statutory corporations 
and boards. Howeverthereareafew activities 
which are still managed by departments of 
the government. In relation to agriculture, 
surface irrigation is perhaps the most 
important activity in this category and one 
which should be vested with separate 
organisation(s) outside the government. 

Far more important than organisational 
separation is managerial autonomy. Apart 
from the overall policy framework of the 
government relating to the economy and 
particular sectors, and stipulations regarding 
the minimum return on investment, the 
government and the legislatures should not 
interfere with decisions relating to 
investment, personnel, contracts, production 
and pricing policies of individual 
undertakings. These decisions, as well as 
matters regarding internal organisation and 
staff deployment, should be left entirely to 
the management. The government should 
also accept and adhere strictly to the principle 
that it will not bear any part of the losses 
of such undertakings and that they will have 
to mobilise their additional capital needs 
directly from the market. If the government 
decides, on larger considerations, that any 
of the undertakings should provide con¬ 
cessions to particular regions or classes of 
users, these stipulations should be made 
explicit, the cost involved (in terms of extra 
costs or revenue foregone) quantified in the 
accounts of the enterprise and reimbursed 
from general revenues. 

Where the economies of scale and scope 
are large and the potential for monopoly is 
high, the government will have to put in 
place a regulatory system to ensure that 
monopoly power is not used in fixing or 
revising prices. It is the function of the 
regulatory authority to lay down (and 
periodically revise) norms regarding capital 
costs, capacity use and rate of return to 
capital; and to decide on proposals from 
individual utility undertakings for fixing or 
changing rates. Such authorities are 
conspicuously absent in India. All the 
decisions are taken by the government. The 
creation of regulatory authority independent 
of government is essential even if the utilities 
arc to be wholly in the public sector; and 
more so if private enterprises (whether inde¬ 
pendently or in joint venture with the public 
sector) are permitted to play a larger role. 

These reforms would generate external 
pressures for improving efficiency and enable 
the organisations to take appropriate steps 
to this end. But they need to be reinforced 
by reforms in their internal organisation. In 
somecases, (e g, small, local irrigation works, 
elementary schools and rural roads) 
considerable gains in efficiency of operation 
and use of available facilities as well as 
collection of charges would accrue if their 
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entrusted to user communities or co¬ 
operatives subject only to maintenance of 
certain general standards. But this is not 
always possible. A large and crucial segment 
of agriculture-related activities in the public 
sector - especially major irrigation and 
electricity - has to be managed as integrated, 
multi-tiered systems calling for specialised 
professional expertise. The organisational 
arrangements in such cases are necessarily 
more complex. 

The inefficiency of existing arrangements 
in these two sectors is partly due to the 
strangle-hold governments have on their 
functioning and partly to their extremely 
rigid internal organisation, manned and run 
entirely by government bureaucracy. Being 
complex operations demanding high level 
of technical expertise a strong, professional 
management is of course essential. But as 
in most other public systems in India, there 
is much room for improving in the way 
activities are organised, co-ordinated, and 
monitored. Among various measures to this 
end, user participation in all phases of their 
management and decentralisation of 
decision-making as well as monitoring would 
stimulate greater efficiency. 

In the case of power, the possibility of 
‘unbundling’ generation, transmission, and 
distribution open up possibilities of handing 
over distribution to panchayats, co-operati ves 
or even private enterprise. Experiments for 
encouraging competition in generation, with 
transmission grids being operated as a 
separate entity, are also under way in 
countries like the US. These developments 
point to options for the reorganisation of the 
electricity industry and its regulatory 
system.'* 

A more detailed blueprint of organisational 
reform for large irrigation works has been 
proposed by a committee of the Planning 
Commis.sion.'’ It envisages that each system 
should be constituted into a separate entity 
wholly autonomous in respect of 
management and finance. The management 
will be in the hands of a professional bureau¬ 
cracy answerable to a board comprising 
representatives of farmers in the command 
along with nominees of the government. 
Depending on the size of the system, manage¬ 
ment committees of similar composition 
could he constituted at the intermediate levels. 
Tertiary facilities are to be vested entirely 
with users served by each outlet. 

It i« envisaged that user representatives 
will be fully involved in formulating (or 
modifying) the rules as well as implementing 
them. The system management defines the 
allocation rules and procedures. Subject to 
these, the system managers contract to supply 
specified quantities at designated times and 
for a specified charge. Each group would 
then be responsible for deciding the allocation 
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from individual users within its tenitory. 

Under such an arrangement, the chances 
of evolving generally acceptable allocation 
rules and ensuring compliance will be greater 
than when these tasks are entrusted wholly 
to the state bureaucracy. Users’ incentives 
to keep a watchful eye and exert pressures 
for efficiency in construction and subsequent 
management of the systems are likely to be 
stronger if they have a direct financial stake 
in their construction/improvement of the 
facilities. The committee therefore 
recommended that users should be required, 
in future, to contribute a sizeable part of the 
capital costs of new or improvement works. 

Autonomy, decentralisation and user 
involvement are also germane principles for 
restructuring agricultural research, education 
and extension services.The present system 
is far too centralised and rigid to adapt 
programmes to the varying needs and 
circumstances of diiTeient states and regions. 
Greater flexibility and encouragement of 
initiatives on the part of the state government 
and agricultural universities to correct this 
defect is one aspect of reform. Being in the 
nature of public goods, financial viability 
(judged by their ability to recover the cost 
of services rendered) is not an appropriate 
criterion of performance. Performance has 
to be judged more directly. But there is need 
for devising more meaningful indices of 
performance. 

Measuring the output of research 
establishments in terms of the number of 
improved seed varieties released is quite 
unsatisfactory. A more meaningful index 
would be the rate at which they are pushing 
up the yield potential for different crops 
under different agro-climatic conditions (a 
good measure would be the maximum yield 
obtained by research stations on their 
experimental stations and in controlled trials 
on farmers’ fields for different crops and 
under different agroclimatic and irrigation 
conditions); focusing on the behaviour of 
actual yields relative to the proven potentials 
and theextent of interaction between research 
system and extension workers/farmers and 
its role in shaping research programme; 
and periodic independent, professional 
evaluation of the performance of the research 
system and its constituents. 

Similarly, in theca.seof extension services, 
the number of demonstrations conducted, 
the number of soil samples tested, or the 
number of farmers who sought and were 
given advice are not adequate measures of 
performance. Periodic sample surveys to 
assess the extent to which f^armers in fact 
adopt the advice, and their opinions about 
the promptness andquality of advice received 
would provide a far better basis to asses the 
efficacy of the services, identify the 
weaknesses and corrective action. 
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Decentralisation 

These activities, as indeed much of the 
planning for agriculture and rural 
development,suffer fromover-centralisation. 
Under the Indian constitution, practically all 
aspects of agricultural and rural development 
fall within the domain of the states. Laws 
relating to land tenure, co-operatives, water 
resource development, forests and marketing 
are enacted by the state legislatures and 
implemented by the state governments. The 
public sector programmes for agriculture are 
supposed to be planned and implemented by 
the states. The centre’s powers are limited 
to agricultural research, financial institutions 
and water resource development on inter¬ 
state rivers. However, the centre has come 
toexercise - through party channels, through 
the Planning Commission and above all by 
virtue of its superior command over 
resources - influence states’ programmes 
and priorities for agriculture over a much 
wider area. 

The central government has, over the years, 
taken the lead in proposing new programmes 
in the field of agriculture and in funding 
them. In doing so the scopie and content of 
agricultural programmes which are supposed 
to be exclusively in the domain of the states, 
arc being increasingly shaped by the centre. 
The result has been a needless proliferation 
of programmes often involving duplication 
and waste. It also tends to impose on the 
states schemes of a uniform pattern, 
unmindful of the great diversity of conditions 
in the country. If this prix.-ess is to be reversed; 
as It must, the .states must give up their 
passive acquic.scence of centrally sponsored 
schemes. They should he encouraged to take 
greater initiative to experiment, innovate 
and evolve strategics and programmes 
appropriate to their specific situations. 

Local governments did not, until recently, 
have any constitutional status. Nor did they 
have much authority or resources to decide 
on the scale and content of local programmes. 
Practically all public sector projects under 
the state plans and their distribution between 
different districts arc decided by the slate 
government and implemented through the 
state bureaucracy. The situation, however, 
IS expected to change significantly in the 
wake of the recent constitutional amendment 
for setting up elected local governments as 
the third tier of government. 

Decentralisation is necessary not only from 
the centre to the states but also from the stale 
to the local (district) levels. Agricultural and 
rural development programmes can be 
divided into two broad categories, namely, 
programmes (like research, major irrigation 
projects, river basin planning, afforestation 
of catchment) which have to be planned and 
implemented by the state or the central 
governments and those schemes (minor 


irrigation, roads, integrated micro-watershed 
development, elementary schools and the 
like) which are best implemented and 
managed locally. 

Development schemes which are 
essentially Ipcai in character constitute 
perhaps as much as one-fifth of the public 
sector plan outlay in India. 'They offer much 
scope for simplification, rationalisation and 
decentralisation. In the first place, all 
programmes in this category (including all 
poverty alleviation, special area and crop 
programmes, programmes for vulnerable 
segments, rural development, basic health 
care and elementary education), could be 
pooled and divided intotwobroad categories: 
one for augmenting employment, productive 
capacity and incomes on a sustained basis 
and another to ensure that all people in ail 
areas have access to a minimum standard of 
basic social amenities (schools, hospitals, 
water supply). 

The total resources under the first category 
could be allocated among the states and 
through them to the individual districts in 
proportion to the number of poor and 
unemployed or some index which captures 
these magnitudes with reasonable accuracy. 
The resources for ensuring basic amenities 
could be distributed to districts through the 
states on the basis of the deficiency in the 
current level facilities available relative to 
the accepted minimum standard. The 
resources for the two categoncs of local 
programmes should be transferred to elected 
local governments leaving them free, with 
such technical help as they may need from 
the state and the central professionals, to 
decide the composition of the programme 
in the light of local conditions. 

Once the constitutional provisions 
regarding mandatory elections to the local 
government are implemented, political 
accountability for the effective use of 
available funds will be substantially 
strengthened. This could be further reinforced 
over time by insisting that local governments 
supplement resources (in cash, kind or labour 
contributions) to finance such activities. They 
should also be given powers to determine 
their own manning policies. These .steps 
together would help bring about a better 
match between programme content and local 
nceds/possibilities, reduce the necessity fur 
central monitoring and interf erence to ensure 
effective implementation and reinforce the 
incentive for local governments to make 
oroper use of resources available to them. 

Conclusion 

The purpose of this essay is to underscore 
thecrucial importanceof institutional reform, 
particularly in the domain of public systems, 
for sustained technical progress and output 
growth in agriculture. There is limited scope 


for privatising irrigation, research and 
extension, and other infrastructure facilities. 
All of these will continue to be mainly the 
responsibility of public sector. Unless the 
public sector’s efficiency in mobilising 
resources and managing these facilities is 
vastly improved, trade and price policy 
reform will not make a signi ficant difference 
to the pace of agricultural growth. 

Specific ingredients of desirable reforms 
have been better studied and worked out in 
some areas than in others. For instance, we 
know more about what needs to be done in 
the case of surface irrigation than in the case 
of groundwater. The framework of laws and 
regulations in which institutions function 
and the mechanisms of public regulation in 
the context of agriculture are not as well 
studied. The articulation of a blueprint for 
reform will require further detailed studies. 
The burgeoning theoretical literature on 
transaction costs, incentive systems, 
principal-agent problems, enforcement 
mechanisms, collective action and other 
aspects of social and economic institutions 
provides a promising basis for this purpose. 

An action blueprint must not only specify 
what is desirable but also a strategy for 
getting it accepted and implemented. Such 
a strategy has, by its very nature, to be 
political. Any disturbance of the cxi.sting 
arrangements, and the manner in which they 
function, affects some groups adversely, 
some favourably and some in a mixed way. 
Overaiming the resisiencc of those adversely 
affected by mobilising potential bcnclicianes 
of the reform is often not easy, especially 
when they arc large m number and not so 
well endowed in terms ol re.sources. The 
necessary combination of a long term 
systemic vision, statesmanship and power is 
to be found rarely, if at all. More commonly, 
politicians and the bureaucracy, who play 
the key role in mediating the reform process, 
face precarious tenures and stand to lose as 
a result of reform and are unlikely to be 
enthusiastic about it. But they do act under 
pressure of extreme circumstances. The 
emergence of chronic and unsustainable 
fiscal imbalances at the centre and in the 
states is one .such circumstance. This, together 
with the growing clainoui from the users ol 
facilities and services provided by the public 
sector, could be the basis lor a political 
initiative to initiate urgently needed reforms. 

Notes 
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April-May IW.S as Visiling Fellow al ihe World 
Resource Inslilulc, Washington, DC. Thanks are 
due lo Ihc WRI for enabling me lo work on il 
wilhout any dislraction The preparalion of the 
paper, and its subsequent revision, has greatly 
benefited from discussions, comiiienis and 
reactions from Robert Rc|kuo, Francis (^ih-ico, 
S Ncelakanlan, T N .Snnivasan. C T Kunen and 


Economic and Political Weekly Special Number September 1996 


2457 



responsibility applies Thanks ore also due to 

P S Syaniala for typing the paper.) 

1 For a comprehensive review and critique of 
governments trade and pricing policies relating 
to agriculture from the liberalisation 
perspective see Gulati and Shorma (1991). 

2 Nearly three decades back Dantwola drew 
attention to the paucity of empirical studies 
on aggregate supply respon.se to price 
incentives. He further argued that the role of 
pnee policy as a determinant of agricultural 
growth was greatly exaggerated; and that 
non-price factors, especially technology and 
public investment in infrastructure, arc far 
mure important. His arguments remain valid 
even now [Dantwala 1967, 1976). 

3 It is noteworthy that a recent conference on 
liberalisation and agriculture did not have any 
paper on agrarian structure and reform; nor, 
it seems, did it figure much in the di.scussion 
[see Bhalla 1994). 

4 For a different viewpoint on this issue, see 
Indian Journal of A/irwultural Eronomics. 
July-Septembcr 1991 and January-March 
1992 (pp 28-30). 

5 Co-operatives arc of course not the only form 
of organisation based on collective action. 
There is growing interest in other fonns of 
the comiiiunity-ba.sed development and use 
of land, forests and common pool resources 
like water [e g. Moench 1993. Chopra 1990, 
Kolhari 1996] There is also an extensive 
literature on the theory of collective action, 
the more well known contributions being that 
of Marcur Olson and Elinor Ostroin 

6 For a comprehensive review of the rural credit 
system and co-operatives sec Khusro (1988). 

7 The.sc arguments for an active role as regulator 
and participant for the public sector are 
questioned on the grounds that it has proved 
to be inefficient and that the regulatory 
authority is liable to be captured and rendered 
ineffective. However, all public systems arc 
not inefficient, inefficiency is not confined 
to them, nor is such inefficiency inherent or 
irremediable If public intervention is essential 
for social pur|>uses, it is essential to focus on 
how the nature and modalities of such 
intervention and institutional arrangements 
in public systems can he made more effective. 

8 Fur an overview of the current state of water 
laws in India see Singh (1991, 1992). This 
review covers only lormal laws The nature 
and basis of infornml cummunily regulations 
based on custom as well as the case law 
reflected in court ludgmcnts remain largely 
unanulysed. 

9 These issues have not received adequate 
attention in the literature on irrigation 
instiluliuns For a review of this literature see 
Vaidyanathan (1986) 

IU 7'hc legal and institutional pnispccts of ground 
water regulation have recei ved some attention 
in recent years. They focus on the lolc of 
markets along with proper pricing of energy 
os an alternative to regulations (.Shah 1993] 
and on the ments of social regulation by local 
communities [Moench 1993, Saleth 1996]. 
But the literature reflects inadequate 
appreciation of the inherent difficulties of 
defining enforceable properly rights over 
groundwater [Vaidyanathan 1996]. 

11 Sec .Singh (1986), .Saxena (1995). 
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organisations in irrigation see GOI 1992. 

13 Public sector reform is a widely discussed 
subject. The need for ensuring autonomy and 
accountability has been emphasised by 
numerous committees of government and 
parliament, and in plan documents. But the 
fundamental issue of insulating managements 
of public undertakings from executive and 
political interference and ' devising 
mechanisms of accountability in such on 
arrangement arc consistently evaded. 

14 For a review of issues involved in relation 
to electricity see Hema (1996). 

15 .See GOI, Planning Commission (1992) 

16 The ICAR was reviewed by a high-power 
committee in 1988 [Kao 1989] but the review 
was mostly limited to organisation, personnel 
and management. It did not come to grips 
with the problem of evolving meaningful 
measures of performance. 
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Economic Reforms, Employment and Poverty 

TVends and Options 

Abhyit Sen 

If poverty reduction is to be a serious part of the agenda of economic reforms, the reforms will have to have an 
ixplicitly redistributive content. This will require cuts in subsidies to the rich and also higher taxes to maintain and 
ncrease the expenditure relevant for the poor. In addition, the old issues of land distribution and provision of universal 
nimary education and health must be put back on the agenda. 

But, more than anything else, it must be recognised that a reforms strategy which aims to withdraw the state from 
hvestment, liberalise finance and thus divert finances from the state to the private sector, liberalise agricultural 
rode and thus enrich the rich at the direct cost of the poor and seeks to control inflation and balance of payments 
oroblems through deflation and devaluation is at its root a fundamentally inequitous adventure. 


IIS paper is concerned with the possible 
ipact of the economic reforms undertaken 
' the government of India in the 1990s on 
e nature and incidence of poverty in India, 
le point of departure is the obsci vation 
)m NSS data that poverty, which had nut 
owed any time trend at ail till the mid- 
i70s, declined significantly between the 
id-1970s and the end-19S0 but appears to 
ive increased again in the 1990s. In other 
ards, poverty appears to have declined 
ily in the decade and a half beginning the 
id-1970s during which there was an 
.plosion in public expenditure leading up 
the fiscal crisis which, among othcrthings, 
ccipitated the economic reforms in 1991. 
ii.s suggests that there might he a much 
lunger link between public expenditure 
id poverty reduction than is usually 
iprccialed, and this in turn has the 
iplication that the reforms process may 
•lually impinge adversely on the poor if its 
irus continues to be on the reduction of 
iblic expenditure. 

For this reason it is important to identify 
.e direct and indirect effects of public 
(penditurc. and of other aspects of the 
•ononuc reform policies, on poverty 
leviation. This paper is a very preliminary 
fort in this direction. In the first section, 
brief outline of the trends in and structure 
r poverty in India is presented, with a view 
> identifying the important characteristics 
f the poor population. This allows for an 
itimation of the likely effects of such policies 
n the material condition of the poor and 
lose close to the poverty line. .Since poverty 
■ found to be closely related to employment 
ad occupational characte'istics, a discussion 
11 past employment trends and poverty trends 
' included in the next section. In the 
'Mowing section, there is a more detailed 
"iisideration of the recent trends in poverty; 
'll! this is followed by a section which deals 
ixcitlcally with the statistical determinants 
• poverty as well as the rel ationship between 
IIS and economic growth. Finally, the last 


section sets out some brief conclusions in 
termsof different policy options for cconoimc 
reform which make poverty reduction an 
explicit objective. 

I 

Long-term Trends and 
Profile of Poverty 

The Economic Suivey 1 99.5-96 has claimed 
that “the percentage of India’s population 
below the poverty line has declined from 
25.94 per cent in 1987-88 to 18.96 per cent 
in 1993-94". This claim is based on estimates 
made by the Planning Commission using a 
methodology whereby the consumption 
distribution obtained from the National 
.Sample Survey (NSS) arc applied to total 
estimates of consumption expenditure us 
obtained from the Central Statistical 
Organisation’s (CSO) compilation of 
National Accounts. On this ba.si$, the rural 
poverty ratio declined from 28 37 per cent 
in 1987-88 to 21.68 per cent in 1993-94 
while the urban poverty ratio lell from 16.82 
per cent to 11.55 per cent. These figures, 
which have been used to claim that there has 
been no increase in poverty following the 
economic reforms initiated in 1991, have in 
turn been challenged by independent 
analysts.' The criticism takes two lorms. 
First, that even using the Planning 
Commission method, poverty in 199.1-94 
was higher than in 1990-91 just befoo' 
reforms began and so the comparison with 
1987-88, a drought year, gives a misleading 
trend. Second, and much more importantly, 
that the Planning Commission method is 
itself flawed as was pointed out in 1993 by 
the high-level Expert Group on Estimation 
of Proportion and Number of Poor. Using 
the methodology suggested by this expert 
group, not only arc the poverty figures 
much higher, these show that there is no 
real trend decline in poverty since around 
1986, that poverty increased massively 
between 1989-90and 1992, and that although 


poverty fell in 1993-94 this was still higher 
than in the immediate pre-reform years 
1989-90 or 1990-91. 

Some ol the issues which arise from these 
diffcicnt estimates are di.scussed in a later 
section. Here, we need to outline the long¬ 
term trends in poverty, and lor this we pre.sent 
in Table I, estimates from a third source 
altogether - that compiled by the Poveitv 
and Human Resources Di vision of the World 
Bank,' also using NSS data. This source 
gives a long series from 1951 onwards, and 
the main message which emerges is 
important. This is that there was no long¬ 
term time trend in poverty from 1950-51 to 
1973-74 b«i that there was thereafter a 
sharp decline in poverty till 1986-87. Alter 
1986-87, the decline continued at a slower 
pace till 1989-90 when it was reversed, with 
a particularly sharp increase in poverty in 
1992. Poverty declined again in 1993-94 .so 
that rural poverty in 1993-94 although higher 
than in 1989-90 or 1990-91 ju.st bclore the 
relornis. was at about the same level as in 
1986-87. Urban poverty, which had not 
increased particularly in 1992, was, howevci, 
lower in 1993-94 than in any pie-reform 
year. 

These trends are important tor a number 
of reasons. First, the trend in rural poverty 
shows a very close similarity with trends in 
agricultuial wages. Estimates of real 
agricultural wages from a numberof.sources 
al.so show stagnation till the inid-1970s with 
sharp increases thcrcaltcr till the end- 1980s 
when there is a slow-down again. Second, 
the penod of declining poverty (mid-1970 
to end-1980) was relatively short, and one 
which was marked by increasing government 
expenditure leading to severe liscal 
imbalances by 1990. Third, that this period 
of declining poverty was infact one when 
rural poverty declined faster than urban 
poverty. Fourth, that rural poverty stopped 
falling, and indeed increased, as soon as 
fiscal stabilisation was attempted after 19*) I, 
and during this late.st period the gap between 
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increase. These trends require explanation 
and analysis, and this is the main focus of 
this paper. In the remaining part of this 
section, we provide a brief outline of the 
profile of Indian poverty.’ 

The most comprehensive data on the 
structure of poverty remains the information 
that can be gleaned from the NSS large 
sample survey of 1987-88, since details of 
the more recent large sample survey 
conducted in 1993-94 are not yet available. 
It seems reasonable to assume that in broad 
contours the picture that emerges for 1987- 
88 remains valid for the early 1990s. 

Some of the evidence on the structure of 
poverty in India in 1987-88 is provided in 
Table 2. The first and most obvious point 
to be made relates to the dominantly rural 
nature of the poor population. The poor in 
rural areas constituted around three-fourths 
of the total poor population. This has to be 
juxtaposed with the fact that subsequently 
uiban poverty has declined at a faster rate, 
so that poverty has become even more rural 
in nature. Within the rural areas, there is also 
evidence of greater regional concentration 
of poverty, with some backward regions 
displaying a very high incidence of poverty 
as discussed below. 

In the rural areas at an all-India level, the 
worst off economic group is that of mral 
labour, both agricultural and non- 
agricultural. This is true both in terms of 
depth of poverty and its severity in terms 
of distance of average incomes from the 
actual poverty line. Within this broad 
category of rural labour, casual labour on 
non-permanent contracts is the most 
su.sccptible to absolute poverty. There is no 
discernible difference in poverty ratios 
between agricultural and non-agncultural 
casual labourers, which is not surprising, 
since the casual labour populations tends to 
move between agricultural and non- 
agricultural occupations as they become 
available The self-employed rural 
households, whether agricultural or non- 
agricultural, tend to experience much lower 
levels of economic deprivation than other 
rural groups. 

Female-headed rural households recorded 
a higher than average incidence of poverty, 
both in terms of prevalence and .severity. 
Those rural households classified as poor 
(ended to have higher than average 
reprc.scntation of adult females and lower 
than average representation of adult males. 
Also, poor households in general tended to 
have higher dependency ratios, .so that 
children dominated in the number of poor 
persons, and were over-represented in the 
poor population relative to the total 
population. Also, there are definite social 
dimensions to material deprivation, with the 
category of scheduled castes and scheduled 
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of poverty than the general rural populltion. 
In fact, scheduled tribe groups are even 
worse off than scheduled castes on average, 
and tend to be the most economically destitute 
of all the rural population. 

The urban areas present a slightly different 
picture. Firstly, the poor are more 
economically and socially heterogenous. 
Thus, the most important occupational groups 
among the poor urban population are those 
employed in casual labour, as well as a 
section of the self-employed. The self- 
employed category is highly heterogenous 
in urban areas, comprising both highly paid 
professional occupations as well as informal 
sector low paying activities. The latter 
constitutes among the poorest of the urban 
population, along with workers employed in 
insecure casual contracts. Clearly, the 
irregular and insecure nature of such incomes, 
which arc also typically low, is the major 
source of poverty in urban households. 
Scheduled castes and tribes were less 
significant among the poor in urban areas 
than in rural ones, and there was no real 
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poverty. However, the problem of poverty 
among female-headed households was far 
more serious in the urban areas. Despite this, 
the dependency ratio among poor urban 
households was slightly lower than among 
their urban counterparts. * 

In terms of regional concentration of 
poverty, only two states - Bihar and Uttaf 
Pradesh - together accounted for 34 per cent 
of the total poor population in 1987-88. In 
Bihar in particular, there was a large over- 
representation of poor people, and there is 
no reason to believe that this has altered 
dramatically. Another six states - Andhl' 
Pradesh, Madhya Pradesh, MaharashlVhl' 
Orissa, Tamil Nadu and West Bengal - 
accounted for a further 43 per cent of the 
poor. For rural poverty in particular, there 
was over-representation of the poor in 
Madhya Pradesh, Maharashtra, Orissa and 
Tamil Nadu. In the states of Gujarat.Rajasthan 
and Orissa, scheduled castes and tribes 
accounted for more than half of the poor - 
well above their share in total population.- 
Scheduled tribes, especially in these states,i 


Tabu- 1: Poverty Es-hmates 19.SI-94 


NSS 

Round 

Period 


Rural 



Urban 

ww. ■ „ M 

H 

PG 

SPG 

H 

PG 

SPG 

3 

Aug 51-Nov 51 

47.37 

16.05 

7.53 

35.46 

11.14 

4 82 ' 

4 

Apr 52-.Sep 52 

43 87 

14 64 

671 

36 71 

10 91 

441 1 

5 

I>ec 52-Mar 53 

48,21 

16 29 

7.56 

40.14 

13 25 

5.96 , 

6 

May 53-.Sep 53 

54.1.3 

19 03 

9.12 

42.77 

13 83 

6.29 , 

7 

Oct 53- Mar .54 

61 29 

21 95 

10.26 

49.92 

17.24 

7.74 

8 

Jul .54-Mar 55 

64,24 

25.04 

12.50 

46 19 

15.76 

7.02 ■ 

9 

May 5.5-Nov 55 

51.83 

18 44 

8.80 

43.92 

14.65 

6 40 

to 

Dec 55-May .56 

48.34 

15 65 

671 

43.15 

13 34 

5.41 ' 

M 

Aug 56-Feb 57 

.58.86 

19.45 

8,.50 

51.45 

18.16 

8.51 

12 

Mar .57-Aug 57 

62.11 

21.69 

10 01 

48 88 

16.31 

7 25 

1.3 

Sep .57-May 58 

.55 16 

19 01 

8 78 

47.75 

15 95 

7 (X) 1. 

14 

Jul .58-Jun 59 

.53.26 

17.74 

7.88 

44.76 

13,75 

5,87 ... 

1.S 

Jul .59-Jun 60 

.50 89 

1.5.29 

6,13 

49.17 

15.83 

675 

16 

Jul 60-Aug 61 

45.40 

1.3.60 

5.53 

44.65 

13.84 

5 83 

17 

.Sep 61-Jul 62 

47.20 

13.60 

5.31 

43.55 

13.79 

6.05 •" 

18 

Feb 63-Jan 64 

48.53 

13.88 

5.49 

44.83 

13.29 

5 17 

19 

Jul 64-Jun 65 

53.66 

16.08 

6 60 

48.78 

15.24 

6.38 ' 

20 

Jul 6S-Jun 66 

57.60 

17.97 

7.60 

52.90 

16 82 

6.98 -j 

21 

Jul 66-Jun 67 

64,30 

22.01 

10.01 

52.24 

16.81 

7.19 

22 

Jul 67-Jun 68 

63 67 

21.80 

9.85 

.52.91 

16.93 

7 22 

23 

Jul 68-Jun 69 

.59.00 

18.96 

8.17 

49.29 

15 54 

. 

24 

Jul 69-Jun 70 

57 61 

18 24 

7.73 

47.16 

14.32 

5.86 

2.*) 

Jul70-Jun7l 

.54.84 

16 55 

6 80 

44.98 

1.3.35 

5.35 '■ 

27 

Oct 72-.Sep 7.3 

55.36 

17..3.5 

7.33 

45 67 

13.46 

5.26 ' 

28 

Oct 7.3-Jun 74 

.5.5.72 

17 18 

7.13 

47.96 

13.60 

5.2?' ■ 

32 

Jul 77 Jun 78 

50.60 

15.03 

6.(X> 

40.50 

11.69 

4.53i'-'' 

38 

Jan 83-Occ 83 

45.31 

12.65 

4.84 

35.65 

9 52 

3..56I.. 

42 

Jul 86-Jun 87 

38.81 

10 01 

3.70 

34.29 

9.10 

3.40).. 

43 

Jul 87-Jun 88 

.39.60 

9.70 

3 40 

35.65 

9.31 

^■2-^1.. 

44 

Jul 88-Jun 89 

.39.06 

9.50 

3.29 

36.60 

9..54 

3.29,. 

4.3 

Jul 89-Jun 90 

34.30 

7.80 

2.58 

33.40 

8.51 

3.04 

46 

Jul9() Jun9l 

36 43 

8.64 

2.93 

32.76 

8.51 

3.12 

47 

Jul9l-I)ec9l 

37.42 

8.29 

2.68 

33.23 

8.24 

2.90 

48 

Jan 92-l3ec 92 

43.47 

10.88 

3.81 

33.73 

8.82 

3.19 

50 

Jul 9.3-Jun 94 

38.74 

9.41 

3.27 

30.03 

7.62 

2.761- 


Notes: H; head count ratio of poverty: PC' poverty gap ratio; SPG: squared poverty gap. 
Source: B Ozler. G Dull and M Ravallion, 'A Oaiabase on Poverty and Growth in-India', The Worid 


Bank, January 1996. for estimates up to the 48th round; For .SOth round, NSS data has been used 
to calculate the estimates using exactly the same methodology as In the rest of the series. 
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rived and destitute of all Indians, 
here is a close relationship between the 
•ent of poverty and patterns of employment 
d real wages. In the rural areas in particular 
argued in the section below - two factors 
critical (in addition to food prices) in 
laining the incidence of poverty both 
.T time and across states and regions; the 
haviour of employment including the 
'rce of diversification away from purely 
. icultural employment, and movements in 
i| wages. For this reason, trends in the 
h and pattern of employment are very 
.. int indicators of the extent and .severity 
fKivcrty. 


II 

Trends after Mid-1970s 

fhe essential point which emerges from 
■previous section is that asustained decline 
wverty is observable only after 197.1-74, 

I that this process was over by 1990-9!. 
act, the decline was almost certainly a 
iiomenon which began after l97‘5-7(). 
years l972-7.'5 wcrcdifficult years with 
inflation was low growth, and 'he 
p in poverty in 1977-78 as compared 
1973-74 is to a large extent atiributahle 
iccompari.son of an excellent agricultural 
r with a year when output was below 
id. For this reason it is more reasonable 
late the beginning of the poverty decline 
iround 1977-78. 

As IS well known by now, during the 
lod 1977-91 (and particularly during the 
■Is) the Indian economy unilerwent a 
umption- led boom, spuned on by increa- 
cvenuc dcUcits of the government, and 
ced in large part by high deficits on the 
nal current account. This is the boom 
:h went bust in 1991, laying the basis 
reforms’. But since this boom and bust 
te is paralleled fairly closely by what 
ipened to rural poverty, it is worth 
ounling .some of its more important 
leatures. First, the boom was possible at all 
ise, with intieased access to external 
md with agricultural growth higher 
the long-term average, the Indian 
my was much better placed on the 
1 side, with both of her two traditional 
y constraints greatly eased, 
ond, during this boom it was the 
lised sectors of the economy which 
. fastest in terms of incomes and output, 
'< I this growth did not lead to nuicfi increase 
in organised sector employment. The rate of 
^•owth of organised sector employment 
I ’• lerated significantly, and the 1980s 
/th of such employment was, at 1.5 per 
cn, per annum, much less than the rate of 
('opiilation growth. Within this, employment 
in the private organised sector was the most 
■•luggish, averaging a growth rate of only 


K}.i percent per annum, ana tnere was stow 
growth also of employment provided by the 
Central government and its industrial 
undertakings. 1 n fact, whatever employment 
growth occurred in the organised sector was 
provided mainly by state governments and 
certain quasi-government organisations, for 
example the nationalised banks. Moreover, 
during this period there was also a sharp 
drop in labour absorption by the agricultural 
sector, and agricultural employment also 
grew at a rate substantially below the rale 
of population growth, and below rates of 
growth achievcti in the past at times of lower 
output growth. Thus, the rapid growth of 
output in agriculture and in the organised 
private sector failed to translate itself into 
higherdirect employment in these important 
sectors. 

Nonetheless, and this is the third important 
point, this decade was charactensed by rising 
real wages and a fairly sharp drop in both 
the incidence and the seventy of poverty, 
particularly in rural India. According to 
calculations made for this papei, using data 
from the National .Sample Survey and 
following the methodology recommended 
by the Expert Group on Estimation ot 
Pr^opotion and Number of Poor, there was 
a steady decline in the head count measure 
of poverty for the rural population trom .30.4 
in 1973-74 to .53 I per cent in 1977-78 to 
45,6 in 1983, 38.3 in 1986-87 and to .37 9 
per cent in 1989-90.^ The urban poverty 
ratio similarly fell steadily from 49.2 per 
cent to 32.4 per cent during the same period. 
This meant that the incidence ol poverty 
which had tluctuatcd. positively with 


inilation and negatively with agricultural 
output, with if anything a positi veunderlying 
trend up to the mid-1970s began to decline 
thereafter. The most important reason for 
this was the fact that real wages of unskilled 
labour increased significantly in both urban 
and rural areas. Several alternative sources 
of data arc available for agricultural wages, 
and all of thc.se suggest that real agricultural 
wages i ncreased by around .50 per cent during 
the decade - an increase almost double the 
increase in labour productivity in agriculture 
during this period. 

These observations indicate that there were 
important changes m the nature of inter¬ 
sectoral and other linkages in the economy. 
One important point is that, although 
agriculture continues to be the largest 
employer of the workforce and productivity 
increases here arc of major weight in the 
economy, the rest of the Indian economy 
appears to have become progressively less 
dependent on the behaviour ot agricultural 
output during the 1980s. This is evident 
from the fact that the period of relative 
stagnation in agricultural output 1983 87 
was nevertheless marked by high growth 
rales in non-agnculturc, and, more generally, 
econometric evidence suggests that the earlier 
dependence of aggregate economic growth 
on the behaviour of the monsoon seems to 
have diminished. There are thiee major 
reasons tor,this. First, the shaip decline in 
the employment elasticity ot output of the 
organised sectors of the economy meant that 
increased output in industry and services 
today involves a much lower concomitant 
increase iii the demand for wage goods. 
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Rural 



Urban 


Gri)ui>s 

Popiilulion 

Shnie 

Per Cent 
Poor 

Pei Cent of 
Total Poor 

Population 

Share 

Per ('em 
Poor 

Per Cent of 
Total I’oor 

Scll-emp iignculliirc 

44 3 

38.3 

17 9 




.Self-employed non- 







agriculture 

12 5 

.39 0 

10.8 




All self-employed 

56 7 

.38 5 

48 7 

38 8 

41 s 

43 0 

Agricultural labour 

27 1 

62.7 

41.8 

12 1 

68 1 

25 9 

Other labour , 

8 1 

48.7 

9 2 

43 7 

2? 9 

27.3 

Others 

79 

26.4 

4 5 

.S S 

.32 6 

4.7 

Scheduled castes 

184 

56 1 

22 9 

II 7 

S3 3 

17 0 

Scheduled tnbes 

10 5 

62.7 

14 7 

3 8 

48 3 

5(1 

remale-headed HH 


47.0 



43 4 


All households 

100.0 

44 9 

KXM) 

IIK) 0 

36 S 

100.0 


Tahlf 3. CoMPosmoN Ol Rural Emmoymfni (N.S.S Usuai .Siaius Daia) 




Males 



Females 


Prntiary 

Secondary 

Tertiary 

Pnmary 

Secondary 

Tertiary 

1977-78 (July-Junc) 

80.6 

8.8 

10 5 

88 1 

67 

5 1 

1983 (Jan-Dcc) 

77 5 

10 0 

12.2 

87 5 

7.4 

4 8 

1987-88 (July-June) 

74 5 

12 1 

13 4 

84.7 

100 

5 3 

1989-90 (July-Junc) 

71.7 

12 1 

16 2 

81 4 

124 

6 1 

1990-91 (July June) 

71.0 

12 1 

16 9 

84 9 

8 1 

7 0 

1991 (July-I)ec> 

74 9 

11 2 

13 9 

86.3 

7 9 

58 

1992 (Jan-Dee) 

75 7 

10.4 

13 9 

86 2 

7 8 

6 0 
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baseU industries fell sharply so that 
agricultural raw materials played a less 
significant role as industrial inputs than 
earlier. The boom sectors of the 1980s - 
chemicals, consumer durables and high- 
tech services - had very little linkage to 
agriculture. Thirdly, the combination of an 
easier import situation and an enhancement 
of government operations meant that 
government policy insirumcnl.s were more 
effective in insulating the noii-agricultural 
sector from the effects of monsoon 
lliictuations. 

This last, i c, government policy, operated 
on both the supply and demand sides. Given 
Its highei Iboclgrain stocks and easier access 
to foreign debt, the government could better 
ensure agricultural supplies to non- 
agriculture during |)eriodsof low agricultural 
output by running down its stocks and by 
resorting to higher imports of other 
agricultural commodities And, the demand 
consequences on nun-agriculliirc of lower 
ugricuitural incomes duiing such periods 
were also belter mitigated because, at such 
times, the government stepped up its revenue 
cxpcndituie in rural areas, by expanding 
employment programmes and by generating 
more self-employment opportunities either 
directly through its own rural development 
schemes and/or by instnicling hanks toextend 
more credit. Thus, although there were 
lealnres in the nature ol organised sector 
growth which tended to weaken .igriciiltiire- 
nonagriculturc linkages, the extent of this 
weakening depended considerably on a 
particular lypeol government involvement. 
Because ol this, ihe continuing importance 
ol agiicultuie cannot he wished away easily, 
since a fall in agricultural output can still 
have severe negative implications lor the 
economy, both in terms of output and 
inflation. 

Indeed, what is sinking about the 
experience ol Ihe 198()\ is that despite the 
declining dependence of non-agriculuiral 
sectors on the peilormance of agriculture, 
the prices of agi ictiUural goods rose faster 
than the general price level. This meant a 
reversal ol the earlier terms of trade 
movement against agrictillure, and this also 
went against the international trend tif a 
worldwide movement of terms of trade 
against agriculture. That this increase in 
agricultural prices did not have unbearable 
inllalionaiy implication was partly because 
of the tendency described above of weakened 
inicr-secioral linkages, and partly because 
of the way the food procurement and public 
distribution systems functioned. Govenimcnl 
procuiement of foodgrains was more than 
adequate and government stocks generally 
sullicient. the procurement prices were 
typically close to the market prices and 
domestic looil prices were also not too far 
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speculative pressures, and the PDS, along 
with the government’s free market 
operations, worked to some extent to keep 
the prices of essential foodgrains under 
control. 

In fact, from the point of view of poverty, 
an important trend during this period was 
that while agricultural prices as a whole 
increased faster than the general price level, 
cereals prices incrca.scd slower, so that it was 
possible for real wages to rise without 
increasing product wages correspondingly. 
This was an important contributory factor 
behind the decline in poverty which occurred 
during the period. As will be discussed later, 
these equations appear to have changed in 
the post-reform period. 

Moreover, there was another important 
development concerning linkages in the 
economy. This was the rapid growth of non- 
agricultural employment in rural areas. After 
a long period during which agriculture’s 
shaie in the labour lorce had remained 
constant, there seems to have been a change 
somewhere in the mid-1970s when this share 
began to decline. Since the urban population 
has grown taster than total population, this 
IS ol course related to some extent with 
urbanisation. But it is important to note that 
during the 1980s, the pace of urbanisation 
was 111 fact less than in any decade since 
independence. For this reason it may be said 
that the really important development was 
Ihe growth of the rural non-agricultural sector. 

According to N.SS surveys, the share of 
agricultural workers among all male rural 
workers declined steadily Irom 80.6 per 
cent 111 1977-78 to 77..S per cent in 1983 
to 74.5 per cent in 1987-88 to 71.7 per 
cent in 1989-90. For rural lemales this share 
dropped from 88.1 (icr cent in 1977-78 to 
87 5 |)cr cent in 1983 to 84.7 per cent in 
1987-88 to 81.4 per cent in 1989-90. The 
true significance of this shift is probably 
betu runderstood in incremental terms; these 
figuies imply that non-agriculture absorbed 
about 70 per cent of the total increase in 
the rural work-lorce between 1977-78 and 
1989-90. And this rapid growth of rural non- 
agricultUMl employment provides the main 
explanation lor what would otherwise be a 
pu//lc; how did agricultural wages rise and 
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employment in both agriculture and thi 
organised .sector was growing slower thar 
population? That this development, rathci 
than the somewhat faster growth ol 
agricultural output during the 1980s, was the 
major driving force behind rising wages anc 
declining poverty becomes clearer when n 
is noted that while agricultural growth wa^ 
regionally diverse (with agricultural output 
per capita decreasing in many states), the 
rapid growth of rural non-agricultural 
employment was a phenomenon which 
occurred in almost every state in thecountry. 
and almost every state recorded rising rural 
real wages and falling rural poverty between 
1977-78 and 1989-90. In other words, there 
is need to modify the conventional view 
among Indian economists that the mam 
factors determining rural poverty aie 
agricultural productivity and the rate ol 
inflation. Although both these continue to 
be very important, the grow'h of rural non- 
agriculture has emerged as an additional 
crucial link from the mid-1970s onwards 
What then explained this growth of rural 
non-agricultural cmploymcnl? The Indian 
lileratiiic on the subject has been dominaied 
by two debates. First, whether the giowlh 
of rural non-agnculluial employment is ,i 
positive development at all, or is it simph 
a retlcction of the tact that agncultui.il 
employment has been sluggish and certain 
non-agricultural activities have emerged as 
'residual sectors’. .Second, to the extent thai 
the growth ol rural non-agncultural 
employment is not a 'residual', is it driven 
by developments in agriculture or are the 
growth impulses external ? The idea thai 
non-agncultural employment is 'residual' is 
now somewhat discredited because not only 
are average wages seen to be higher in such 
employment than in agncultuie, but, more 
import ant 1 y, because agricuItural wages havc 
increased as non-agricultural employmcni 
has grown suggesting that what is involved 
I s a pul I factoi which tightens the agricultural 
labour market. Nonetheless, NS.S data show 
that the actual picture is more complicated 
and suggests that 'distress’ movement into 
non-agriculture has continued to be impottani 
for a significant section of rural workers, as 
well as that the main dynanne source of rural 


Tabi r 4. CoMisisirioN or Urban Evu’i-oYMi-Nr (N.S.S Usuai Status Oata) 




Males 



Females 


Sclf- 

Employnient 

Regular 

Casual 

■Sclf- 

Bmployiiient 

Regular 

Casual 

1977-78 (July-June) 

40 4 

46 4 

132 

49,3 

24.9 

25.6 

1983 (Jan-Dcc) 

40 9 

4.3.7 

1.S4 

4.S 8 

25 8 

28.4 

1987-88 (July-Juiicj 

41.7 

43.7 

14.6 

47 1 

27.5 

25.4 

1989-90 (July-June) 

42..3 

41.3 

16.4 

48 6 

29.2 

22.2 

1990-91 (July-June) 

40.7 

44.2 

l-Sl 

49.0 

25.9 

25.1 

1991 (July-Dee) 

42.9 

39.9 

17.2 

47.0 

28.0 

25.0 

1992 (Jan-Dec) 

41 2 

39.4 

194 

42.5 

28 8 

28 7 
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employment generation over this period has 
been the external agency of the state rather 
than forces internal to the rural economy.' 

There are several planks to this argument. 
Within agriculture, all the available evidence 
points tolhe decreasing ability of agriculture 
to absorb more labour, as the overall crude 
elasticities ol employment to output are .seen 
to be low in other major states and on an 
all-Indiabasis. However, there arc substantial 
variations across states, with the 
agriculturally less advanced regions showing 
much higher elasticities than the developed 
states like Punjab and Haryana. Since .some 
of the less advanced states (such as West 
Bengal and Bihar) actually showed the 
highest rates of output growth ovci the period, 
there was less of a dampening effect on the 
overall elasticity as well as a pointer to the 
importanceof regional spread of agricultural 
growth for employment generation 
Moreover, an interesting observation relates 
lo the ilow of person day cniploymeni in 
.igriculture, which, after 1977-78, was seen 
lo be increasing more than stock measures 
of usual or weekly status workers. In a very 
lough and approximate sense, this suggests 
lhai the supply of agricultural labour (as 
ineasurcd by the slock of agricullural 
workers) was aclual ly inci easing slower lhan 
Ihe demand for agricultural labour measured 
III person-days Simultaneously there appeal 
lo have been contractual changes under way 
111 agriculture, with a greater emphasis on 
casual coniracts. 

rhenaturalc|ueslion consequent upon such 
.1 tinding IS what caused Ihe slow growth 
III Ihe stock mea>ures of woikcrs in 
agriculture Here it was found that pull factors 
out ol agriculture were signil leant. The 
relationship between agricullural prosperity 
and the giowlh of non-agricullural 
oppoininities was f ound to be weak and non¬ 
linear, being significant only in states such 
as Punpib and Haryana where not only have 
agricullural incomes crossed a threshold but 
where further increases in agricultural output 
are accompanied by labour displacement 
lather than absorption Outside this limited 
region, the pull is provided mainly by external 
slimuli, Inccitainregions, forexampic along 
die Bombay-New Delhi and the Bonihay- 
■’■angalorc highways, there, is clear evidence 
iliat industrial development, and the growth 
ol services linked lo this,have made deep 
inroads into rural society creating 
opportunities not only in the tertiary .sccloi 
out also'in small-.scalc industry. In addition, 
'll the hinterland of industrially or 
commercially developed regions, there is 
■-■rowing incidence of workers who live in 
iural areas but commute to urban areas - a 
cadency which has been enhanced by tbc 
iact that the organised sector has tended to 
:'refer casual workers to regular employees, 
■nd because rising urban rents and falling 


transport costs have intluenced workers' 
choice of residence. However, given the 
limited geographical spread of such direct 
links to modern industry and conimcice. in 
most areas the pivotal role in the expansion 
of rural non-agnciiltural employment appears 
to have been played by the expansion of 
government expenditure. 

As noted earlier, the I98()s were a period 
when, along with a rapid increase in all sorts 
ol subsidies and transfers to households 
from government, there was a very large 
increase in revenue (as opposed to capital) 
expenditure on agriculture by state and 
central governments, and this was also a 
period when the expenditure on Rural 
Development expanded manifold. More 
generally, throughout the period political 
developments tended to give rural interests 
greater power and they were able to command 
an improvement in the historically low share 
of government cx|H.’nditurc beneliting rural 
areas. Although this improvement in share 
should not be exaggerated, an indication 
may be had from the fact that nearly 60 per 
cent of all new government jobs created 
acciued to rural areas during the decade. 
Moreover, NSS data suggest that, despite a 
low average contribution of only around .'i 
per cent of total niral employment, the 
government ’ s contri but ion was around a 1 1 1 th 
when it comes to either total rural non- 
agrieiiltural employment m 1987-88 or the 
increments in total mral employment between 
1977-78 and 1987-88. Moreover, in 1987-88. 
about 60 pci cent of the regular non- 
agricultural employees in rural areas were 
employed by the government which created 
almost 80 per cent of the increments in such 
regular jobs during the decade covered. 

Thus, given the magnitude ol what is now 
commonly accepted to have been a prolligate 
growth ol government expenditure, the total 
quantumof mcrea.sed llowol public lesouices 
into rural areas must have been significant. 
Besides the large giowth in agricultural 
subsidies already mentioned, this Bow ol 
resources look two predominant forms. Thcie 
was, first, a faiily large expansion of ‘rural 


development' .schemes with an explicit 
redistributive concern.'' This included not 
only the various rural employment and 
IRDP programmes but also a plethora of 
special schemes for a variety of identifiable 
'target' groups. Motivated by the realisation 
that income growth by itself would not 
'trickle down' in adequate amounts, thc.se 
progi amines were however less than entirely 
succcsslul. They spawned a large 
bureaucracy and they became a local point 
tor the polities ol ‘distributive coalitions . 
Yet. though the intended beneficiaries often 
got shoit-chungedbecau.se of such leakages, 
these programmes represented a lairly 
massive net transfertorural aieas. The second 
avenue by which resources Bowed from 
govcrnniciit to rural areas was thiough the 
greater accessibility ol the rural elites to the 
government's normal gravy tram. In pait 
this was a result of greater mobility due lo 
better mlrastrucliire. but to a large extent it 
was also the outcome ol the lad that wiih 
governmeiil.s cliangiiig liequenlly 
(particularly at the state level) more new 
favours, not )usl gibs, bin also vaiious types 
ol agencies and conliacts, had lo be 
di.stiibutcd more otien and the rural uieas 
got a grealci shaie in such eicctoially 
motivated laigesse than they gel at oiliei 
limes 'file resulting Ilow ol icsouices and 
the lesiilling geneiation ol tural deinaiu! led 
to growing opportunities toi diveisilicalion 
ol Ihe .sell employed lioni agriculture lo 
non-agriculture. 

To a veiy large extent, Ihe diieci access 
lo gosernmeni perni.iiieni eniploytiieiil and 
also to many ol Ihe other resources was 
confinedio the belter oil and niorepowerlul 
groups in lur.il society, lo whom such 
incomes wei e more luci alt ve I han agrtcullui e 
Associated with this was a laige and 
signifiiaiii jiicrea.se in the propoilion ol Ihe 
I.S to 29 age loliort which continued m 
education ralhei than join the work loice 
In (lart this must have been a result ol the 
expansion ol educational liicilities as part 
of the gcncial expansion ol government in 
ruial an(l scmi-urban areas, hut to a sub- 
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1989-90 

1992 

1989 90 

1992 

1989 90 

1992 

Scif-ctiip agrieulture 

122 2 

l.<2 t 

4 6 

S 1 

’l208 

147 0 

Regular-cinp agrieultuFC 

.SO 

.1 8 

0 1 

0 S 

S 9 

4 1 

Casual-cmp agnctilnire 

70S 

74 9 

2 8 

J .1 

7.4 4 

)8 2 

Sell-eiiip seenndaiy 

17 7 

11 ^ 

0 8 

7 0 

24 S 

18 4 

Regular enip sceond.ary 


4 1 

7 .1 

8 8 

10 0 

129 

('asuut-cmp .secondary 

It 2 

9 9 

4 0 

0 9 

IS 8 

10 8 

Sell-ciiip lerliary 

18.9 

10 9 

14 S 

IS 0 

444 

42 S 

Regular-einp tertiary 

10 0 

9 1 

154 

10 0 

20 0 

2S 1 

Casual-emp lerliaiy 

4 1 

t 0 

4 1 

4 2 

7 2 

7 8 

Unemployed 

28 

29 

2 .1 

4 .4 

S 1 

0 2 

Total workloree 

260 9 

208 8 

01 7 

70 7 

428 0 

4 49 S 

Total population 

002 7 

008 9 

170 t 

200 9 

779 0 

809 8 
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Sl( (>M'SK(>OIS(;OVFKN lX.KPIMO I'HKSOM 
OF MAHAK/VSH'IKA and rrarh out In (hr rrinnirs; 
corn<m of (he Slalr. Slimulatin|> indusirial |>iuMlh in 
Ihr less developed regions of the Slate for ncarl) 
three decades. Fvolving and growing continuouslv 
throughout fhal period, lodav, it offers Project 
Finance, Corporate Loans, Short lerm l.oans. Direct 
F.i|uit) Participation, Loan Ssndication. l easing. 
Merchant Hanking, lindens citing, Project Appraisal, 
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Kill Discounting, Mergers & Amalgamations, Package 
Scheme of Incentives and F.seorl Services for ail 
clearances and infrastructural amenities. Slf OM also 
acts as a nodal agency in Maharashtra both for NRIs and 
Foreign Direct investment. There are no upper limits on 
the sice of the projects assisted or on the quantum of 
loan. Today, SK'OM is also the first to change from a 
government enterprise to a company with public 
participation - to the full extent of 51%. 
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motivational change (to acquire necessary 
qualifications for a regular non-agricultural 
job) among the youth in the relatively well- 
off sections of rural society. There was thus 
a movement out of agricultural work at the 
margin by workers and potential workers 
from such bciter-off mral groups, which meant 
that sections of the relatively rich vacated 
agriculture cither to obtain regular employ¬ 
ment, mainly in the service sector, or to take 
up non-agricultural self-employment. 

This increased the ability of members of 
the less well-off niral households to find 
agricultural work, and also created a demand 
forcertaintypes of rural services and industry. 
The relative tightening in the agricultural 
labour market which resulted, helps to 
account for the increase in real wages 
observed from the late 1970s. However, 
although .such increases in employment and 
wages did improve the condition of the 
poorest rural workers, their employment 
diversification into non-agriculture 
continued to have many characicristics ol 
a ‘distress’ process, given the overall 
tendency of labour use in agriculture. 
Dictated by the need to ensure economic 
.survival, they increasingly entered iiitocasual 
work not only in agriculture but also m non- 
agriculture. The mam sectors providing this 
type of non-agriciiitural employment were 
secondary sectors like construction, mining, 
and small-scale manufacturing, and there is 
evidence that over time the incidence of 
poverty among those employed in some of 
these sectors became larger than m 
agriculture Moreover, the agency of the 
state was important in terms of the 
diveisitlcation of opportunities for the rural 
poor. Thus, 22.3 per cent of all casual labour 
days spent on non-agricultural activity in 
19K7-88 were on public works piogrammcs 
of the government, this percentage having 
increased from 17.7 in 1977-78 and 14.9 
in 1983. And.althoughthcreislittlecvidcncc 
of any increase in non-agricultural self- 
employment among the bottom 40 per cent 
of the rural population (such increase was 
largely among relatively richer households), 
income generation scheme such as the IRDP, 
mu.st also have had some cl feet. 

This is of course an extremely schematic 
presentation of what is a much more 
multifarious and regionally diverse scenario, 
and there were variations in the paltein across 
states and over time. However, the fact that 
the developments described above occurred 
in every state, irrespective of the rate of 
growth in agriculture or organised industry, 
docs imply the increased importance of 
external stimuli to rural employment and, 
ill particular, the crucial role of the state. 
More importantly, these trends mean that the 
rural labour demand is no longer determined 
only by what is happening within the 
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also by macro-economic processes and 
policies which do not at first appear to have 
any direct link with rural well-being. 

Moreover, because much of the govern¬ 
ment spending involved is project funded, 
because most of the private enterprises 
involved arc small and lack slaying power, 
and because most of the wage employment 
thus created are casual, the vulnerability of 
the rural non-agricultural sector to overall 
public expenditure cuts and to restrictive 
monetary policy is almost certainly greater 
than for its urban counterpart. This has very 
important ramifications in the cunent macro- 
economic context, in which the reform 
measures have particular implications for 
patterns of government expenditure as well 
as on internal and cxteiiial trade. 

It IS importaiu to note m this context that 
the pattern ol structural adjustment and 
government economic strategy since 1991 
ha.s been one which has invol veil a continued 
stagnation in employment generation in the 
organised sector, both public and private. 
Moicovcr, this strategy involved. 

(1) actual declines in Central government 
revenue ex|)endituie on rural develop¬ 
ment (including agricultuial pi ogi amines 
and rural employment and anti-poverty 
.schemes), a.s well as on the Icrtili.ser 
subsidy, in the budgets ol 1991 -92 and 
1992-93. Some of these cuts were how¬ 
ever reversed subsequently in 1993-94 

(2) declines in public infrastnictuial and 
energy invesimenis which aflect the i iiral 
areas. 

(3) reduced transfers to .state governments 
which have been facing a major financial 
crunch and have theiefoic been foiced 
to cut buck their own spending, parti¬ 
cularly on .social expenditure such as on 
education and on health and sanitation. 

(4) reduced spread and rising puces ol the 
public di.stribulion sy.stcm lor food. 

(5) financial liberalisation measures which 
haveeffeclivcly reduced the availability 
of credit, especially to small borrowers 
particularly agriculturists. 


iiius. Ill me cany iwus, mere was a 
reversal of several of the public policies 
which contributed to more employment and 
less poverty in the rural areas in the earlier 
decade. It should, therefore, not be entirely 
surprising that rural non-agricultural 
employment appears to have declined fairly 
sharply us soon as the stabilisation and 
stniciural adjustment policies were put into 
place in 1991. According to N.S.S survey 
data, the non-agricultural propeirtion among 
ruial male woikers was 28.3 per cent in 
1989-90 and 29 pei cent in 199li-9l, before 
the leforms, and this fell to 2.'>.1 per cent 
in Jiily-Deccmbcr 1991 and 24,3 (ler cent 
in 1992. For rural female workers, the 
corresponding figures were 18.6. 15.1,13.7 
and 13 8 per cent. This represents a decline 
ol somewhcie between 9 and 11 million m 
the number of woikers in rural non- 
agriculture, or a drop ol 13-15 perceni in 
the firsi 18 months ol the initiation of the 
reform pioccss ’ 

This lull occurred almost all ovci India, 
with only Karnataka and Madhya Pradesh 
being significant exceptions, in terms of 
scctois, this decline in employment wa-- 
divided roughly equally between manu¬ 
facturing. consiiuciion and community and 
other services, along with a smullci drop in 
transport; while mining, electricity, trade 
and financial services weie immune among 
the sell-employed and casual workers that 
the decline^ was gicatest, with regtilai 
employment being largely maintained.except 
lor some drop among regular male employees 
in the leiliaiy .sector Thus, the pattern ol 
the decline in luial non-agricultural work 
suggests that it occurred not because ol any 
large-scale letrenchment ol regular 
employees by the government or the 
oiganiscd piivatc sector, but because ol a 
cut back 111 acliviiy m the unorganised sector 
and. possibly, some rctrciiclime.nl ol casual 
woikers by the oiganiscd sector. In this 
coniexl. It IS significant that, accoiding to 
the N.SS, this dtop m ruial non-agricullural 
employineiil w.'is not accompanied by a 
corresponding (hop ol such employmcnl 
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Ifrlian 



Ruial 


H 

P(i 

.SPG 

II 

Ki 

SKi 

1970-71 

45 89 

13 39 

5.32 

57 33 

17 57 

7.31 

1972 7t 

47 (K) 

13 57 

5 32 

57 21 

17 >13 

7 54 

197.3-74 

49.20 

13 HK 

5 31 

56 17 

16 75 

6 72 

1977-78 

42.98 

12 16 

4 81 

54.47 

16.59 

6 88 

1983 

38.33 

•19.5 

3 (If- 

49 02 

13 86 

,5 45 

1986-87* 

35..39 

9 48 

3.54 

45 21 

12 21 

4f>0 

1987-88 

36 52 

9 34 

3 38 

44 88 

11 26 

4 04 

1988-89* 

36 98 

9 61 

3 49 

42 2^ 

10 70 

3 54 

1989-90* 

32 41 

8 03 

2 84 

37 94 

8 80 

2 95 

1990-91* 

32 43 

8 03 

2 88 

36 55 

881 

.3 0 3 

1991 (July-Dee)* 

32.02 

■'90 

2 84 

42 06 

10.02 

3 39 

1992* 

33 87 

8 43 

2 97 

48 07 

12 59 

4 58 


Notes'. * ITcnulcs small .sample. Poverty nyiasures .are same as in Table I 
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workers thtsdid no! lead to any large increase 
in open unemployment or to any large full 
in the work participation rate. Rather, the 
self-employed and the casual workers dis¬ 
placed f^rom non-agnculturc appear to have 
reverted hack to agriculture, leading to 
disguised (rather than open)unemployment. 
However, as a re.sult, real agricultural value- 
added per agricultural worker dropped 
signilicMntly, by over 8 pei cent, even if 
comparison is restneted to tlie years 1989-90 
and 1992-93 when mon.soon condil ions were 
very similar. Unfortunately, later data 
(particularly from the 1‘>93-94 NSS large 
sample) is not yet availableto verify whether 
this reversal of trend has continued, but 
clearly the early post-reform impact was 
adverse. 

In the urban areas, regular employment 
has continued to stagnaic. especially in the 
organised sector. During 1991 -9.^. the growth 
rale of employment in the organised sector 
halved from its already low giowth rate 
during the l‘)80s to only 0.8 per cent per 
annum, mainly becau.se of a massive slowing 
down of employment growth in the public 
.sector. The increases in employment that are 
discernible are essentially in casual 
employment, and this is evident for the 
secondary and tertiary sectors according to 
both usual and weekly status definitions. 
However, these increases in employment arc 
still bclo'v the estimated increases in urban 
population over this period. The continued 
process of casualisation of work in urban 
areas has to be seen in relation to two other 
recent tendencies which arc highlighicd by 
several micro-level stiulies. First, there is the 
growth of subcontracting in manulacturing, 
which increasingly integrates formal and 
informal sector productive activities, and 
allows for a substantial partoftlic pioduction 
to be undertaken by very small informal and 
unorganised units at the bottom of the 
production chain. The.sc imply that a growing 
part of manufacturing production is 


formal protection of any sort to labour. 
.Second, and related to the first tendency, 
there is evidence of some ‘feminisalion’ of 
employment, that is the growing share of 
female employment to the total, particularly 
in export-oriented activities, and with wages 
and working conditions that are typically 
inferior to those of male counterpart workers. 

It is evident that these processes will have 
direct and indirect links to the spread of 
poverty, throughout India but especially in 
rural areas. These links, and the more general 
relation between economic growth and 
poverty, arc considered below. 

Ill 

Post-reform Trend in Poverty 

In earlier sections it has been observed 
that there was a declining trend in poverty 
alter the mid-197()s but that this trend was 
reversed in the l‘)‘)()s. However, while the 
earlier declining trend is ol ficially accepted, 
ihc reversal during the I99()s is not. As 
discussed earlier, the main difference between 
the official view and those of independent 
observers arises bccau.se till now the official 
estimate is based not on (he NS.S data 
directly but on adjusted figures obtained 
by blowing up the NSS consumption 
estimates forevery decile group by acommon 
ad|ustment f actor equal to the ratio between 
the CSO estimate of private consumption 
and the corresponding N SS esti mate. Because 
this adjustment factor has increased sharply 
in recent years, the official estimate has 
diverged increasingly from any estimate 
bajicd directly on NS.S data. The Expert 
Group which recently went into this matter 
concluded quiiccalcgorically that the piacticc 
of 'ad|ustiiig' NSS data was arbitrary and 
was likely to give wrong results because as 
ugainstthc implicit assumption in the official 
method that any underestimation ol 
consumj lion is di.stnbiited unilormly over 
the entire population, it is belter to assume 


who arc non-poor. 

In fact, several alternative series which 
use the unadjusted NSS figures arc available. 
In addition to the World Bank series given 
earlier, a series calculated by Tendulkar and 
Jain is available for the period 1970-92." 
This uses the same reference poverty lines 
at 1973-74 prices as the official and World 
Rank .senes, but using a different deflator 
they obtain an even largerincrcase in poverty 
between 1990-91 and 1992 (Table 6). In 
addition, it has been possible to obtain 
measures of rural poverty for All India and 
the major stales, based on the Expert Group 
Method using NSS data covering the years 
from 1972-73 to 1993-94'(Table 7). Unlike 
the other scries this is not obtained from the 
national-level NSS data but is obtained by 
applying state-specific poverty lines to stale 
level NSS data. It must be noted that the 
figures given here for 1993-94 are 
preliminary, being based only on partial data 
(not yet officially tcicased) from the 5()lh 
round of the NSS. Moreover, the data loi 
1986-87 and for 1989-90 to 1992 are based 
on the so-called ‘thin’ surveys by the NS.S 
involving a much lower sample size than the 
other survey points. With only three survey 
points available for the post-reform period, 
and given the above qualilications loi 
whatever data is available, any conclusion 
about post-reform trends must necessarily 
be rather icniative. 

Nonetheless, using the mutually compar 
able thin samples alone, it is evident that 
poverty increased sharply during the first 18 
months of the reform period (i e, the second 
half of l‘J91 and 1992), particularly in the 
rural areas. The partial data relating lo 
1993-94 suggests, however, that this upward 
trend was reversed thereafter Taken together, 
these data suggest that there was a \ cry large 
increase m rural poverty in the first 18 
months of reform but that this trend has been 
moderated thereafter. Rural poverty in 
1993-‘)4 continued to be higher than in 


Tahi.i 7 Esiimaii.s or Rorai IIlaix'ohni Povirtyby iiicExi-lri Groor Mi thoo 



1973-74 

1977-78 

198.3 

1986 87 

1987-88 

1989-90 

1990-91 

1992 

199.3-94 

Andhra Pradesh 

48.4 

38 1 

20 3 

146 

20.9 

19.3 

22.1 

27 4 

16.0 

A.ssam 

‘>2 1 

.39.8 

42 6 

.39 7 

39 4 

t.3 2 

33 7 

31 7 

43.0 

Bihar 

63.0 

6.3 3 

64 4 

30 1 

32 6 

32.4 

46 ,3 

61 1 

.38 0 

Gu|arat 

46 4 

41 8 

29 S 

30.3 

28.7 

148 

21 6 

.33 7 

22.2 

Haryana 

.34 2 

27 7 

20 6 

19 3 

16 2 

13.3 

19 3 

177 

28 7 

Kamalaka 

.“i.S 1 

48 2 

.36 3 

.36.6 

.32.8 

45.4 

34 9 

45.3 

28 2 

Kerala 

.39 2 

.31.3 

.39.0 

33 3 

29 1 

.34 4 

.30.3 

26 0 

2‘‘.9 

Madhya Pradesh 

62,7 

62 3 

-;8.9 

47 8 

41 9 

39 .3 

42 4 

47 9 

40.8 

Mahaiashira 

S7 7 

64 0 

43 2 

44 6 

40.8 

34.8 

35.9 

.33.6 

38.6 

Grissa 

67.3 

72 4 

67.3 

.33 2 

37.6 

32.9 

.36.3 

49.0 

49.9 

Punjab 

28 2 

164 

1.3 2 

13 0 

12 6 

3.2 

9.3 

10.2 

12 3 

Kaiaslhan 

44.8 

3.3 9 

33 3 

29.2 

.33 2 

26.1 

23.9 

31,7 

27.5 

Tamil Nisdii 

.37 4 

37 7 

34.0 

41 2 

43.8 

38 4 

37.5 

44.3 

32.6 

Utlar Pnadesh 

.36 .3 

47.6 

46 5 

36 * 

41 1 

.30.3 

34.8 

47 9 

42.6 

West Bengal 

7.3 2 

68.3 

63 1 

47 ,3 

48.3 

.37.2 

49.3 

44.0 

40.3 

All India 

.36 4 

.33 1 

43 6 

.38 3 

39.1 

34.4 

.3.3.0 

44.0 

37.5 
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1989-90 and 1990-91 but was less than in 
1 987-88. Urban poverty, on the other hand, 
Lippears not to have increased much during 
tlie first 18 months of the reform period and, 

I ndeed, appears to have declined significantly 
in 1993-94. Nonetheless, there were about 
.to million more people in poverty in the 
latter year than before the reforms began.'" 

Thus, the post-reform trends in poverty 
Jo not suggest cither an unambiguous 
improvement or an unambiguous worsening. 
I'hey do suggest, however, that the initial 
impact of the stabilisalion/structural 
adjustment package was adverse, that this 
impinged particularly on the rural sector, 
with less impact on the urban sector, and that 
there was some general reversal of the adverse 
trend subsequently. Nonetheless, it is 
important to note that the state-wise ligures 
show that, as far as rural poverty is concerned, 
m most states the poverty ratios in 199.1-94 
were significantly larger than in the 
immediate pre-reform period. Thi.s is 
particularly true of the two largest Indian 
States, Uttar Pradesh and Bihar, and also of 
the hitherto successful ‘green-revolution’ 
stales ol Haryana and Punjab. The exceptions 
are the .Southern states of Andhra Pradesh, 
Karnataka, Kerala and Tamil Nadu in all of 
which the poverty ratio in 199.1-94 was 
lower than in the imniediate prc-relorin 
period. However, it must be noted that in 
i these states, and in MaharashtraaiulGujaiat, 
the year 199.1-94 was exceptional in that the 
lood prices actually fell in absolute terms 
as against lapid inci eases in both preceding 
and following years. For this reason, the 
calculated poverty ratios for 199.1-94 arc 
likely to be somewhat lower than the 
underlying trend. 

More importantly, these trends in poverty 
need to be viewed in the general context, 
di.sciissed earlier, that the stabilisation and 
stuctural adjustment policies carried out so 
far in India involved a fairly sharp contraction 
111 fi.scal and monetary policy in 1991 -92 and 
1992-93, followed by a return to high fiscal 
deficits from 199.1-94 onwards. The revival 
of growth after an initial period of stagnation 
•ilso followed a paitern broadly coincident 
with that of the government’s fiscal stance, 
so that both the initial worsening of the 
I poverty situation and the subsequent 
improvement .seem to be broadly in line with 
ihe overall growth performance of the 
economy. Yet, there arc a few surprises, the 
most important of which is that although the 
leform measures did not directly involve 
much changes in agiiculturc. il was rural 
poverty which appears to have been more 
sensitively affected by the post-reform 
developments. 

This has led some analysts, for example 
Tendulkar and Jain (along with many other 
'conomists who are generally in support of 
he reform process), to argue that, although 


poverty did increase during the first 18 
months of reform, the reforms were not the 
principal cause for this increase.This 
argument rests on the observation that “the 
rural sector in general and agriculture tn 
particular were not the major focus of 
structural adjustment and were only indirectly 
affected by fiscal compression" and on the 
assumption that the reforms "would have 
adversely affected primttrily the urban 
organised sector with second-order impact 
on the urban informal sector and weaker 
effect on the rural sector”. Because, in fact, 
it was rural poverty which increased sharply, 
they attribute this increase not to reforms/«'/• 
se but to weather and to the higher post¬ 
reforms inflation tor which, moreover, they 
hold the reforms only indirectly rcspon.sibic. 
However, although the refonii process has 
indeed neglected agriculture, there arc two 
major difficulties with the argument that, 
therelore, it could not have increa.sed rural 
poverty. 

First, although there was a 2 per cent drop 
in agricultural production in 1991-92 
compared to 1990-91, and although the 
inflation rate did increase sharply 
(particularly lor loodgrains), these adverse 
factors were simply not large enough lo 
explain the very large increase in Ihe 
incidence of rural poverty As discussed in 
the next section any econometric model fitted 
to the data prior to reforms linking the 
incidence ol rural poverty only lo some 
measure of agricultural production oi 
pioductivity and to the inllation effect, breaks 
down as soon as the post-reform data is 
included. And. indeed, all such models are 
outperformed by models incorporating 
relative food price, rural non-agrieullural 
employment and some measure of 
commercialisation, in addition lo agricultural 
production. The latter not only tit Ihe pre¬ 
reform data better, but when filled lo pre- 
reform data accurately track the post-reform 
increase in poverty, unlike models not 
including government expenditure and/or 


rural non-agricultural employment which 
predict much lower poverty increase than 
that which look place actually. 

The important point to note is that this 
phenomenon of rural non-agncullural 
employment, which Tendulkar and Jain 
Ignore, was almost certainly the major lactor 
which drove rural real wages up, and caused 
poverty lo decline, during Ihe 1980s. And, 
in turn, this was based largely on increasing 
government expenditure and on the 
availability ol cheap cicdit to Ihe small-scale 
.sectois. As has been tiointedout in a previous 
section, the onset of stabilisation and 
structural adjustment appears lo have led lo 
a rather quick and large decline in such ruial 
non-agriculluial employment, pushing 
millions ol self-employed and casual rural 
non-agncullural workers back lo agricultuie, 
thus reducing per-worker incomes in 
agriculture. It appears, therefore, that just as 
the expansion of the I98()s involved a rapid 
increase in rural non-agiiculluial employ¬ 
ment without any concommiiant increase in 
organised .sectoi employment, the stagnation 
inthcliist ISinonthsol refoim saw a cutback 
III rural non-agncullural employmeni with 
not much effect on either organi.sed sector 
or urban employment. This suggests thiit. 
contrary to popularopinion. the employment 
multipliers associated with the government’s 
fi.scal stance arc larger lot riiial non- 
agiicullure than lor Ihe uihan or oigani.sed 
sectors. If th|s is accepted, the trend in the 
magnitude ol employment decline and 
poverty inciease ate not siiipiisiiig, 
particularly because, as noted eailiei, the 
contractionaiy tendencies gencriilly 
impinged much more adveisely on smallei 
enterprises than on the corixiriiie .sector" 
In addition, it is obvious that Ihe elleci 
on povcity ol Ihe rather small decline in 
agriculluial output in 1991-92 could have 
been mitigated if rural employment policies 
had been used cflectively. as they wcic 
during l987-88ayeiirol much larger decline 
in agricultural and loodgrains output than 


Tabi.1-8 Basic Ri-CiRi-ssion Rksia IS Ai i-India Daia 
(IXipcndcm Vanabic Is Logoi Mcadcouiil I’overly R.iliol 


C'onslani 

Per Capita 

Per Capita 

Coiiinicrcc 

Public 

Rclalive 

R Hai 


Agncullurc 

Non-Agri 


IXv 

Pri ce ol 

.S(|(iuu-i 


income 

incomc 


Kxpemlilurc 

('ci 1 ‘als 


Rural 







11 .14 

0 72(1 2) 

-0.16(2 1) 




0 71 

9 56 

-0.68(1 1) 

-0 78(1 2) 

111(15) 



0 77 

8«1 

-0 45 (1 9) 

-2 18 (4 0) 

3 20 (4 8) 

-0 76 (9 4) 


0 9(1 

1 .17 

-0 49 (2 2) 

1 62(3 3) 

1 71(3 1) 


I4.S(9K) 

0 9(1 

4 68 
Urban 

-0 45(2 4) 

-2 15(4 3) 

2.65 (4 6) 

0.39(2 7) 

0 80(1 0, 

0 97 

II I6 

-0 75(2 0) 

-0.32 (3 0) 




0 86 

8.57 

-0 69 (2 0) 

1.35(1 8) 

-1 61 (2.1) 



0 88 

8.24 

-0 58 (2 4) 

0 07(0 1) 

0 31 (0 4) 

0 14 (4 0) 


0 94 

4.61 

-1) 59 (2.7) 

0.19(0.4) 

-0 26 (0 5) 


0 70 (4 8) 

0 9S 

5.23 

-0.58(2 8) 



-0 08(1 5) 

0 60(2 7) 

0 95 


Noif. T values in parenthesis. 
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i vv I -yz. indeed, a state-wise analysis shows 
that between 1989-90and 1992 rural ptivcrty 
increased in every state except Kerala, i c, 
It increased even in those stales (Haryana, 
Karnataka, Madhya Pradesh, Orissa, Punjab. 
Tamil Nadu, Uttar Pradesh and West Bengal) 
where the 1991-92 fondgrains output was 
higher than in 1989-90, thus indicating a 
rather weak link between the fall in output 
and the increase in poverty. Moreover, it is 
interesting to note that the largest pusl-rcfonn 
increases in poverty were registered in the 
two states, Gujarat and Maharashtra, which 
were most enthusiastic about the reforms 
process. Here, there was a fall in foodgrains 
output in 1991-92 as in 1987-88, but, unlike 
in 1987-88, the state governments neglected 
rural employment and drought relief schemes 
in 1991-92. 

.Secondly, although inflation is clearly 
important.Tendulkar and Jam arc not entirely 
correct when they claim that the large ri.se 
in inflation (to over 25 per cent for the 
Consumer Price Index lor Agricultural 
Labourers) during the first year of reforms 
was only indirectly related to the leforni 
process. Their argument is that inflation 
occurred bccau.se crop output fell in a year 
when foodgrain stocks were low and the 
balance of payments position did not permit 
large imports; and because the government 
succumbed to rich farmer demands to 
increase prcK'uremcnt prices following the 
(neccss:uy steps of) devaluation and cut in 
fertilrscr .sub.sidy. 

In fact, because of a record harvest in 
1990-91, public foodgrain stocks were high, 
over 21 mill ion tonnes, who n the government 
embarked on its reforms at the end of June 
1991. And inllation accelerated principally 
because of the expectations set-off bv 
devaluation and the impicssion given that 
all discrimination against exports of 
agricultural goods would be removed. ’’This 
led to an immediate speculative increase in 
private stocks, foicing the government to 
run down its own stocks faster, and also 
contemplate food imports. Howevei, the 
decision on such imports was postponed till 
after the next harvest. And when this turned 
out to be somewhat less than expected, the 
government was faced not only with low 
sliKks but also with lo.w procurement because 
farmers withheld sales in the expectation 
that It would be poli tically and economically 
difficult forthe government tojustily imports 
at prices well above domestic free market 
pnccs which in turn were higher than the 
procurement pirices. In the event, the 
government wr»s forced to increase both its 
procurement prices massively (linking this 
with withdrawal of fertili.sci suh.sidics) .and 
also import wheat at prices higher than the 
incrca.scd procurement prices. 

Theentire problem was thus clearly driven 
by the fact that devaluation was linked 


explicitly with the idea of removing trdUe 
discrimination against agricultural goods and, 
therefore, with a central tenet of the 
liberalisation argument. If this had been 
followed through fully, food prices would 
have risen much more than they actually did 
and farmers would have received more than 
what they allegedly obtained as a result of 
their political clout. In fact, prices began 
stabilising only when the government made 
it clear that not only would some export 
restrictions continue on foodgrains but also 
that it would continue with its earlier policy 
of importing fotxlgrain to .stabilise domestic 
prices, even if this meant making a 
commercial loss, bor this reason, it can be 
surmised that the inflationary problem could 
have been avoided to a large extent had 
devaluation been accompanied at the outset 
by an explicit policy of increasing the wedge 
between world and domestic prices through 
higher export duties and a definite announce¬ 
ment that canalised imports would continue. 
That It was not, and led to an inflatiunary 
spurt which was contained only when the 
government backtracked, is one among a 
number of instances of how fidelity to the 
liberalisation world-view was extremely 
costly in the short-run without being 
sustainable m the longer run. 

Thus, the massive incrca.se in rural poverty, 
by over 60 million people, in the lirst 18 
months of reform was to a very large extent 
a direct result of the stabilisation-cum- 
structural adjustment policies. The Inter data, 
for 1993-94, which shows a moderation in 
poverty docs not ncccsarily contradict this 
conclusion because, after all, public 
expenditure cuts were to a large extent 
restored (and so rural nnn-agricultural 
employment might have risen somewhat) 
and stability was returned to foodgrains 
markets by removing the expectalion that 
Indian agricultural prices were to soon reach 
international levels. Thus, although nothing 
firm c in be said about employment trends 
till the full data from the 199.)-94 survey 
IS relea.sed. the decline m povcriy appears 
only to confirm that changes in public 
expenditure levels and announcements 
regarding liberalisation of international trade 


in agricultural products have a large and 
quick impact on rural poverty. 

IV 

Determinants of Poverty 

This brief review of trends in poverty 
bring us to the central issue of this paper: 
that is how liberalisation and structural 
adjustment may be expected to affect the 
incidence of poverty. Given the limited data 
and the somewhat contlicting empirical 
trends reviewed above, the remaining 
discussion will focus on past discussions of 
the determinants of poverty in India, and 
how the conventional logic needs to be 
modified in the light of subsequent develop¬ 
ments. Since the Indian literature is mainly 
on rural poverty, this discussion will also 
focus largely on the niral .sector. 

Past literature has tended to focus on two 
types of variables: some measure of 
agricultural output or productivity and some 
price variable. And past writings have 
debated both the relative significance ul 
these variables, and, more importantly, their 
proper speciiication.'* Thus, although the 
level and growth of agricultural production 
per capita of rural population is obviously 
an important variable determining levels of 
welfare in apredominantly agricultural rural 
community, it is also obvious that such a 
relationship would be affected by whether 
agricultural growth is accompanied by 
increasing inequality and whether there are 
other sources of rural incomes. The link 
between poverty and prices is even more 
complex. For example, when Dharm Narain 
presented regression lesults showing that 
poverty was related positively with higher 
food prices, his specification was challenged 
because his use of the nominal food price 
as an explanatory variable ran counter to the 
prior, common to most economists, that what 
really matters arc relative prices, and, that 
if ab.solulc prices need to be incorporated, 
this should be done by considering the rate 
of inlJation rather than the price level. 

As far as the importance of agricultural 
output as a determinant of rural poverty is 
concerned, it is obvious that, unless the 


Tabli-. 9 Ai 1 . Inhia Rorai. Poverty Equation 


Variables 

Ravallion-DutI Model 

Our Model 


196010 1989 

1960 to 1992 

I960 to 1989 

I960 to 1992 

('onslant 

4 6(.S0I) 

3.3(2.79) 

-0.6(0.67) 

-0 1(0 lO) 

Ag "'■oductivity 

-0 3(2 69) 

0.1(0.56) 

-0.4(4 21) 

-0.4(3.36) 

Real Wages 

• 0 5(3 26) 

-0.7(3.53) 

0.3(3.29) 

-0.4(2.79) 

Relative price cereals 



0.9(7.69) 

0.9(6.25) 

Non-ag employincnl 



-0.5(3.97) 

-0.4(3 65) 

Commcrciali.salion 

Time Trend 

0 0(3.85) 

0 0(1.86) 

1.0(6.45) 

0.9(4 92) 

Lagged Dependent 

0.5(4 74) 

0.4(2.75) 



K bar .Squared 

0.94 

0.89 

0.98 

0.97 

DW 

1 63 

1 28 

2.27 

2.37 
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manner in which higher agricultural output 
is brought about is sharply inequalising, any 
increase in agricultural output per capita 
would tend to benefit most rural people. It 
is precisely the fear of the possible 
inequalising impact of the ‘green revolution' 
which had triggered off early work on this 
area. But, by now, it may safely be conceded 
that although relative inequalities may have 
increased, the ‘green revolution’ certainly 
reduced the incidence of absolute rural 
poverty in the regions where it was sucec-ssful. 
But. although proponents of the trickle down 
hypothesis may have proved more correct 
than the detractors in this matter, the really 
striking feature of the post green revolution 
period is that, nonetheless, there is a rather 
weak link across states between the rate ol 
agricultural growth pcrcapila and reductions 
m rural poverty. 

ITie simple fact is that, with the green 
revolution limited m geographical coverage, 
most states in India did not record any 
significant increase in agricultural value- 
added per head of rural population during 
the 1970s and 19S0s, although almost all of 
them recorded significant declines in poverty. 

With poverty reduced even where 
agricultural output did not increase, there 
has thus been a reversal of the earlier 
apprehension that agricultural giowth could 
occur without reducing poverty. But this 
very disassociation between poverty 
reduction and agricultural growth is a feature 
which merits more attention than has been 
given so far. For example, it is significant 
that, while early work on the subject 
invariably chose some measure of 
agricultural output per capita, some recent 
research finds agricultural output per hectare 
to be the measure of agricultural performance 
better correlated with poverty decline. '■'This 
measure has the advantage, for those 
persistent in viewing agrtcultural growth as 
the main engine for the reduction of rural 
po vei ty, that on this basis almost c vei y region 
in India recorded some agricultural growth 
during the period when poverty declined, 
and, in most cases, this growth was also 
larger than during the earlier period when 
rural poverty did not decline. 

Yet, given the .stagnation of agricultural 
output per head in most parts of rural India, 
this shift in the measure used surely serves 
to obfuscate matters rather than to clarify 
them, especially because in actual fact the 
underlying shift m Indian agriculture from 
expansion of cropped area to vield increases 
has been accompanied by a sharp decline 
in the output elasticity of agriculture's 
demand for labour. As a re.sult, poverty ha.« 
declined in most regions of rural India in 
a context not only of stagnant agricultural 
output per head of rural population but also 
one where agricultural employment has 
grown much slower than the growth of the 


rural labour force. This latter feature would 
normally be expected to depress agricultural 
wages and thus affect adversely the poorest 
among India's rural residents. But, in fact, 
real agricultural wages increased sharply in 
most parts of India between the mid-1970s 
and late 1980s. and this was, in fact, one 
of the main reasons why poverty declined. 

Some researchers do note the rise in wages 
but chose to 'explain' this rise also by 
reference to the increase in output per acre. 
This, however, stretches credulity because 
by almost every measure the rise in real 
wages was at least twice as much as the 
increase in real output |)er worker, and cannot, 
therefore, be ascribed mainly to technical 
progress in agriculture. As has been argued 
already, the real explanation for the rise in 
agricultural wages lies in the rapid growth 
of rural non-agricultural employment and 
the dynamics behind this. The Indian 
literature on this has in the past toyed with 
two ideas: that rural non-agricultiirc is itself 
driven by agricultural growth through the 
operation ol F.iigcl’s law; and the opposite 
idea that the process of commercial csation 
of agriculture leads to displacement ol 
agricultural labour which linds distress 
employment in certain 'rcsidiiaf sectors of 
non-agriculture. However, both these ideas 
are now somewhat di.scrcditcd The link 
between agricultural giowth and that of rural 
non-agricultiirc has been found to be non¬ 
linear, and, with the exception of the limited 
prime 'green revolution' area there is little 
evidence that agricultural growth has 
provided the impetus to rural noii-agnculturc 
Also, despite considerable evidence that 
commercialisation is inequalising and leads 
to casualisalion ol the rural labour force, the 
'residual' sector hypothesis stands 
discredited because this docs not square 
with rising real wages. The evidence 
overwhelmingly supports the thesis that the 
main impetus for the growth of rural non- 
agriculturc has come from outside the rural 
areas, in considerable part from Ibe expansion 
of government expenditure. This observation 
suggests that rural incomes arc no longei 
derived onjy from agricultural production, 
and that the process by which rural areas 
have got integrated into the widei econoiiiy 
are important. One aspect of this has been 
commercialisation with its inequalising 
effects hut the other is that external sliniiilii 
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have provided employment opportunities 
and incomes which are related not so much 
with agriculture but with developments in 
the wider macro-economy. 

However, many economists continue to 
view agricultural growth as the main solution 
to poverty. One re:i.son for this is precisely 
because such an association fits neatly with 
the view that in countries like India, which 
protected industry in the past and therefore 
require ‘structural ad)ustment' today, gut it 
wrong not only on efficiency but also on 
equity. Indeed, iluring the 197()s, when the 
World Bank pushed its growth with 
redisttihuuoii slogan, the argument was that 
the pro-tndustiy policies lollowed by 
countries such as India hampered agricultural 
growth and thus meant higher poverty than 
was necessary. Even today, sonic World 
Bank analysis tries to show that rural poverty 
isunallectedtoreven worsenediby industrial 
giowth while agiiciillural growth reduces 
not only rural but even urban poverty,'''This 
view continues to be a central component 
ol thestmctural adjustincnt policies, wherein 
Ills argued that greater liberalisation of trade 
and industry would shift resources towards 
agriciillurc and this would not only be more 
in line with India's comparative advantage 
but would also reduce poverty much more 
than e.irliei policies. Inother words,although 
no one will dispute that higher agricultural 
output IS very likely to icdiice rural poverty, 
it is no Occident that in circles wheie 
'stnictiiral adjustment is seen as a goixl thing 
there is also an almost single-minded 
obsession with this causation, to the point 
of excluding Irom consideration other 
po.ssihic determinants ol the incidence ol 
poverty. 

However, given Dharin Narain's critique 
of earlier work which concentrated only on 
agricultural output, these more recent luialysts 
ol rural poverty in India do not entirely 
forget the price dimension as a possible 
determinant of poverty. But, intctestingly 
the locus in such recent analysis is ahnosi 
entirely on how inflation is bad for the poor 
I'lius, cither an inHation term is added ti 
agricultural output in statistical modeh 
explaining (lovcrty or real wages arc addcc 
as an explanalory variable to the poverty 
equation ami an inllation term is added It 
the equation explaining real wages. Tlu 
aigument is the entirely plausible one tha' 
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rural money wages (and possibly certain 
other components ol rural income, such as 
the proceeds of the previous harvest) are not 
index-linked and therefore are not 
immediately protected against intlation, 
although these are likely to adjust in the 
longer-run . 

But. although very plausible as an 
explanatory variable ol short-run variations 
in poverty, the choice of inllation as the 
preterred price variable is again not entirely 
accidental. For reformers, this leads to the 
happy coincidence that whili’ slructmul 
adju\tment is good for poverty because that 
IS likely to shift lesources towards 
agriculture, Mahilisatioii is also good for 
poverty because this will reduce inflation. 
Most impoitanily, this way of incorporating 
prices avoids lacing the essential trade-olf 
that Dharm Narain was poiniiiig to: that 
between the possible benelicial cflects ol 
higher agricultural output on poverty and 
the possible losses involved it the preterred 
strategy lor increasing agricultural output 
consists ol higher agricultural prices 

This IS atrade-ofi particularly relevant loi 
the structural adjustment policy as it lelatcs 
to agriculture. As has been pointed out by 
many, this policy seems to have given no 
seiious consideration to agriculture in tei ms 
of new programmes Ol investment, although 
It purports to be ii virtual overhaul ol the 
entirecconomy But this is no accident either. 
In the liberalising world view, most ccoiiomtc 
problems can be resolved by a greater 
recourse to markets and allowing the price 
mechanism 'Iree' pl.iy. A similar position 
governs the altitude to agricultural giowlli, 
in that It IS supposed that relative puce 
movements and prolitabilily ratios will he 
sullicicnt to ensure that supply responsive¬ 
ness 111 agricultuie will le.id to higher lates 
ol growth. And the critical variable here is 
the ratio ol agricultural to other prices in the 
economy, which is sought to he mcrea.sed 
by reducing trade pioieclioii to industry. 

I liiough devaluation which makes noii-lraded 
goods cheaper relative to traded goods, and 
through removal of restriction on 
international trade in agricultural goods 
which would have the eflect ol increasing 
the domestic relative price of most 
agricultural products, including loodgrains.''' 

In othei words, the very mechanism 
thiough which agiiculliiral output isexpected 
to increase under siructural ad|uslnieiil 
nnolves increasing the price ol agricultural 
good:». noi.ibly food, relative to all other 
prices 111 the economy. This essential rise m 
the relative price of agriculiiiral goods is 
thus not seen as a transient plienoinenoii like 
inllation, and it would leave the rur.il poor 
unaffected adversely only it the prices ol 
goods and .services they sell ri.ses in line with 
the rise in price ol food which makes up most 
ofthcirconsumption basket. The cllectw'ould 


certainly be adverse if money wages are 
sticky. But, even with flexible wages and 
lull employment, wage workers would 
invariably lose if they got a substantial part 
of their income from non-agricultural 
activities in relation to which agricultural 
prices would require to rise. Unlike inflation 
whose control may be benign (if not 
accompanied by dcllation), this essential 
relative price implication of structural 
adjustment is permanent by dc.sign and so 
also is Its likely adverse effect on poverty. 
It IS, therefore, noteworthy, and hardly 
accidental, that in the new set of povcity 
models, such a relative price variable is 
hardly ever included. 

Moie.iver, deflationary policies designed 
tocontrol overall inflationduiingatransition 
when domestic price relatives adju.st to 
international levels may have a 
dispru|H)rtionaie adverse effect on the rural 
poor if the latter obtain si/.eable pads of their 
income from non-agricultural activity. In 
Indian discussions on the subject, it is 
sonielimes almost assumed that income and 
employment multipliers associated with 
fiscal and monctaiy policy nevei spill across 
municipal boundaries into rural areas. 
Nothing could actually be further from the 
triitli With agricultural output determined 
Ironi the supply side, and agricultural prices 
made irinexible downwards by government 
supjiorl ojierations, it may indeed be the case 
that the income multipliers of a deflationary 
package aic borne entirely by non¬ 
agriculture. But given that most organised 
sector workers still have .seem e employment 
at pre-determmed wage rates, the entire 
buiden ol the employment multiplier falls 
on the unorganised noii-agriculliiral .sector. 
This sector docs not respect rural-urban 
boundaries and cut-backs in employment 
demand here aie likely to have knock-on 
ellecis on the incomes of the rural poor: 
thiough a cumhiiiation of lower non- 
agricultiira' employment, falling real wages, 
and an inciea.se in the extent ol disgiii.sed 
iiiiemployinent in the agricultural sector. 

That this latter el feet might be important 
has already been indicated by the data so 
lar presented on rural poverty and non- 
agricultural employment. Its plausibility is 
enhanced because much ol the government 
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spending which is important for rural areas 
IS project or programme funded and thus 
more susceptible to expenditure cuts, because 
most rural non-agncultural enterprises are 
small and lack staying power, and because 
most of the wage employment thus created 
is casual. As a result, it would be no 
exaggeration to claim that the vulnerability 
of the rural non-agricultural sector to overall 
public expenditure cuts and to restrictive 
monetary policy is almost certainly greater 
than for its urban counterpart. This has very 
important ramifications in the current macro¬ 
economic context. 

Thus, there arc two possible stories which 
can be told about the impact of structural 
adjustment and stabilusation on rural poverty. 
The first is the benign one: that by increasing 
agricultural output and controlling inflation, 
these act to reduce poverty. Alternatively, 
there is the less optimistic but no less possible 
outcome that structural ndju.stment acts 
adversely on the poorbccause 'getting prices 
right' leads invariably to a rise in the relative 
price of food, because gieater reliance on 
niarket forces spurs inequalities inherent in 
the conimercialisation process, and because 
these adverse elfects arc compounded by 
contracting non-agricultural cmploynieiii and 
falling wages in the unuiganised .sector il 
the government wishes to contain, through 
contractionary stabilisation policies the 
inflationary fall out ol adjustment. 

Which of these actually transpires is an 
empirical mattei, and one would expect 
economists to have tested for which ol these 
effects are moic likely. But oddly, the benign 
agricultuial output/ inllation story ol rura' 
poverty seems to hold the fort without being 
tested seriously against the alternative 
hypotbesis involving relative price changes, 
commercialisation, rural non-agriciilturul 
employment and the government’s Itscal 
and monetary stance. 

On the other hatui, the discussion ol actual 
developments earlier in this paper suggests 
that the simple agricultural oulpu / inllation 
story about the determinants ol ruial poverty 
can be quite misleading Thus, any 
explanation of falling rural povcity during 
the mid-l97()s and 1980s would appear to 
be iiicum|)letc if it did not incorporate the 
fact of increasing rural non-agricultural 
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employment and the role of government 
policy behind this. Similarly, our critique of 
the Tendulkar-Jain explanation of the 
increase in poverty post-reforms is also 
essentially that they fail to go beyond the 
agricultural output/ inflation story. In the 
remaining part of this section we attempt a 
statistical investigation. 

To begin with, we regress head count 
mca.surc.s of poverty for the peruxi l%()-6l 
to 1993-94 at the all-India level in both 
urban and rural areas against per capita 
agricultural and non-agncultural incomes 
(with agricultural incomes defined per head 
of rural population and non-agricultural 
incomes defined per capita ot total 
population). As the accompanying table K 
shows, both income variables arc 
significantly negative in both rural and urban 
areas, and in both cases the agricultural 
income variable apircars more important 
Next, the per capita non-agncultural income 
variable is split into per capita income 
from trade and transport (an indicator ol 
commercialisation) and other non-agri- 
cultural incomes. The rationale for this is 
that many commentators (c g, Vaidyanuthan 
1986) have argued commercialisation this 
tends to increase rural inequalities. In these 
rcspccified equations, agricultural incomes 
continue to be negatively related to poverty, 
but now there is a dilfcrencc between the 
urban and rural equations. In urban areas, 
the commercialisation variable appears to 
reduce poverty while the remaining non- 
agricultural incomes have a positive effect. 
Hut exactly the opposite pattern appears in 
rural areas. Next, we include a public ex¬ 
penditure variablctdcvclopmcntcxpcnditurc 
per capita, i c. government cx|Tcndilurc less 
interest payments and exiicndituie on deicnee 
and administration). This variable is strongly 
significant, reducing poverty in both rural 
and urban areas, with, interesting!), its 
coefficient almost double in rural as 
compared to urban areas. Moreover, on 
tnclu.sion of this variable, the non-agncultural 
income variables become insignificant in 
urban areas, while in rural areas the earlier 
pattern is maintained. 

These observations suggest a much more 
complex relationship between growth of non- 
agricultural incomes and poverty than usually 
appreciated Ascxpcctcd.comtiicrcialisalion 
does indeed seem to be associated with 
increased ruial inequalities, hut it seems also 
to be associated with some increased 
opportunities tor the urban poor. On the 
other hand, the expansion of other non- 
agncultural incomes appears to have reduced 
rural poverty while doing nothing to reduce 
urban poverty, lliis suggests that to the 
extent that the benefits of such i ncome growth 
do percolate down to the poor, this spills 
over disproportionately to the tural sector, 
either because ol ruial-urban migration or 


because, as suggested earlier, employment 
multipliers are higher for rural non- 
agncultural employment. This latter 
suggestion finds some confirmation from 
the coefficients on the government 
expenditure variable, whose significance 
sugge.sis also that such expenditure has a 
much larger impact on poverty than a general 
increase in non-agricultural output. 

Surprisingly, on including an inflation 
term in these equations, this is found to have 
an insignificant effect on poverty in both 
rural and urban areas. Replacing the inflation 
term with a relative price variable (the relative 
price of cereals to all commodities in the 
wholesale price index) docs however make 
a difference. This variable turns out to be 
highly significant in both areas, and also 
serves toreducc the signiflcanceof the public 
expenditure variable, which however 
continues to be significant. 

These results need to be interpreted with 
caution because the mutual correlation 
between these explanatory variables is olien 
high. But three points emerge quite strongly. 
First, that agiicultiiral incomes arc important 
not only for rural but also urban poverty. 
Second, that non-agncultural impulses, 
particularly public expenditure, are not only 
important but that they arc especially so in 
the determination of rural poverty. Third, 
that, as far as the price variable is concerned, 
the relative price effect is if anything much 
more important than the effect of inflation 
/><’»• se. 

Taken togethci, these results suggest that 
we need to niodily the view that the principal 
determinants of poverty arc agricultural 
output and inflation, and that, therefore, 
both structural ud|ustment and stabilisation 
arc good. To consider this matter further, we 
replicated the version of this story as it 
emerges Irom the World Bank publication 
Growth and Poverty in India." This is more 
sophisticated than most other versions of the 
story in t lat it is a two-equation model 
whereby tnc incidence of rural poverty is 
‘explained’ by the agricultural real wage and 
the lagged and current agricultural output 
per net sown acre. In addition the model 
includes the lagged dependent variable and 
a time trend. In turn, the level of the 
agricultural real wage is explained’ in 
another equation by the inflation rate and 
the earlier agricultural output variable, in 
addition to a lagged wage term. In this 
model, therefore, higher agricultural output 
reduces < he incidenceof poverty both directly 
and through its positive effect on the wage 
rate; and inflation works on poverty only 
indirectly through the wage rate. 

Table 9 gives the coclficients of the 
Ravallion-Dutt poverty equation obtained 
when fitted it to the periods 196(y61-1989/90 
and 1960.'6I-1992 with all-India data. The 
first fit, which docs not include the post¬ 


reform period, is almost the same as that 
reported in their original paper and appears 
to be a fairly good fit. However, the second 
fit, that of the same model fitted to data 
extended to the post-reform period shows 
that the model breaks down almost 
completely since the most important variable, 
agricultural output per acre, turns totally 
insignificant. Furthermore, the breakdown 
of the model occurs essentially because the 
magnitude of the actual increase in poverty 
is well beyond anything that this model can 
predict. In fact, when the model estimated 
with data up to 1987-88 is extrapolated, it 
IS able to explain only a small part of the 
large actual increase in 1992, and also predicts 
an increase in poverty in 199.)-94 as against 
an actual decline." 

This table also gives the details of an 
alternative model fitted to the same data 
incorporating our observations in the 
preceding discussion. I Icre in addition to the 
agricultural output and real wage variables 
we included the relative price of cereals, the 
proportion of non-agncultural workers in 
rural population and the commercialisation 
variable (the per capita GDP from trade and 
transport). An inici t.sting observation is that 
on inclusion of these variables, the time 
trend and the lagged deficndent variable 
ii.scd by Ravallion-Duttt turn insignificant, 
suggesting that in fact the adjustment of 
poverty to real factors is much faster than 
that suggested by the Ravallion-Dutt model. 
This alternative model not only fits past 
data much bolter than the Ravallioii-Duit 
version, but also, unlike theirs, remains 
robust when extended to the posi-rclorm 
period. In parti-cular, lhcma.s.sivc increase 
in rural poverty in 1992 is predicted with 
complete accuracy by the model lilted up 
to 1987-88.''' 

These results not only emphasi-.e Ihc 
importance of the relative price variable and 
of non-agricultural factors, they cast strong 
doubts on the simple agricultural output/ 
inflation paradigm. This paradigm is further 
compromised because ii is scei that the 
wage equation in the Ravallion-Dutt model 
also collapses in the sense that inclusion of 
alleriialivc variables, c g, rc.il government 
expenditure per capita, renders the 
agricultural output variable insignificant. 
Indeed, the significance of ihc government 
expenditure variable here confirms the pos¬ 
sible importance of government expenditure 
for non-agricultural employment, the rural 
real wage and, therefore, rural poverty. And. 
indeed,including agovernmeniexpenditure 
variable along with lagging the employment 
variable yields our preferred equation. 
Interestingly, this equation fitted to data up 
to 1987-88 accurately tracks the subsequent 
movement in rural poverty, including both 
the sharp upward movement in 1991 and 
1992 and the reversal in 1993-94.-" 
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Nonetheless, these observations on the 
basis of All-India data, though indicative, 
cannot be conclusive given that the degrees 
of freedom are few and because a number 
of possible explanatory variables are 
mutually correlated. For this reason, the 
cxcercise was repeated using stale level data, 
m the form of a pooled time-sens and cross- 
section analysis with data up to 1992. In this 
exercise, poverty was regressed against 
agncultural output per rural person, state per 
capita SDP, a relative food price index 
calculated by dividing the index of the food 
price in the CPIAL by the SDP deflator, an 
inflation index based on the SDP dctlator, 
and per capita real state development 
expenditure. All variables except the per 
capita SDP were significant, but, in addition, 
the inflation term was small andjusi crossed 
the significance level. The relative food price 
variable was easily the most statistically 
significant vaiiablc and it also was the most 
important in terms of its impact. The next 
importiml variable was state development 
expenditure, followed by agricultural output. 

These results with pooled cross-section 
and time scries data at the state level arc in 
many ways similar to results obtained 
recently by Dull and Ravallion (199.5) with 
more or less the same ilata set, but restricted 
to the period up to 1989-90.=' In thcii model 
they regress poverty measuies against 
agricultural output per hectare, state 
development cxpcndituic and an inflation 
term, along with ccitain indicators of initial 
conditions (e g. iirigatioii. infant moiiality 
and female liteiacy). All the variables had 
the expected sign, anu, interestingly, they 
find that state development expenditure was 
the most significant variable and that, unlike 
agricultural output which reduced poverty 
only by increasing mean consumption, state 
expenditure reduced poverty by increasing 
both mean inconic and inipioving income 
distnbiitii >n. 1'hcy did not include any relative 
price variable but our ex|ieriments with the 
same data suggest that this would have 
swamped the inflation term had they done 
so. I lence, the importance of .state expenditure 
and of the relative food price appears to be 
fairly robust as factors explaining poverty 
both across time and space. 

However, perhtips the most important 
result of this Dutt-Ravallion excrci.se is that 
It shows that, quite apart from the 
contemporaneous effect of prices, output 
and government spending, the extent to which 
a particular state could icduce poverty over 
time depended also on the imiial conditions 
with respect to physical and human 
infra.strucmre. in terms of irrigation, female 
literacy and infant mortality, with which that 
state began, 'fhus, of the difference of 1.8 
per cent per annum between the rates of 
poverty reduction in Kerala and Madhya 
Pradesh, fully 1.6 per cent per annum could 


be attributed to the fact that Kerala began 
with higher female literacy (I percent) and 
lower infant mortality (0.6 per cent). Our 
own preliminary experiments with such 
initial conditions confirm the long-run 
importance for poverty reduction of health 
and education status, though much less so 
of irrigation, and suggest furthermore the 
importance of initial land distribution. 

Clearly, this analysis suggests that both 
the benign agncultural outpui/inllation model 
and the relative price/state expendiuirc/rural 
non-agricultural employment models 
mentioned earlier are relevant for the 
determination of rural poverty. But the really 
important eonclusion is that, of the two, the 
second is by far more imponant: agricultural 
output and intlation do matter, but as 
determinants of the incidence of poverty, the 
relative price ol food and the level ol 
government expenditure are even more 
important. In addition, the analysis points 
to an important and hitherto ignored long- 
run synergy between efforts at improving 
the health and education status of a society 
and its ability to bring down poverty over 
time. 

V 

Policy Conclusions 

The results above do not lead to any very 
optimistic prognosis about the effect ol 
structural adjustment or offurther ‘marketist 
reform’ on poverty, it is true that rctcris 
purihus an incieasc in agricultural output 
would reduce poverty and that, therefore, 
there is a case lor diverting more resources 
to this sector. 11 1 s al so tnic that any expansion 
of employment m the unorganised sectors, 
say through the rapid growth ol iabour- 
inten.siveexports, would also reduce poverty 
And It remains extremely plausible that any 
policy which can moderate inllalion without 
leading to a cut-back in employment 
opportunities would in general benefit the 
poor. Nonetheless, there are trade-offs 
involved in achieving each of this goals in 
the structural adjustment package, and it is 
precisely the<c trade-oils which are cause 
for pessimism. 

'flic basic thrust of the structural adjustment 
strategy is to allow greater play to market 
lorces and to ensuic that domestic relative 
prices reflect the opportunities available in 
international trade. In theory, domestic 
liberalisation would cause a greater degiec 
of commercialisation, and liberalisation of 
international trade would cause shifts m 
relative prices in favour of agnculliire and 
exportables. Taken together, these arc 
cxjiccted to bring about the desirable shift 
of resources towards agriculture and labour- 
intensive expoits. However, the problem 
with this is that nut only do these very 
mechanisms, commercialisation and a rise 


in the relative price of agricultural products, 
act directly to increase |)ovcrty, but also that 
the magnitudes of the cUasticity of poverty 
to these make it extremely unlikely that the 
direct loss on this account can be made up 
by the indirect benents accruing from the 
better resource allocation that is expected to 
result thereby. For example, m almost every 
povciiy equation reiHiitcd above, the positive 
coefficient on the relative pnee variable is 
twice the absolute size ol the negative 
coefficient on the agricultural output variable 
- implying that the elasticity of food 
production to the relative priceof food would 
have to be greatci than two if such a change 
m relative price is m leduce poverty through 
higher food production. 

This cautions against any sudden opening 
up of the foodgrains sector to international 
trade, and. indeed, the caution here should 
be greater ihiin simply one of managing a 
caielul transition to woild prices. The fact 
that the relative price specification is more 
im|K)iiaiii than the inflation specification 
suggests that the underlying piobicm is 
caused by more than a stickiness of money 
wages in the face of price mcicases. If such 
stickiness existed without any long-run 
impact ol relative puces on poverty, the 
problem would have only been a transitional 
one which could be managed by keeping 
inflationary pressures m check cither by a 
graduated movement to world prices or 
through a molecllectivestabili.sation policy. 
Howevei, since poverty isextremely.sensitive 
to relative prices there is more than a 
transitory problem with opening up 
agiicultiiic to international trade Also, with 
government expcndituie importani lor 
poverty, there is the further important trade 
olf between this diiect efiect and the indirect 
efiecl. till (High inflationary pressures, ol the 
fiscal policy stance. Given the relative 
importance of the government expenditure 
and inflation vai tables in the poverty 
equations, attempts to use contractionary 
expenditure policies to deal with inflation 
pressures, say as a result ot a greater oiicning 
up to international trade, could prove to be 
a ca.se ol the medicine being worse than the 
dcscasc. 

In any case, there appears to he 
considerable evidence that the increased 
government spending during 1976 90 was 
among the principal reasons why India could 
record rather impressive declines in poverty 
during this period. Ilowcvci, it is also true 
that the sustainability ol such expenditure 
increases in the future is more doubtful than 
evei belore During 1976-90. real (X'r capita 
government development expenditure 
increased al an annual rate of 6 per cent per 
annum as against only a I pei cent growth 
in per capita real GDP Reid government 
expenditure [wr capita fell 1.5 (wr cent during 
1990-9.1, but increased again by 6 (lei cent 
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On July 20,1908, a lamp was lit in 
the city of Vadodara. It was the 
lamp of Bank of Baroda, which 
soon lit thousands of lamps in the 
banking arena. Both across the 
National and International 
frontiers. We have come a long 
way . from a capital base of 
Rs. 2 8 lakhs, deposits of 
Rs 1.9 lakhs, profits of 
Rs 2000 and a manpower 
strength of 20 to what we are 
today. Dedication to 
customer service and innovations 
were moving forces then are 
still so now 


A network of 2476 branches - 
38 of them in twelve countries 
spanning six continents. 

A 20 million plus customer-base. 
A dedicated work force of over 
45,000 women and men. 
Business-base of over 
Rs. 44,000 crores. Deposits of 
over Rs. 28,000 crores and 
advances of over 
Rs. 16,000 crores. 
Business-per-employee of almost 
Rs 1 crore Gross profit of 
Rs 877 crores (highest among 
nationalised banks) and net 
profit of Rs 204 crores. Capital 
adequacy ratio of 11.2% 

(as against 8% stipulated) 
Better financials in terms of 
Return on Equity, Return on 
Assets and Gross Profits to 
Working Funds. And a will to 
excel on the National and 
International frontiers. 


Bank of Baroda 

• A (jovenimenl of lndi<i tiruleitaknig i 


Our sights are set high. 
Vision 2000, for which strategic 
plans have been drawn up, 
envisages an increase in the 
customer-base from the present 
20 million to 50 million 
by 2000 AO and 
100 million by 2005 AD. 

Our plan is to record a business 
level of Rs. 86,000 crores and a 
profit level of Rs 1000 crores by 
the turn of the century. We are 
technologically upgrading 
ourselves to transform the Bank 
into a highly competitive, 
market-oriented, 

technology-driven bank dedicated 
to better customer satisfaction 
and socio-economic development 
in the country. And achieve 
excellence in International 
banking with commitment and 
innovations. Our goal Make 
every branch of the Bank a 
meeting place of banking pleasure 
for every customer. 


T/le Mumbm Main OHicp in 1910 INDIA'S INTERNATIONAL BANK 


rho proposed Corporate 
Headquarter;, at Bandra-Kurla 
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in iyvj-v4. me earner expansion or 
government expenditure had led to large 
fiscal imbalances despite the fact that tax- 
GDP ratios had then grown quite 
significantly. On the other hand, both GDP 
growth rates have been lower and tax-GDP 
ratios have been falling in the post-reform 
period. It is therefore unlikely that the pace 
of growth of government expenditure can 
be sustained unless GDP grows at least 8 
per cent per annum or there is a definite 
policy of increasing the tax-GDP ratio 
significantly. 

Given this fiscal reality, and the fact that 
non-agncultural GDP docs not appear to 
have much impact on poverty except through 
its effect on the sustainability of government 
expenditure, it is obvious that there will be 
problems with maintaining the pace of 
poverty reduction. Even if GDP growth 
increased, the current fiscal priorities make 
it unlikely that this would he reilccted fully 
in public expenditure. One possibility 
discus.scd in this context is to alter the 
composition of government expenditure so 
that It IS more directly focused on poverty 
alleviation But, although this is possible 
and desirable, a note of caution must be 
sounded on this at the out.set. In our regres¬ 
sion exccrciscs. we played around with 
diflerent components of goveinment 
expcndituic, and the results suggested, 
soinewhai surpnsingly. that it was the broader 
measures ol such expenditure which had a 
greater poveity alleviation efleci, at least 
when povei ly is measured by the head count 
ratio, than narrowei and more focused 
measures such as that on agriciiliiirc and 
rural development.^' 

There are two possible reasons for this 
First, It may well be the ca.se that the existing 
poverty alleviation progianimes aie not 
particularly effective anil that theii imp.ict 
on poverty is no greater than other govern¬ 
ment expenditure. II so, there is room for 
improvement in the design of expenditure 
focu.scd towards poverty alleviation. And. 
indeed, a ease can also be made out that it 
may be possible to transfer funds from such 
programmes to rural capital formation 
without endangering the poverty alleviation 
impact. But, secondly, it also appeals that 
what IS really at issue arc much broader 
multiplier effects of overall government 
expcndituic. Clearly much more work -.s 
required in this area to ’dentify ways in 
which the impact of a given amount of 
expenditure can lead to more poverty 
alleviation, but. although there arc certainly 
likely to be ways of achieving this, it should 
not be expected that it will be possible to 
cut-back overall government expenditure 
without any adverse effect on poverty. The 
real significance of government expenditure 
appears to be that it is this which imparts 
any ‘trickle-down’ characteristic to the 


growth process, something which appears 
quite weak if only GDP growth isconsidcred. 

Nonetheless, since this effect is likely to 
be greater if government expenditure is 
properly targeted, it is necessary to attempt 
a brief evaluation of the contribution of 
government anti-poverty schemes in the 
reduction of poverty. There have been 
numerous cvaluaiions of the.se made by the 
government and by independent researchers, 
and no attempt will be made here to review 
this literature which attempts to measure the 
effectiveness with which particular schemes 
have been able to target the poor. .Suffice 
it is to note that such evaluations have by 
and large found that asset-creation schemes, 
such as the Integrated Rural Development 
Scheme, have had less success in alleviating 
immediate poverty than rural employment 
programmes, although even the lattci have 
leakages and are often criticised for being 
a palliative whose effectiveness at permanent 
poverty reduction are rather low. However, 
comparing the official figures on employment 
schemes with independent data from the 
NSS, four points .are worth making. First, 
with the NSS reporting a quantum of 
employment in public works which iriatchcs 
official data well, fears about large leakages 
may be rather exaggerated. Secondly, the 
schemes appear to be reasonably well- 
targeted ill that they aie availed of most by 
casual labour households which luivc both 
the highest poverty and the highest person- 
day unemployment, hat the regional 
distribution of employment through such 
piogrammes appears to be concentiated in 
a lew western Indian states, and also public 
works appear to have been much more 
effective in 1987-88, a drought year, than 
in more normal years Thirdly, it seems 
unlikely that the eftcciive tianslcr thiough 
such schemes was much lower than the wage 
cost as a result ol incomes foregone by the 
workers to take up such employment.-* 
Fourthly, possibly because they are well 
targeted, public works appear to have been 
more eflective m moderating the severity of 
poverty ratherthan its head count incidence ’ ‘ 

Conceptually, if viewed primarily as an 
anti-poverty measure, a well targeted public 
works programmes should not provide 
incentives for ihc non-poor to participate 
and nor should there be impediments to 
participation by iinyone who is poor At Icasi 
till 1987-88, Indi.m schemes seem broadly 
to have passed the first test but, except 
poisibly in Maharashtra, failed the second 
both because of a paucity ol tunds and a lack 
of official commitment, except at limes of 
natuial disasters. Since then, confusion about 
the intention behind such schemes seem to 
have increased. First, wages offered have 
been increased to the statutory minimum 
wage rate which is often higher than locally 
prevailing wages, thus making participation 


more attractive. Second, despite this, funds 
available for such sehcincs have been cut in 
real terms, causing job availability to be 
even more rationed. Finally, as a result of 
a misplaced iinportancc given to the head 
count poverty incidence measure there is a 
feeling that these .schemes have failed to 
reduce poverty, and this, combined with a 
general presumption that investment rather 
than doles are what is leally necessary, have 
led many to argue for an increase in the 
materials and expertise content of the.se 
.schemes, at the cost ot theii unskilled labotii 
content, so as to make them more viable 
instruments of rural investment. 

These reactions arc confused because the 
primary goal of an anti-poverty measure is 
not the creation of as.scts and not is its 
purpo.se a general redistribution of income, 
say by increasing the general wage level. 
1'his IS not to argue that these arc not laudable 
objectives but simply to point out that 
attempts tocha.se too many ob|ccli ves without 
substantially increasing the budget available 
risks diluting the piiiiiary goal ol jHiveity 
alleviation. Both higher wage tales and a 
lowei componciil loi unskilled labour in 
these .schemes icdiice iheir transfer content 
And, these objectives, by attracting richer 
workeis and/or by diret ting employment to 
regions wheic viable investment protects, 
lather than the poor, exist arc also likelv to 
make for much less eflective targeting. 
Possibly, the correct appio.ich would be to 
make cm|)loyment guaiantee the prtmary 
concern of such piogiammes, setting the 
wages paid to Icsels where the demand lor 
such employment would bioadly match the 
funds avail.ible (.'Icaily, if more funds can 
be directed into such programmes the wage 
tatc paid c.in tie increased, .mil with suflicieiU 
cxpendituie even the general wage rate 
tnlluenceil within the employment guarantee 
liamewoik. The employment guarantee 
aspect should, however, be the prmiaiy 
concern and higher wages the secondary 
concern because only this priority would 
keep out the relatively rich while allowing 
the poor unimpeded access, 

.Secondly, Ihc best way to do”etail 
pi oduiiive investment into such a progi,mime 
would possibly be to give a wage subsidy 
equal to the employment guaia'ilee w.ige 
rate lor each unskilled worker working on 
a class ol wcll-delmed approved investment 
projects, delinking pro|cct choice tioin the 
agency implementing the guaiantee scheme 
and treating the icst ol the proiect cost and 
benclit on par with any olhei With the 
etnploynieiil guarantee scheme in jilace, this 
need not cost the exchequer any more and 
yet the linkage between poverty alleviation 
and productive investnient thiough labour- 
intensive schemes could be decentralised 
Needless to say. this means that other pioject 
costs would h.ive to be met Irom outside the 
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employment guarantee Duaget. Hut this is 
the proper way of proceeding because while 
there is a case for subsidising employment 
if there is paid underemployment at the 
normatively chosen employment guarantee 
wage rate, there is no case to subsidise any 
piirticular investment more simply because 
it is selected by the agency implementing 
the employment guarantee scheme. 

However, the main lesson from earlier 
sections is that the basic thrust towards 
permanent reduction of poverty must take 
the form cither of increasing employment 
in agriculture, mainly through better 
irrigation and multiple cropping, or of 
increasing the stock of viable self- 
employment opportunities or regular jobs in 
non-agriculture. It is towards these objectives 
that rural investment should be encouraged 
while employment guarantee provides the 
framework within which this can be done 
without sacrificing the need to combat 
poverty immediately. Yet, because the 
reforms themselves have aspects which tend 
to increase poverty, and because fiscal 
considerations mean that it might be difficult 
to increase both agricultural investment and 
the expenditure on anti-poverty schemes, 
there will be difficulties in the future. 


under these circumstances, it is clear that 
if poverty reduction is to be a serious part 
of the agenda in the reform period, the 
reforms themsel ves should have an explicitly 
redistributive content. This would require 
cuts in subsidies to the rich and also higher 
taxes to maintain and increase the expenditure 
relevant for the poor. In addition, the old 
issues of land distribution and the provision 
of universal primary health and education 
must again be put back on the agenda. But, 
more than anything else, it must be recognised 
that a 'reform' strategy which aims to 
withdraw the state from investment, liberalise 
finance and thus divert finances from the 
state to the private sector, liberalise 
agricultural trade and thus enrich the rich 
at the direct cost of the poor, and seeks to 
control inflation and BOP problems through 
deflation and devaluation is at its root a 
fundamentally inequitous adventure. 

Notes 

(This IS a slightly revised version of a paper 
delivered at the Workshop on Econoinic Keforms 
and Poverty Reduction organised jointly by the 
Institute of Development Studie.s. Sus.sex and the 
Lai Bahadur .Shastri National Academy of 
Administration. Mus.soone, and held in Mussoorie 
m February |y%.l 


1 bee e g, u K UhamiraseKiiar ana Abtiijit ben: 
'Has Poverty Declined with Reforms?'. 
Macroscan, Businessline, January 23. 19%. 
See also Jaya Mehta, 'Poverty Figuics and 
the People of India' in Alternative Economic 
Survey 1995-96, published by the Delhi 
Science Forum for the Alternative Survey 
Group. 

2 Ozler, B,G Uuttand M Ravallion, ‘A Database 
on Poverty and Growth in India', Poverty and 
Huiium Resources Division, Policy Research 
Development. The World Bank, January 1996. 
This data base which is available in diskette 
form contains data up to the 48th Round 
(January-December 1992) of the NSS, It also 
has compilations of the poverty line fur the 
.30th Round (July 1993-Junc 1994), but does 
not contain poverty estimates for this round 
bccau.se the NSS data was not available. The 
poverty estimates for 1993-94 ate ours, using 
the World Bank poverty lines (which use the 
Planning Commission benchmarks of Rs 49 
and Rs 57 at 1973-74 prices fur rural and 
urban India but use somewhat different 
deflators) and the World Bank computer 
programme POVCAL for poverty e.siimate 
calculations with the .50th Round NSS 
estimates. 

3 This relies heavily on Tendulkar. S, D K 
Sundaram and L K Jam, 'Poverty in India 
1970-71 to 1988-89', ILO ARTEP, 1993. 

4 See the next section, and particularly 
Table 7. 
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. ror me luii urjjuiiicni. see nongii acn ana 
Jayad Ghosh, 'Trends in Rural Employment 
and the Poverty-Employment Linkage'. ILO- 
ARTEP. New Delhi. 1993. 

' 'RumI Development’, including special area 
programmes, makes its appearance as a 
separate plan head only in the Sixth Plan 
(1980-85). The actual expenditure under this 
head was 7.8 percent of total plan expenditure, 
of the central and state governments taken 
together, during the Sixth Plan rising to 8.6 
per cent in the Seventh Plan (1985-90). The 
share of Plan expenditure under the different 
head‘Agriculture and Allied Sectors', dropped 
ftwm 12.3 per cent in the Fifth Plan (1974-79) 
to 6.1 per cent in the Sixth Plan to 5.8 per 
cent in the Seventh Plan. Plan expenditure on 
‘irrigation and Flood Control' also fell as 
share of total plan outlay from 9.8 per cent 
in the Fifth Plan to 10 per cent in the Sixth 
Plan to 7.6 per cent in the Seventh Plan. Thus, 
the total of these heads maintained a roughly 
constant share of total Plan expenditure, but 
there was a shift from specifically agricultural 
to wider concerns In addition to these a 
considerable amount of government 
expenditure under other heads, notably .Social 
services, occurs in rural areas. The rural share 
of these is likely to have increased. 

' All these figures are on the basis of the NSS 
usual status activity concept. However, very 
similar results are obtained on the basis of 
the NSS weekly status concept also. 
Unfortunately, figures are not available by 
the more sensitive daily status concept for the 
NSS ‘thin’ samples between 1989-90 and 
1992 The range of values indicated above 
are necessitated by the fact that NSS population 
estimates vary somewhat from the figures 
issued by the Registrar-General, The absolute 
fall in non-agricultural employment is greater 
if the unadjusted NSS figures are used, the 
lower estimates assume the NSS ratio of 
workers to population hut the Kegisl.ar- 
Generai’s population estimate Sometimes 
doubts arc expressed about the validity of 
employment estimates from the NSS ‘thin’ 
samples, but sec Bhatia, S ‘Workforce 
Restructuring, Wages and Want' Recent 
Events, Interpretations and Analysis'. 
Presideiiiial Address at the 37th Annual 
Conference of the Indian Society of Labour 
Economics, printed m The Inihtin Journal «/ 
Labour Economics, January-March 1996. 

< Tendulkar, S D and L K Jam, ‘Economic 
Reforms and Poverty’,t'frtnf«m<'«ndFohti('a/ 
Weekly. June 10, 1995. 

> For the methodology recoinincnded. see 
Planning Commission, GOl. Report of the 
Expert Group on Estinuition of Proportion 
and Number of Poor. July 1993. For details 
of actual calculations, see Chandraiickhar. C 
P and Abhijit Sen. ‘Has P'jvcrty Declined 
with Reforms'’’, Macroscan, Hu.stne.ssltne, 
January 23, 1996. 

'* An important point which needs discussion 
relates to the use of thin sample data. It is 
sometimes suggested that these data should 
not be used because of theirsmall sample siec, 
especially at the state level. However, since 
what matters really is the effect of small 
samples on the variance of the estimates, 
these variances were calculated and 
confidence tests were done The results of 


these confidence tests show that, comparing 
1989-90 with 1992, poverty increased sig¬ 
nificantly m all states except Kerala and 
Karnataka. Comparing 1989-90 with 1993-94, 
poverty increased significantly in Assam, 
Bihar, Gujarat, Haryana. Maharashtra. Punjab 
and Uttar Pradesh, it declined significantly 
in Andhra Pradesh, Karnataka. Kerala and 
Tamil Nadu; and the changes were statistically 
insignificant in the remaining states. 

11 It is interesting to observe that the share of 
private investment in GDP has fallen in the 
post-reform period. But this conceals a major 
asymmetry between investments in the 
corporate and the household (i e, small scale) 
sectors: gross fixed capital formation of the 
household sector declined from 9.5 per cent 
of GDP in 1990-91 to 5..f per cent in 1993-94, 
while corporate investment increased from 
3.8 per cent of GDP to 7.2 per cent. Similarly 
there is an asymmetry in the growth rates of 
corporate and non-corporate entities in the 
manufactured sector. Compared to a decadal 
average of 8.2 per cent per annum during the 
1980s. and 8.9 per cent in 1990-91, the index 
of manufacturing output tell by 0.8 per cent 
in 1991-92, and grew only 2.2 per cent in 
1992-93 and 5.6 per cent in 1993-94, before 
returning to a pre-refunn growth rate of 8.7 
per cent in 1994-95 Significantly, however, 
the large-scale private corporate sector 
performed belter than thecconomy. This sector 
weathered the crisis year 1991 -92 rather well, 
managing u sales growth of 9 per cent in real 
terms, the same as the 1980s average Real 
sales growth slowed down to 2 per ccnl m 
1992-93 because ot public expenditure cuts, 
hut rebounded to 8 per cent in 1993-94 and 
soared to 16 per cent in 1994-95 as spending 
cuts were restored Moreover, the share of 
gross profit m corporate sales has risen 
continuously, from 14 per cent m 1990-91 to 
over 16 per cent in 1994-95, and, because of 
cuts m corporate taxation, profits alter tax 
have risen even more Thus, the adverse cl fccis 
of stabilisation and structural ud|uslnieiil 
policies on investment appear to have been 
concenlrated on smaller enterprises This is 
III part an outcome of ihc fact that changes 
in the financial sector, which boosted equity 
markets and made credit more costly and 
scarce, have tended to divert finance to larger 
enterprises But. in part, this was also a 
reflection of changing demand patterns 

12 Unlike previous devaluations which were 
accompanied by the imposition ol export 
duties on agricultural products to dampen 
primary price increases, the devaluation in 
1991 was .sccnmpanicd by an wilhdiawal ol 
subsidies on m.iiiulactured exports and the 
announcement that there would not be any 
further discnmiiiatiun against primary goods 
exports. 

13 See. for example, John W MclIorandGunvanI 
M Dcsai, Afirtcullitral Change and Rural 
Poverty - Variations on a Theme b\ Phariii 
Narain, Oxford University Press, 1986 

14 Sec. for example, Ravullion. M and G Dutt 
‘Growth and Poverty in Rural India', 
Background Papci to the 1995 World 
Development Report, WPS 141)5, World Bank, 
Washington, ITC. 1995 

15 .Sec. for example Ravallion, M and G Dull. 
‘How Important to India's Poor Is the Sectoral 


Composition of Economic Growth'’’, World 
Bank Economic Review, 1996. 

16 See, for example, Nayyar, D and A Sen, 
'International Trade and the Agricultural 
Sector in India' in G S Bhalla (ed). Economic 
l.iheralisation and Indtan Agriculture, ISID, 
1994. 

17 Ravallion and Dutt op cit Background Paper 
to ihc / W.5 World Development Report. WPS 
1405, World Bank, 

18 When this model esliinated up to 1987-88 
ts extrapolated it yields expected poverty 
ratios of 33 1 and 34.5 per cent m 1992 and 
1993-94 respectively as against actuals of 

4.3.5 and 38 1 per cent for those years It must 
be noted that these models were fitted to the 
Ravallion-Dutt data Their poverty estimates 
for 1989-90 and 1992 are 34 3 per cent and 

43.5 per cent respectively In contrast, the 
corresponding Tendulkar-Jain estimates are 
37 9 and 48 I per cent, implying an even 
larger increase m poverty m the immediate 
post-reform period than the Ravalhon-Dutt 
estimate 

19 The predicted value for 1992 turns out to 43 
per cent .as against the actual of 43.5. 

20 The predicted values arc 43 7 per cent and 
40.4 per cent in 1992 and 1993-94, as against 
actuals of 43 5 per cent and 38 7 [ici cent 
respectively. 

21 Dutt, Gaurav and Martin Ravallion ‘Why 
Have .Some Iiidiar. Slates Done Better than 
Others at Reducing Rural Poverty'’', miiiieo. 
Policy Research Deparimcnl, World Bank, 
Scpteiiiber 1995 

22 Wc included many altcrnalivc measures of 
guvcmmcnlex|x-ndituic,such asexpcndituic 
on agriculture, lural development and social. 
sectors, in both the all-liidia and state level 
equations In almost every ease these more 
focused public expcndiliire variables 
performed worse than the more general public 
"development" expenditure, which includes 
almost all public expenditure other than 
interest payments and adininistiation 
However, this analysis, winch musi lie can led 
out at the state level to give stifficieni 
degrees of freedom, is conliniiing It is possi¬ 
ble that better specificalion will lead to 
more definite results One result already 
available is that rural employment schemes 
appeal to have a significant poverty 
alleviation effect if Ihc squared poverty gap 
measure is used, although not with the head 
count iiicasarc 

23 This IS a theoretical possibility often raised 
when comparing such schemes with | Jie 
transfers I see e g, Gangopadhyay, ,S and 
.Subrainanian S, ‘Optimal Budgetary 
Inicrseniton in Poverty Alleviation .Schemes' 
in S Suhramanian (ed). Themes in 
DevelopmentEconomus,i )UP. fX'lhi, 1992) 
However, oiii regressions suggest n/nmtive 
relalionslitpacios.s.slalcs,hi)ldingagricultiiial 
output constant, between employment in 
public works and employment excluding 
public works Fur a more sophisticated 
micro-level excercise which also conclude.s 
that incomes foregone were small, see 
Ravallion, M and G Dutt, ‘Is Targeting 
through a Work RcquireinenI Efficient? 
Some Evidence from Rural India', miineo. 
World Bank 1991 

24 See also .Sen and Ghosh, op cit 
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India’s Checkered Ifistoiy in Fi^t Against Poverty 

Are There Lessons for the Future? 

Martin Ravailion 
Gaurav Datt 

Looking back 40 years or so, progress against poverty in India has been highly uneven over time and space. It 
took 20 years for the national poverty rate to fall below - and stay below - its value in the early 1950s. And trend 
rates of poverty reduction have differed appreciably between states. This paper provides an overview of results from 
a research project which has been trying to understand what influence economywide and sectoral factors have played 
in the evolution of poverty measures for India .lince the 1950s. There are .some clear le.\sons jor the future. 


THERE has been much debate about how 
best to fight absolute poverty. Total numbers 
of poor people in the world - by almost any 
accepted standard - are continuing to nsc.' 
The urgency of resolving the debate, and 
taking effective action, is greater than ever. 

The extent to which poor people share in 
economic grttwth has been one of the most 
contested issues. Some observers have argued 
that “distribution must get worse before it 
gets better" in developing countries, and that 
this puts a severe brake on the prospects for 
pro-poor economic growth. There have also 
been debates about the effects ol growth in 
specific sectors. For example, some have 
argued that the benefits of the ‘green 
revolution' (which resulted in substantial 
gains in agricultural yields through new seed 
varieties and irrigation) were captured by 
lelati vely well-off farmers, and brought little 
or no gain to the rural poor. Others have 
pointed to farm-output growth as the key to 
poverty reduction, both directly and via its 
effects on rural wage rates.’ 

There would be little risk of exaggeration 
in .saying that the position one takes in such 
debates has great bearing on long-standing 
issues of development strategy and policy 
reform. The link between growth and poverty, 
and the interaction with other factors 
(including human resource development), 
has akso taken on new urgency in the wake ol 
recent macroeconomic difficulties and adjust¬ 
ment efforts in many developing countries.' 

However, these arc difficult issues to 
lesolve empirically, not least because of the 
I oaucity of representative and reliable data 
over time on the living standards ol poor 
icoplc. Amongst developing countries, India 
has relatively good data for addressing these 
issues. At the time of writing, one could 
compile a time senes of consumption data 
Irom 34 National Sample Surveys spanning 
1951-92. This is one of the longest .series 
of national household surveys suitable for 
tracking living conditions of the poor. Most 
uf the surveys are large enough to be con- 
'idered representative at the urban and rural 
levels for most states, and they appear to be 
icasonably comparable over time since the 


basic survey method has changed relatively 
little. Other data (on price indices and ex¬ 
planatory variables) are also available on a 
reasonably consistent basis. Although there 
are data problems (some of which we can 
make corrections for), they are modest by 
the standards of cross-country comparative 
studies. The existence of a time series of 
coasumption distributions spanning 40years 
represents a unique, opportunity to study the 
link between living conditions of the poor 
and the key macro-economic and sectoral 
variables which are thought to have important 
influences on progress in reducing poverty. 

We have used these data to study the past 
evolution of living standards in India. We 
have asked: How have comparable measures 
of poverty in India evolved since the 1950s? 
Has the experience been different between 
urban and rural areas and between different 
states? How have measures of poverty 
responded to changes in economy-wide and 
.sectoral variables? What has been the relative 
importance of economic growth versus 
changes in distribution? What role has been 
played by the sectoral composition of 
economic growth? How important have 
changing wages and prices been? Why have 
some states of India done so much better 
than others in the fight against poverty? 
What role have differences in the initial 
levels of human development played, versus 
other factors such as physical infrastmclurc 
endowments? This paper provides an 
overview of the results of this research. We 
avoid details on data and methods, which 
are described more fully in a series of papers 
from the project.'* 

Data on Poor Pkoi*i.i- 

To address the questions po.scd above, wc 
consti ucted a new set of consistent estimates 
of various poverty measures for India ovci 
the period 1951 to 1992 Irom the National 
Sample Stir 'ey (NSS) data. Wc aimed to 
measure ‘absolute poverty’, by which wc 
mean that the extent of any household's 
poverty depends solely on its own absolute 
standard of living (lor example, a household 
does not switch from being poor to non-poor 


when It moves across sectors unless its 
standard of living has changed).' Following 
now well-established and defensible practice 
for India and elsewhere, the .standard of 
living was measured by consumption 
expenditure (including imputed values for 
consumption from own production). Wc only 
studied ‘poverty’ in the narrow (though 
unquestionably important) sen.se ol 
"command over commodities’’; we do iioi 
deny that theic aie aspects ol a broader 
concept of ‘well-being’ which arc not 
captured by our poverty measures.'' 

The jKiverty lines used were those defined 
by India’s planning commission.' The rural 
poverty line IS Rs 49 per month and tfie urban 
line IS Rs 57 per month at October 1973- 
Junc 1974 all-hidia rural and urban prices 
respectively * The nominal consumption 
distributions foi each survey data were then 
converted to constant prices using consumer 
price mdicc.s for urban and rural areas which 
were anchored t» the ctinsumplion patterns 
of low-income workers ” 

Three dilferenl poverty measures were 
u.sed (i) The headcount index, given by the 
percentage of the population who live m 
households with a consumption per capita 
less than the poverty line This measures the 
incidence ol poverty; (ii) The poverty gap 
index, defined by the mean distance below 
the poverty line cxpres.sed ,is a proportion 
of that line (wheie the mean is formed ovei 
the entire |K>pulatioii. counlitig the non-pooi 
as having zero poverty gap). This rcllccis 
the depth ol povcily, as well as its incidence; 
(III) The squared poverty gap index, defined 
as the mean of the squared proportionate 
poverty gaps. Unlike the poverty gap index, 
this measure letlccls the .sevetiiy ol poverty, 
III that It will be sensitive to inequality 
amongst the poor.'‘ ' ’Theestimated poverty 
measuies were then collated with a variety 
of macro-economic and sccioial variables. 

How Miifii Prixirlss Has India Maw. in 
FkiII'iinc, Povi Riv .SiNCi.Tiir I95()s? 

I’able I gives our estimates ol the three 
poverty measures for eight periods formed 
by aggregating NSS rounds. Figure 1 gives 
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Iheesdmatesof the headcount index for each 
survey round, (The pattern of change was 
very similar for the other two poverty 
measure.^) Several points emerge; 

The penod from the early 195()s up to the 
mid-1970s was characterised by fluctuations 
in poverty without a real trend in either 
direction.'^ The average headcount index 
was 53 per cent in 1951-55 (marked in 
Figure 1), about the same as its average 
value in 1970-74.'' After that there was a 
signitlcant decline in poverty incidence (and 
the depth and .severity of poverty fell too),'" 
though this was not a continuous decline. 
It thus took over 20 years for the poverty 
measures to finally fall below - and stay 
below - their values in the early 1950s. 

Changes in rural poverty closely follow 
those at the national level, which is not 
surprising given that a large proportion of 
India's population lives in rural areas (about 
74 per cent even at the end of the period), 
it is more notable that a similar pattern over 
time also holds for urban poverty (Figure I). 
Common causative factors appear to be at 
work. 

The reduction in poverty since the early 
1970s has been sizeable; between 1969-70 
and 1992. the national headcount index 
declined from 56 to 41 per cent. Yet India’s 
progress against poverty has been modest 
when compared to the standards set by some 
countries in cast Asia. For example, 
Indonesia's headcount index was 58 per cent 
in 1970—very close to our estimate for India 
at that time. But by 1993 (keeping the same 
real poverty line over lime), we estimate that 


the headcount index for Indonesia had fallen 
to 8 per cent, about one fifth of India's 
headcount index in 1992.'’ 

How Important to India’s Poor was 

Economic Growth and Contraction? 

We look first at the effect of aggregate 
economic growth and contraction on 
poverty. Comparing successive survey 
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rounds, we regressed the percentage change 
in each of the three poverty measures on 
various measures of the rate of aggregate 
economic growth between the same rounds. 
Based on the regression coefficients. 
Table 2 gives our estimates of the percent¬ 
age change in each poverty measure to be 
expected from a 10 per cent growth rate 
for (i) the mean consumption per person as 
estimated from the NSS; (ii) mean 
consumption per person estimated from the 
national accounts and population census; 
and (iii) mean net domestic product per 
person, also from the national accounts and 
census." 

The national poverty measures responded 
significantly to all three measures of 
economic growth. For example, a 10 per 
cent increase in mean consumption resulted 
in a 12-13 per cent drop in the proportion 
of people who are poor, representing a 10- 
11 per cent drop in the number of poor, at 
India's rate of population growth. The 
responses are higher if one uses the NSS 
estimate of mean consumption, rather than 
the national accounts estimate, though the 
difference is small for a given poverty 
measure. The responses are lowest for net 
domestic product. This may be due to inter¬ 
temporal consumption smoothing which may 
make poverty (in terms of con.sumption) less 
responsiveinthc short-term to incomcg. owth 
than to consumption growth. 

Notice too that the responses tend to be 
greater if one uses the poverty gap index 
rather than the headcount index, and the 
respon.se is largest fur the squared poverty 
gap, which IS sensitive to both the depth an 1 
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FiauRE 2: Cumulative Change in Headcount Index Did the Pattern of Growth Matter? 

(Total of Growth and Redistribution Components) 


Cumulative change since 1951-52 (percentage poinu) 



Growth component -O-Redistribution — Total change 


severity of poverty. This means that the 
impacts of growth and contraction in India 
were not confined to those near the poverty 
line, but reached deeper. 

Redistribution played a role in the long 
run changes in poverty in India. Any change 
in a poverty measure can be decomposed 
into a growth com | ument and a redistribution 
component.'’Roughly speaking, the growth 
component is the change in the poverty 
measure which would have occurred if 
inequalities had not changed, while the 
redistribution component is the change in 
the poverty measure that one would have 
found if there had been no change in the 
mean. By adding each component over time 
we can assess the cumulative total impact 
of growth or redistribution. Figure 2 gives 
the results.'" 

It can be seen that the redistribution 
component did help over the whole period. 
Thus, for India, our results reject the old 
view (still held in some quarters) that 
distribution must get worse as a low-income 
country grows. Nonetheless, the overall 
contribution of redistribution to change in 
the headcount index has not been large in 
the long run. The growth in mean 
consumption has been more important, 
accounting for about 80 per cent of the 
cumulative decline by the end of the period. 

Redistribution mattered more to the other 
two poverty measures. For the poverty gap 
index, the redistribution component 
accounted for about 40 per cent of the 
cumulative decline by the end of the period; 


its contribution was 47 per cent for the 
.squared poverty gap index. Favourable 
redistribution has thus been quite important 
for changes in the depth and severity ol 
poverty. 

Most of the pro-poor impact of 
redistribution was realised early on, during 
the early to mid-1960.s, well before the onset 
of the sustained decline in the national 
poverty measures. Since the mid-19()()s. the 
redistribution component iluctuated without 
making a further addition to its total long- 
run impact on national poverty. (This holds 
tor all three poverty measures.) The gains 
to the poor since about 1970 have been 
almost entirely due to growth. 

The latter finding might be taken to imply 
that public efforts at pro-poor redistribution 
in the 1970s and 1980s failed. However, one 
should be wary of drawing that conclusion 
since we do not know the counter-factual 
of what would have happened without those 
efforts. Possibly distribution would have got 
worse. 


Turning next to the sectoral composition 
of growth, we found that the changes in 
national poverty have been for the most part 
driven by changes in rural poveny. Figure 
3 gives the cumulative (population-share 
weighted) contributions of toth the urban 
and rural .sectors to the national headcount 
index. The rural sector accounted for more 
than three-quarters of the total decline in 
national poverty measures over the whole 
period.'* Nonetheless-dcspite the substantial 
sectoral shifts in national output that have 
occurred over the last 40 years or so - 
poverty in India is still overwhelmingly mral. 
In 1992. three-quarters of India's poor lived 
in rural areas. 

We also looked closely at the interlinkagc 
between the sectoral composilion of 
economic growth and the urban-rural 
composition of poverty, using cconomciric 
methixls to disentangle the various effects 
within and across sectors.” The main 
conclusion was that the relative effects ol 
growth within each .sector, and its spillover 
effects to the other sector, reinforced the 
importance of rural economic growth lu 
national poverty reduction in India. Both the 
urban and rural poor gamed from growth 
within the rural .sector. By contrast, while 
urban growth reduced urban poverty, it also 
had adverse distribution effects within urban 
areas which’ militated against potentially 
higher gains to the urban poor. And urban 
growth had no discernible impact on rural 
poverty. The process of growth through 
rural-to-urban migration contributed very 
little to poverty rcductioti tn Indta. 

When the growth in nattonal income was 
broken down by output-based sectors, we 
found that there were marked sectoral 
differences in the poverty impacts. Both 
primary (mainly agricultuic) and tertiary 
(trade, services, transport el al) sector growth 
reduced poverty nationally, and Ihey also 
did so within both urban and rural areas By 
contrast, secondary (mainly manufacturing) 
sector growth brought no discernible gams 
to the poor in either sector. In the historical 
shift from primary to secondary and ternary 
sectors it was the latter sector which 
delivered the bulk of the gains to India's 
poor. 


Table 2: How Kesponsivl Werf National Poverty Measures io 
Economic Growiii in India? 



Percentage Change in ihe Poverty Measure 
Attributable to a 10 Per Cent Increase in 

Mean Consumption 
from National 
Sample Surveys 

Mean Private 
Comsumplion from 
Nattonal Accounts 

Mc.Tn Net 
Oomeslie 
Product 
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figure 3; Urban-Rural Composition op Change in the Headcount Index 
(Cumulative Changes in the Uihan and Rural Components and Population Shift Effects) 


Cumulative change since I9SI-S2 (percentage points) 



-0~ Rural component "^Urban component --Population shift —Total change 


The rclatt ve lack of an impact of secondary 
sector growth on poverty rellecls the type 
of development strategy Indta pursued since 
the second plan in the late l9S0s, which 
emphasised capital-intensive industrialisat¬ 
ion within a largely closed-economy regime. 
It is not surpnsing that such industrialisation 
brought negligible direct gams to the nation’s 
poor, who depend heavily on the demand 
for relatively unskilled labour.-' 

Dll) IMP Rural Poor Bi-ntot from 
Agrk'ui.turai. Growiii? 

Since rural (xiverty has been so important, 
we turned our attention to this sector. Here 
we examined how much India’s rural poor 
bcncl'ilcd from agricultural growth, what 
role the labour market played, whether the 
I mpacts were di strihutional ly biased one way 
or another, and how important macro¬ 
economic stability was to the rural poor. 

We collated the household survey data 
with data on agricultural wages, prices and 
output. and estimated a dyntimic a-onomctric 
model jointly determining rural poverty 
measures and real wages.-* The model had 
a triangular structure in which the rural 
poverty measure was hypothesi.sed to be a 
lunciton of both the real agricultural wage 
riite and the average farm yield per unit area 
(as well as other variables), and the real wage 
rale was also a function ot the farm yield 
and other variables. 

The results indicated that all three poverty 
measures responded significantly in the short 
run to changes in agricultural wages as well 


as to average farm yields. And wages also 
responded significantly to farm yields, 
presumably through effects on labour 
demand, such as due to multiple cropping. 
Higher yields thus helped reduce absolute 
poverty through induced wage effects, as 
well as the more direct channels, including 
effects on both employment and own-tarm 
productivity. 

Neither the poverty measures nor real 
wage rates adjusted instantaneously to 
changes in farm yields. The combined effect 
of this stickinc.ss in both variables was that 
the short-run gains to poor people of 
agnculturil productivity growth were far 
lower that the long-run impacts. Also, the 
short-run effects on rural poverty operating 
via the real wage rate were minor compared 
to the direct effects of higher own-farm 
yields. But in the long run, the wage effects 
did matter, accounting for about one-third 
of the long run response of ab.solutc poverty 
(for ail three measures) to a yield increase. 
The process through which India’s rural 
poor participated in the gains from agri¬ 
cultural growth did take time, though about 
half of the long-run impact occurred within 
three years of an initial gain in farm yield. 

Did Inilation Mattf,r? 

Wc found evidence of an adverse short- 
run impact of inflation on real agricultural 
wages and (hence) absolute poverty in rural 
areas. The effect of inflation was to reduce 
real wages in the short term, because nominal 
agricultural wages responded sluggishly to 


inflation. Nominal wages catch up eventually. 
But we found that the adverse short-term 
impact on the rural poor was sizeable. For 
example, we c.stimate that a once-and-for- 
all 20 per cent increase in the price level 
would result in a drop of 13 per cent in the 
current year's real wage rate in agriculture, 
and an increase of S per cent in the rural 
headcount index. The impacts on the other 
poverty measures would be even higher; 
the squared poverty gap would rise by 
9 per cent. 

Did Some States Perform Better Than 

Others in Reducing Rural Povert v? 

The regional disparities in levels of living 
in India have been large. For instance, the 
proportion of the rural ptipulation of the 
state of Bihar living in poverty in 1990-91 
was about 58 per cent, more than three times 
higher than the proportion (18 per cent) in 
the (combined) slates of Punjab and Haryana. 
Some of these differences appear to have 
persisted historically, though there were also 
differential trends across regions. Looking 
back over time, the more striking - though 
often ignored - feature of the Indian 
experience has been the markedly different 
rates of progress between states; indeed the 
ranking of states around 1990 looks quite 
different to that .30 years earlier, as can be 
seen in Figure 4 which compares headcount 
indices around 1960 with those around 1990 
(The picture looks very similar for the other 
two poverty measures.^') For example, the 
southern slate of Kerala moved from having 
the second highest rural poverty rate around 
1960 to having the fi fth lowest around 1990. 

Regrcs,sing the log of each poverty measure 
against time, there was a trend decrease 
(significant at the 5 per cent level or better) 
in all three measures in 9 of the IS stales, 
viz, Andhra Pradesh, Gujarat. Kerala, 
Maharashtra, Orissa, Punjab and Haryana. 
Tamil Nadu, Uttar Pradesh and West Bengal. 
The trend was not significantly different 
from zero at the 5 per cent level in the other 
six states of A.s.sam, Bihar, Jammu and 
Kashmir, Karnataka, Madhya Prade.sh, and 
Rajasthan; there was not asignificant positive 
trend for any state for any poverty measure. 
There is a tendency for the absolute size ol 
the trend to be higher for the poverty gap 
than the headcount index, and it was highest 
for the squared poverty gap. 

In terms of progress in both raising average 
household consumption and reducing rural 
poverty, the state of Kerala turns out to be 
the best performer over this period. The 
second, third and fourth highest trend rates 
of consumption growth were Andhra 
Pradesh, Tamil Nadu, and Maharashtra 
respectively. In terms of the rates of poverty 
reduction, the second, third and fourth states 
were Andhra Pradesh. Punjab and Haryana, 
and Gujarat; the ranking is invariant to the 
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Figure 4: Povekitt by State, I960-9() 
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choiccof poverty measure thoiiglulifici cnccs 
in their rates of poverty redui tion arc not 
latge. The worst performer was Assam by 
all measures. The other poor pcriormers 
were Bihar, Jammu and Kashinii. Karnataka, 
Madhya Pradesh and Ra|as(han: the exact 
ranking vanes by the measuie u.scd. 

The states whieh had the highest trend 
rates of growth in mean eonsuinplion tended 
to have the highest trend rates ol poverty 
reduction, and the correlation is veiy strong 
(thecorrelation co-elTicient between the trend 
rate of reduction in the headcount index and 
the trend rate of consumption growtii is 0.85. 
the correlation is about the same for the i ithei 
two poverty measure.s). Botli these vstriahics 
may well have been influenced by similar 
factors. Next we look at what those factors 
might be. 

What AfcotJErrs i-or thh rai-FERiNti Rmt-.s 

OF PRtX'iRUSS IN ReDUCTNO PoVKRT Y'' 

Every .slate has Us own story with a mixture 
of both successes and failures at public action 
against poverty in different periods.-' There 
were differences between .states m the impacts 
of (ostensibly similar) interventions, as well 
as differences between states in the package 
of interventions pursued; and in both respects 
experiences in a given state changed over 


time. We cannot hope to capture all this 
variance m experience - for one thing we 
would quickly run out of degrees of Irecdoin. 
Here oui aim is solely to look for any 
einpiiical regularities that can account for 
at least a reasonable share of that variance. 

The intei-statc dilfeicnees in progress at 
fighting |K>vei ty allowed the project to study 
the impact on the trend latc ot poverty 
reduction ol a range of variables, including 
regional diffciences in human and phy.sical 
resoiiice development. A pooled model was 
estimated, giving 2 lOobscrvalions (1 .S states 
over 21 N.SS .rounds, though with some 
missing observations, or inadequate sample 
si/.cs). A model was estimated for each 
poverty measure, with both time varying 
and static explantilory variables. The key 
explanatory variables were current and 
lagged real agricultural output per hectare, 
current plus lugged real non-agricultiiral 
output per capita, the rate of inllation, lugged 
real state development spending per capita, 
and the state's initial (around 1960) irrigation 
rale, infant mortality rale.and temalc literacy 
late; the latter three variiihlcs were allowed 
to inllucnce the rate of change m the poverty 
measures (thus entering the model i ntcracted 
with time).’* The estimated models could 
account lor abttui 90 fter cent of the variance 


over ttme and across states in the poverty 
measures.* 

The results indicate that higher growth 
rates in agricultural yields and real non- 
agriculttiral output per capita, lower rates of 
inflation and higher growth in state 
development expenditure all led to higher 
rates of progress in both raising average 
consumption and reducing all three measures 
of absolute poverty. 

I'hc results al.so suggest that inter-state 
differences iri initial conditions of human 
and physical resource development played 
an important lole; higher initial irrigation 
intensity, higher literacy rales and lower 
initial infant mortality rates all contributed 
to higher rates of consumption growth and 
poverty reduction. Initial inequalities in 
access to physical and human infrastructure 
appear to have been an important (actor m 
longer-term rates of poverty reduction.'" 
Consider Bihar, one ol the worst pcriormers 
in poverty reduction (I'lgure 4). The poor 
in Bihar sufferctl from the slate's slow growth 
in agricultural yields. But the Mate's pooi 
initial conditions were also an important 
factor The incidence of poverty m Bihai 
declined at a treiul rate ol only 0,1 pei cent 
per year We estimate that this would have 
itsen to 1 .2 per cent if Bihar had started oil 
with Kerala's level ol human rcsoiiice 
development in the 1960s. 

By and large, the same variables 
dctcrmimnggrowth in average consumption 
mattered to rales of progress in reducing 
poverty. Most ol the effects on absolute 
poverty were transmitted through growth in 
average consumption rather than 
rcdisirihution, though none of the factors 
which reduced absolute poverty had adveise 
elfccts on disiiibution. Thus, there was no 
sign ol a iradc-oll between growth and pro¬ 
poor distributional outcomes. 

Lessons ior iiii rniliKi 

Our investigation suggests that economy¬ 
wide vai tables do matter to India's poor, 
they have gcnertilly gained from economu 
giowlh. and lost from contraclion. they have, 
also been hurt by inllation The net gams 
to the poor since the early 1970s can be 
attributed in large part to economic growth 
- dtsirihution changed little Irom the point 
of view of the poor, though it appears to have 
been more important in the 19.S()sand 1960s. 
when there was rather less growth 

The expedience ol the past 40 years oilers 
suppt'rt for the view that a stable niucro- 
ptilicy environment, combined wiih micro- 
policy reforms conducive to economic 
growth, can help greatly m reducing absolute 
poverty in India. However, our results also 
reveal important nuances concerning the 
pattern of growth, and the importance of 
other contingeni factors, including human 
and physical infrastructure. 
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Uur results point clearly to tne quantitative 
importance of the sectoral composition of 
economic growth to poverty reduction in 
India. Fostering the conditions for growth 
in the rural economy - both primary and 
tertiary sectors - must be considered central 
to an effective strategy for poverty reduction 
in India. At the same time, the relative failure 
of India's past industriali.salion strategy from 
the perspective of the fHior points to the 
importance of successlul transition to a 
strategy capable of absorbing more labour, 
particularly from rural areas. 

But our results also point to the longer- 
term importance of inve.sting in human and 
physical infrastructure as a complemenl lo 
pro-growth reforms in India. Controlling for 
growth in farm and non-farm sectors, wc 
Find significant elfccts on trends in absolute 
poverty reduction of the differences between 
states in initial conditions related to 
infrastructure. 

A final Ics.son concerns the importance of 
being able to credibly assess an economy's 
performance in reducing poverty. Though 
less tlian ideal in some respects, the data base 
available fur poverty analysis in India is 
good by international standards. Many other 
countries have had far fewer objective socio- 
ccunoinic surveys on which poveity 
momturing cun be ba.sed, or their surveys 
have been severely wanting in terms of 
coverage (lacking, tor example, a sound 
consuinpfion module) or comparability over 
time. The very fact that for India wc can 
obtain the data needed to address the 
questions posed above carries an important 
mc.ssagc foe other countries today, and India 
in the future. 

Notes 

[Fur their coiniiients wc are gialclul lo Jyolsiiu 
Jalan. Pulci Loniouw. Doinmiqiic van de Wullc. 
Qucnlin Wodon. and the /i’/'W's rcrerec This 
p.ipcr suinin.'tnscs results of a le.search pro|Cil. 
'Poverty in India. 19.^1-92'. supporlcd by the 
World Hunk's Research Comniiitcc. undei RPO 
ft7?-82 However, lhe.se are the views of the 
authorand should not be attributed lo the World 
Bank, or any affiliated organisation | 

1 .Sec Kaval lion and Chen (1996) lor aggregate 
poverty measures for the developing world 
over the period 1987-93. They estimate that 
the percentage of the population consuming 
less than $l/day at I9K.S international prices 
(with currency conveisions at purchasing 
power parity) decicascd only slightly over 
this period, from .tO 7 |tci cent in 1987 to 29.4 
per cent in 1993 implying that the numbers 
of ix'ople living under .Sl/day rose from I 23 
billion lo I 32 billion over this period 
($1 /day IS about equal lo India's urban poverty 
line ) The gams lo the poor m cast and (less 
sulsouth Asiawcre roughly counter-balanced 
by the los.ses in other regions, notably Sub- 
Saharan Africa, I aim An.cnca and Eastern 
Europe and CenirnI Asia 

2 Contrusl.forcxample.Ahluwalin's(I978'320) 
lonelusion that "there is evidence of some 


incKie down associated wiin agricultural 
growth" with Saith's (1981:205) claim that 
"there can be little doubt that current growth 
processs have served a.s generators of poverty”; 
both were using data for India over roughly 
the same period (1957-73). The debate 
continues: in recent literature on India one 
can find claims that "rapid agricultural growth 
has henefiled all classes of the poor" [Singh 
1990) and “acceleration in agricultural growth 
by Itself IS unlikely to make a dent in rural 
poverty" [Gaiha 1995;285]. 

3 For an overview of the theory and evidence 
on the effects of adjustment on the poor see 
Lipton and Ravallion (1995, .section 5.3). In 
the Indian setling, .see Ravallion and Subbarao 
(1992). 

4 Sec Datt (1996). Ozlerct al (1996), Ravallion 
and Datl (1995,1996), and Dali and Ravallion 
(1996) Later we identify Which paper is most 
relevant lo each topic covered here 

5 A number of the popular inclhixls of making 
poverty comparisons over tune and space do 
not satisfy this consistency requirement, sec 
Ravallion (1994) for further discussion 

6 For further dcscussion of this point see Sen 
(1987). in the coiitexl of India also see Dreze 
and Sen (1995) 

7 See Planning Commission (199.3) 

8 We compared this difference in ihc poverty 
lines to independent estimates of the urban- 
luial cost of living diflerenlial For 197.3-74, 
Bhaltacharya el al (1980) estimated that the 
cosl-ol-living for the poor was 16 per cent 
higlier in urban an-as, exactly the same (to 
the neaicsl integer) us the differential m 
poverty lines So il cun be cn argued that Ihc 
planning coiiimisMon's urban and rural 
poverty lines represent the same standard of 
living, and (hence) Ihal we are making 
consistent comparisons of absolute poverty 
between urban and rural ureas For further 
discussion see Ravallion and Datt (1996) 

9 For the urban sector after August 1968, the 
all-India consumci puce index for industrial 
workers (CI’IIW) is u.scd as the deflator. For 
Ihc cailiei period, the Labour Bureau's 
consumer price index for the working class 
IS u.sed, which is an earlier mcarnaiion of Ihc 
C'PllW albeit with a smaller coverage of urban 
ceniies (27 against SU) The rural cost of 
livm'. index senes was constructed in three 
pints For the (K'riod since September 1964. 
the rural cost of living index is the all-India 
consumer pnee index foragncultural labourers 
(CPIAL) published by the Labour Bureau. 
For the period .September 1956 lo August 
1964 (for which an ull-India CPIAL does not 
exist), a monthly seriesof the all-India CPIAL 
was constructed as a weighted average of the 
stale-lcs'el CPIALs. using the same stale- 
level weights as those u.sed m the all-India 
CPIAL published since September 1964 For 
the initial period August 1951 lo August 
1956. forecasts were obtained from a dynamic 
model of the C'PIAI. as a function of the 
CPIIW and Ihc whole.salc price index. Our 
new CPIAL senes also dealt with another 
problem which has to do with the tact that 
the laibour Bureau has used the same price 
of firewood in its published series since 1960- 
61 Firewood is lypu-illy a common pro|x:rty 
resource for agncullural labourers, but it is 
also a market good, and so the Labour Bureau's 
practice is questionable. Our CPIAL senes 


corrects inis oy replacing me rirewooa sun 
series in the CPIAL by one based on mean 
rural firewood prices (only available froii, 
1970) and a series derived by a.ssuming thu: 
firewood prices increased at the same rate as 
all other items in the fuel and light category 
(prior to 1970). For details see Datt (1996) 

10 These are fixed weight price indices. Thus, 
they ignore substitution in response lo shifts 
in relative prices. To test sensitivity lo this 
Ravallion and Subramanian (1996) compare 
poverty measures for India with and without 
an allowance for substitution effects consistent 
with demand behaviour, as modelled by a set 
of full rank Gonnan Engel curves. Ignonng 
substitution matters far more for some 
measures and applications than others It Icad.s 
lo overestimation of inequality, but level 
effects on poverty measures are generally 
small and turning point errors are rare. 

11 These are members of a class of measures 
proposed by Foster. Greer and Thorbecke 
(1984). A transfer of income from a pool 
person to a poorer person (for example) will 
not alter either the head-count index or the 
poverty gap index, bul it will decrease the 
squared [Hjvcrty gap index. Furthermore, the 
squared poverty gap index satisfies the 
subgroup consistency’ pniperty. nanKly that 
if poverty increases in any subgroup (say tht 
urban sector), and it does not decrease 
elsewhere then aggregate poverty must also 
increase [Foster and .Shoirocks 1991]. 

12 The poverty measures are calculated using 

parametensed Loren/ curves We use cither 
the beta Lorenz curve of Kakwani (1980) or 
the general quadratic model of the Lxiren/ 
curve of Villa.senor and Ainold (1989), 
depending on which fits the data best (hodi 
satisfied the theoretical conditions needed lor 
a valid Lorenz cuivc in all survey lounds loi 
both sectors) Using the formulae derived in 
Datt and Ravallion (1992), the poverty 
measures ore calculated liom (he estimated 
parameters of the Loren/ curve and tlie mean 
per capita consuinptiun expenditure A numhei 
of checks are made on the results, including 
both the theoretical conditions lor a valid 
Lorenz curve, and consistency checks, such 
as that the estimated value of the head-count 
index must lie within the relevant class interval 
of the published distribution. The estimation 
technique has been set-up m a user-fricndly 
computer programme ‘K)VCAL’ [Chen, Dati 
and Ravallion 1991] which is available or 
request, so interested readers can read 2y check 
our calculations and (heir sensitivity lo oui 
assumptions. , 

13 A complete descriptions of the data set anc 
all sources can be found in U/ler. Datt anc 
Ravallion (1996) with an accompanying sc 
of diskettes. 

14 The first subperiod is marked by Ihret 
significant peaks in povertv around Ihc yean 
1953-55 (rounds 7.8). I956-.58 (rounds II 
12. 13), and 1966-68 (rounds 21,22). the las 
of these coinciding with the worst drough 
in the post-mdepcndence period. 

15 Based on poverty measures averaged ovc 
NSS rounds, weighted by the duration of thi 
survey. 

16 The absence of fluctuations in poveity ove 
the period 1975-85 may be somewhat illu.sor> 
as we have only two NSS surveys in Ihi 
intervening period, vi/, those for l9'77-78 am 
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1983. in pafticulor, we do not have poverty 
estimates for the two drought years 1979 and 
1982. 

17 The Indonesiaestimates are from the national- 
socio-economic surveys (SUSENAS) done 
by Indonesia's central bureau of statistics. 
The 1970 number is from World Bonk (1990, 
Table 3.2), the 1993 number is our estimate 
from the 1993 SUSENAS using the same real 
poverty line. The consumer price index was 
used to convert to constant prices. 

18 The estimates in Table 2 are based on 
regression of the percentage change in the 
poverty measures against the percentage 
change in consumption or net product per 
person using 33 household surveys spanning 
I9.SI-199I for the surveys-based mean 
consumption, and 23 surveys spanning I9,S8- 
91 for consumption or income from the 
national accounts. All regression coefficients 
were statistically significant at the I per cent 
level or belter, and all regression comfortably 
passed all the standard specifications tests. 
For full details see Kavallion and Datl (1996). 

19 Using the methodology outlined in Dull and 
Ravallion (1992). 

20 The observed poverty measures are subject 
to large fluctuations from one NSS round to 
another; this is particularly true of some of 
theshortcrinitial N.SS rounds The cumulative 
senes can thus be somewhat misleading for 
arbitrary choice of the starting point. To deal 
with this problem, we selected NS,S round 6 
(May-Sepleiiiber 195.3) as the reference date 
for the first decomposition; the poverty 
measures fur this round reasonably 
approximate the average poverty measures 
for 1951-55 (weighted average for rounds .1- 
8. with weights proportional to the number 
of months m the survey iwriod of each round). 
The graphs of the decompositions for NS.S 
round 9 onwards in Figures 2 and 3 can thus 
be mtcr|sreied as referring to the cumulative 
change m poverty (and its components) since 
the mid-1950s 

21 Sec Datt (1996) for details. 

22 See Ravallion and Datt (1996) for details on 
(he methods used. 

23 This has long been recognised m discussions 
of poverty in India, and the Second Plan was 
critiri.sed for this reason at the time (see. for 
example. Vakil and Brahmanand's (1956) 
comments on the Second Plan) For a recent 
discussion in the Indian context see Dev et 
al (1992). Recent affirmations of the 
importance of labour-demanding growth to 
poverty reduction in developing countries 
include World Bank (1990). Eswaran and 
Kotwal (1994) and Upton and Ravallion 
(1995). 

24 For details on methodology see Ravallion and 
Datt (1995). On the link between real wages 
in agriculture and rural poverty measures for 
India also sec van de Wulle (1985). 

25 See Datt and Ravallion (1996) lor more 
detail. 

26 Sonu: of national samples, particularly in the 
19.50s. were too small to allow reliable 
estimation at the state level, so this part of 
the analysis focused on the period from about 
I960 onwards. 

27 For discussion of the range of experiences in 
direct interventions for poverty reduction .see 
Kakwani and Subbarao (1993), Drejx and 
Sen (1995), and Vyas and Bhargava (1995) 


and other papers in the October 14-21. 1995 
issue of the Ectnuimic and Political Weekly. 
Progress does not appear to have been even 
within states either, though our data do not 
allow us (odisaggregate further. For evidence 
on changes between 1972-73 and 1987-88 at 
the level of the NSS regions see Droze and 
Snnivosan (1996). 

28 The estimated model also included a correction 
for serial correlation in the residuals (allowing 
for the uneven spacing of the NSS rounds, 
requiring non-linear estimation methods); see 
Datt and Ravallion (1996) for details. 

29 For full details on the estimated models and 
various specification tests see Datt and 
Ravallion (1996). 

30 Kerala stands out as an unusual cose m 
India, given its high level of human resource 
development, including at the beginning of 
the period under study. {For further 
discussion of Kerala's achievements in this 
respect see Dreze and Sen 1995 ] However, 
even if we drop Kerala from the regressions, 
the initial conditions in human resource 
development (and indeed all other variables 
in our model) remain significant (Datt and 
Ravallion 1996], Theireffect is nut just due 
to Kerala. 
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Poverty Estimates and Indicators 

Importance of Data Base 

M H Suryanarayana 

This paper emphasises the importance of the data base in any discussion of poverty and identifies the major data 
gaps for policy studies. Beginning with the identification of the poor based on a measure of standard of living and 
a minimum norm and going up to the final stage of policy prescription, an awareness of the data base and the constraints 
it imposes on interpretations is crucial. Conventional approaches to poverty identification and measurement presuppose 
a stationary economy. But in an economy subject to changes in institutional parameters involving increasing 
commercialisation of product markets and growing casualisation of labour markets, as in India in recent years, the 
conventional approach can yield misleading results and policy prescriptions. 


I 

Introduction 

IDENTIFICATION of the poor and 
estimating the magnitude of poverty has 
received considerable attention during the 
reform programme for stabilisation and 
structural adjustment in different countries 
all over the world. Identification of the poor 
IS important for effecti ve targeting of various 
poverty alleviation programmes and safely 
nets so as to ensure their budgetary cost 
effectiveness in minimising the social cost 
of the reform programme. The magnitude 
of poverty has to be estimated for assessing 
the budgetary implications of the various 
safety net programmes and for evaluations 
of these programmes. As part of its efforts 
to minimise the social costs of the reform 
programme and the associated budgetary 
costs, the Indian government is also seized 
of the problem of identifying the poor, the 
magnitude of poverty and their cost-cffccti vc 
solutions. Ever since the reform programme 
began in July 1991, there has been 
considerable debate on efficient targeting ol 
the various poverty alleviation programmes 
and safety nets, the public distribution system 
in particular. 

As for any empirical policy study, effecti ve 
solutions for the issues raised above 
presuppose an efficient information set. The 
information requirement varies with the 
questions raised and the proposed objectives 
of policies. If the questions are who are the 
poor, what is the magnitude of poverty and 
if the objective is to examine the welfare 
levels and consequences of policy changes, 
then a measure of economic (material) 
welfare of standard of living would be the 
relevant variable. If the question is what 
makes the people poor and the purpose is 
to formulate efficient policies for poverty 
alleviation then causes and correlates of 
poverty assume relevance. In eithercase, identi¬ 
fying the poor assumes a lot of importance. 

Poverty is generally defined as the inability 
to secure a minimal level of economic 


welfare This raises the questions: How to 
measure economic welfare? What constitutes 
a minimal norm or poverty criterion? The 
answers for these questions depend, in turn, 
upon the scope fur policy action as dictated 
by government’s resource constraint, social 
con.sciousnc$s and academic perception of 
the problem. This is because economic 
welfare may be mea.sured in terms of different 
variables: per capita income, per capita 
consumer expenditure, per capita food 
consumption, Engel ratio, calorie intake, 
anthropometric measures or basic needs. 
Poverty groups identified, estimates of theii 
magnitude and policy measures designed 
will vary depending upon the economic 
welfare measure chosen for defining 
poverty.' All through the posl-indcpcndence 
period the focus ol academic research as 
well as government policy reports in India 
has been on absolute poverty or the 
proportion of the pour population. Ah.solute 
poverty is estimated on the basis of pnvatc 
consumer expenditure with rcicicnce to a 
poverty line defined on a normative calorie 
intake basis. Even when we address such a 
narrow set of questions, the .scope fur 
misinterpretation of statistical measures by 
disregarding data considerations is 
considerable and hence, the question of data 
base is quite important.- The most widely 
used data base for poverty studies in India 
is the hou.schold consumer expenditure data 
collected by the National Sample Survey 
Organisation (NSSO). Conceptually, 
consumer expenditure as a measure of 
standard of living has the advantage that it 
is amenable to welfare interpretations subject, 
of course, to the limitation that it docs not 
consider the welfare derived from leisure 
and pure public goods. In a predominantly 
monsoon dependent agricultural economy 
like India where agriculture constitutes the 
source of livelihood of about two-thirds of 
the population, consumer expenditure 
measure has an additional advantage that it 
may not reflect the periodic variations in 
income. But, when it comes to empirical 


verifications it bristles with many problems. 
Empirically, conclusions from comparison 
of real consumer expenditure levels would 
vary depending upon how different items of 
consumption arc valued. In a country where 
income distribution is not optimal, market 
price is not a proper welfare iiie.isurc. In 
addition, as regards the NSS data base, there' 
are a numberof statistical questions regarding 
Its reliability. There are other issues like 
sample data presentation, tabulation and 
institutional parameters which have been 
Ignored in the poverty studies resulting in 
misleading inferences. 

Even though the government has been 
carrying out ptiverty alleviation programmes, 
much remains to be done on the povcriy- 
identification and measurement fionts lor 
policy operational purpo.ses. This is so in 
spite of the policy emphasis on cost- 
cffcctivcncss of the poverty alleviation 
programmes.' (’ost-cifectiveness can be 
achieved cither by mtiximising benefits to 
the poor for a given budgetary co.st or by 
minimising the cost subject to a poverty 
alleviation target. One approach to achieve 
cost-effectiveness is by ‘better targeting’ of 
programmes, i c, by maximising the coverage 
of the poor and minimising the leakages of 
benefits to the non-poor. How do we pursue 
such goals and formulate different policy 
actions? Different country experiences 
including that of India have shown that 
identifying the poor for purposes of tai geting 
by ‘means-test’ is administratively costly. 
This IS because people have an incentive to 
under-report incomes so as to secure more 
benefits than they are eligible for.'* If so. 
targeting is desirable so long as the 
administrative cost of identilying the pmir 
does not exceed the saving involved in 
excluding the non-poor. This problem is 
sought to be overcome by ‘indicator 
targeting’, i c. by making eligibility for 
benefits conditional on correlatesof poverty, 
such as land holding, caste, or place of 
residence.' In that case, we need to ask, what 
arc the appropriate indicators or correlates 
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of poverty and their implications? What are 
the data requirements in such a context? 

This paper addresses some of these 
questions pertaining to the two themes of 
poverty estimates and targeting of 
programmes. The paper is organised as 
follows. Section 2 deals with the first set of 
issues on data base for estimating the 
magnitude of poverty in India, i e. consumer 
expenditure data collected by the NSSO, its 
limitations, scope for wrong inferences and 
the need for an integrated approach. Section 
3 deals with the shift in emphasis towards 
targeted welfare programmes for the poor 
and their implications for methodology and 
data base. The final section sums up the paper. 

II 

Data Base for Poverty Estimates 

Poverty analysis in India is generally 
earned out using private household consumer 
expenditure as a measure of standard of 
living.'’ Inconic/consumer expenditures arc 
sufficient measures so long as they include 
own production. Even then they capture 
only certain economic aspects of welfare. 
They do not take into account other 
dimensions of welfare like health, life 
expectancy, literacy, access to safe drinking 
water, public goods or common property 
resources. In fact, these other dimensions arc 
important since they do nut remain the same 
over time in the course of economic 
development. Poverty, defined and estimated 
using a narrow concept of standard of living, 
has its own limitations in the context of a 
developing economy. 

Much has been written about the 
adequacies and inadequacies of the NSS 
methodology and their implications for 
estimates of con.sumptiun aggregates and 
distributions (Dandekar and Rath 1971; 
Dandekar and Venkataramaiah 197S: Iyengar 
and Bhattacharya 1975; Kadekodi 1992; 
Minhas 1988; Mukherjee 1986; Sriniva.san 
and Bardhan 1974; .Suryanarayana and 
Iyengar 1986; Tyagi 1982; Vaidyanaihan 
l9K6a, 1988). Mostol these studies examine 
the question ofrcliabilityoftheN.SS estimates 
of the underlying population parameters by 
different statistical criteria. This section of 
the paper examines the implications of some 
of the features of the NS.S estimates of 
consumer expenditure for poverty estimates 
and their interpretation in the course of 
development. 

The NSS IS a socio-economic enquiry 
carried out in the form of successive rounds. 
The period of enquiry has been varying 
across rounds and has varied from a few 
weeks to months. During these rounds, the 
NSS collects information on various socio¬ 
economic aspects of households, household 
consumption being one of the most important 
The data arc collected on the basis of 


interviews of households. The households 
are selected following simple random 
sampling. The sample design is stratified 
and two-stage in both rural and urban sectors. 
The .strati fication of rural areas is with respect 
to homogeneity of population density, 
cropping pattern, etc, while that of urban 
areas is with respect to population sizes of 
towns and cities. The first stage units are 
villages in the rural sector and urban blocks 
i n the urban sector. The households constitute 
the second stage units in both the .sectors.^ 

The NSS concept of consumer expenditure 
includes ail the non-productive expenditure 
incurred by the households. It includes 
consumption out of home-grown produce, 
gifts, loans, etc. Data on perquisites like 
food in the employer’s house are not i ncluded 
in the NSS estimates of consumption of the 
employee households. This must have 
resulted in underestimation of foodgrain 
consumption by the employee hou.seholds 
who in the rural sector are generally poor 
landless households. In-kind wage payments, 
including prepared food at the employer's 
home, used to be quite common during the 
l9S0s and 1960s. The consequent 
underestimation of foodgrain consumption 
by the labour hou.seholds must have resulted 
in overestimation of poverty, particularly 
distributionally .sensitive measures like the 
Sen index [Sen 1976] and the mea.sure 
(Foster-Grecr-Thorbeckc 1984|. According 
to the second agricultural labour enquiry of 
1956-57, agricultural labourers received 
wage payments in kind for about 50 per cent 
of the mandays worked." As studies [see, for 
in.stance, Vaidyanathan 1986bl have shown, 
there has been increasing landlessness and 
casualisation of labour since the mid-1970s, 
which must have resulted in increasing 
market dependence of the poor. Such 
progressive market dependence of the 
landless poor must have involved increasing 
monetisation oi the labour market and hence, 
also that cf their consumption. As a result, 
the extent of underc.stimaliun of foodgrain 
consumption by the poorer hou.seholds and 
hence, ovcrcstimation of poverty must have 
declined. I'his is one factor that has to he 
taken into account in interpreting the 
observed declining trends in poverty 
estimates since the mid-1970s. 

The NSS docs not take into account the 
imputed rental value of owner occupied 
houses. This would affect estimates of 
consumer expenditure inequality measures 
and hence any estimation of poverty based 
on the inequality parameter.''The consumer 
expenditure data are collected by the NSS 
using a moving reference period by which 
the interviewing of sample households is 
spread over the year. This introduces a 
sea.sonality bias into the data. Its implications 
have been well documented in the literature. 
What is little rccogni.scd is that such a 


procedure also superimposes price variation 
on actual variation in consumption during 
a period of rising prices. This will affect 
estimates of poverty and inequality based on 
consumer expenditure distribution. This must 
have been a serious problem for estimates 
of poverty and inequality for the 1960s and 
1970s when there was considerable inter¬ 
year price dispersion caused by restrictions 
on inter-state foodgrain movements [Ray 
1970]. This is one aspect which has not been 
taken into account in the studies on trickle 
down of agricultural growth in rural India 
[Suryanarayana 1996b]. 

The NSS surveys are generally based on 
the consumer expenditure schedules. The 
NSS surveys were integrated household 
surveys during the 19th to 25th rounds 
inclusive. That the NSS used integrated 
schedule only for some select rounds has 
affected adversely the inter-temporal 
comparability of its estimates of consumer 
expenditure and hence poverty estimates. 
Available evidence indicates that people 
under-reported their consumption during the 
rounds covering the integrated household 
surveys [Mukherjee and Saha 1981; 
Suryanarayana I996bl. Accordingly, the 
NSS estimates of consumer expenditure for 
the.se years arc substantially lowci than the 
National Accounts Statistics (NAS) 
estimates. I'his could be one reasor why 
NSS based poverty estimates show 
substantially higher levels of poveny during 
the 1960s. Thus, such questions on inter¬ 
temporal comparability of data base affect 
inferences on trends in poverty. 

The data ba.se also gets affected by th'; 
method of valuation. Poverty estimates based 
on such data using conventional statistical 
deflators may be valid in a given stationary 
context but loses its meaning and relevance 
when the context itself undergoes a change. 
For instance, the NSS distinguishes between 
consumption from homegrown slock and 
that from market purchases, and values the 
former at farm harvc.st prices and the latter 
at market retail prices. In a semi-monetised 
economy where a substantial segment of the 
rural population consists of subsistence 
farmers, this approach may be valid. For 
instance, consumption out of home grown 
stock accounted for 50.9 per cent of total 
food grains consumption in the rural areas 
and 7.15 per cent in the urban areas during 
1964-65 [GOl 1972:4]. In the development 
context, as observed in recent years in India, 
institutions, labour markets, and production 
conditions change. As already noted, with 
progressive market dependence of the poor 
there must have been increasing monetisation 
of consumption. By the NSS method of 
valuation, the same amount of physical 
consumption would get exaggerated in 
nominal terms due to changing price weights, 
whereby an increasingly larger part of 
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consumption is valued at (generally) higher 
retail prices. On the other hand, with the 
green revolution, there have been changes 
in the crop composition of foodgrain output 
from the cheaper inferior cereals to superior 
but costlier superior cereals like rice and 
wheat involving a decline in per capita 
availability of coarse cereals necessitating 
a shift in consumption patterns in favour of 
the latter. In such a context, inferences on 
trends in measures of poverty based on 
estimates of consumer expenditure obtained 
by dual valuation can be misleading [see, 
for details, Suryanarayana 199S]. 

Such questions are fundamental for any 
empirical study on poverty during the 
development process. Few studies have 
addressed these questions or cared to relate 
them to their main query. Both are needed 
because a poverty measure, like any other 
descriptive statistical measure, is a 
conditional measure, i e. conditional on the 
prevailing structural features like market, 
production and othennstitutional parameters. 
Unless one considers these conditional 
parameters, one is likely to end up making 
wrong inferences. The following is an 
example. The very concept of poverty line 
and iti updating by simple price ratios does 
not make sense since with changes in 
structural parameters the base year poverty 
line is not valid any longer. Similarly, various 
poverty measures which are supposed to 
aggregate and summarise characteristics of 
the poor will not convey the dynamics of 
underlying changes. Forin.stance, Ahluwalia 
(1978) does not examine these institutional 
parameters: instead Ahluwalia regresses 
poverty estimates on agricultural production 
and confirms trickling down of growth to 
the poor. But actually due to structural 
changes in production conditions and labour 
markets, cereal consumption of the general 
population and some poorer sections has 
actually declined contrary to what one would 
expect during a period of poverty reduction 
[Suryanarayana I99SJ. A similar limitation 
applies to the recent debate on economic 
reform and increase in poverty. Studies, 
using poverty measures, have not examined 
how far these measures summarise the 
dynamics underlying the explanation put 
forward by them. For instance, Tendulkar 
and Jain (1995) make estimates of poverty 
for 1990-91 and 1992 They find that between 
1990-91 and 1992, there was a substantial 
increase in rural but only a marginal increase 
in urban poverty. They contrast these rural 
and urban changes and attribute the increase 
in rural poverty to bad harvest. This is because 
economic reform measures in the initial years 
involved fiscal contraction and import 
compression which must have adversely 
affected the urban sector first. Hence, urban 
Doverty should have increased more sharply 
than the rural. That this did not happen was. 


according to them, due to the decline in 
agricultural production particularly coarse 
cereals along with speculative hooiding by 
traders and farmers which resulted in an 
increase in cereal prices, reducing thereby 
the economic entitlement of only the rural 
poor. The urban poor did not suffer to the 
same extent because they were relatively 
better protected by the urban-biased public 
distribution system (PDS). Thus, Tendulkar 
and Jain conclude that economic reforms 
contributed indirectly and was not a major 
cause of increase in rural poverty. They 
arrive at these conclusions without examining 
how far the data or the summary measure 
reflects the postulated economic processes. 
They build up poverty estimates and their 
explanations from diverse non-comparable 
data sources. As shown in Suryanarayana 
(1996a), the price indices used in obtaining 
rural-urban poverty estimates are outdated 
and non-comparable. Further, the NSS data 
itself shows that percentage reduction in 
cereal consumption was more in the urban 
than in the rural areas in majority of the 
states and particularly in the most urbanised 
states of Maharashtra, Gujarat and West 
Bengal. Thus, the statistical details under¬ 
lying the summary statistics do not provide 
any support for the explanation put forward 
by Tendulkar and Jain. Instead, they support 
the contrary, by their own reasoning. The.sc 
two illustrations show the importance of 
data base and its verification in any discussion 
on poverty analysis, explanation and their 
policy implications. 

Thcrcis anotherlimitation stemming from 
the fact that poverty estimates based on 
consumption data are conditional measures, 
namely, these consumption estimates do not 
take into account the access to common 
property resources'" and their importance 
for the potir. For instance, as Jodha (1990) 
shows, in dry regions of India in 1982, about 
84 to 100 per cent of the poor population 
depended on common property resources 
for fuel, fodder and food. Over time, there 
has been a decline in area, productivity and 
maintenance of these common properly 
resources due to large-scale privatisation, 
inappropriate policies and programmes for 
productivity improvements, increased 
commercialisation resulting in over¬ 
exploitation and resource degradation, etc. 
This has resulted in reduced reliance of the 
poor on common property resources and 
hence, increased cost of achieving the basic 
minimum level of living. Therefore, the 
current approach of updating the poverty 
line by .adjusting for only price changes may 
not be valid; instead the very poverty line 
may have to be redefined before obtaining 
the conditional poverty measures. 
Accordingly solutions for poverty 
eradication may differ and get varying 
emphasis. 


Further, the NSS estimates of consumer 
expenditure would serve the purpose so long 
as the questions to be addressed are limited 
and confined to a poor economy subject to 
serious budget constraint which restricts the 
policy options and size. In such a context, 
calorie based 'minimal' poverty line reflects 
an approach to poverty alleviation which is 
concerned with eradication of mass hunger 
and starvation. Accordingly, the studies in 
India have all along considered a calorie 
based poverty norm and confined themselves 
to measuring absolute poverty. This explains 
why factors otherthan hunger got low priority 
in policy formulations, and plan achieve¬ 
ments with respect to primary education, 
primary health, etc, have remained quite 
modest. Therefore, it is time that we defined 
a poverty line with adequate provision for 
education, nutrition, health, housing, etc. 
This would call fur data on various socio¬ 
economic aspects of rural households. 

But, even access to public .services and 
common property resources vary across 
households. No single survey data gives 
information on ail these aspects. This would 
rai.se questions regarding comparability and 
integrability of the data sets on vanous 
nsfiects. For instance, the NSS estimates of 
household size based on the survey of social 
consumption is quite different from thal 
based on the consumer expenditure survey 
lor 1986-87. The average household size is 
5.26 in rural all-India and 4.79 in urban all- 
India as per the NSS annual consumer 
expenditure survey but 5.20 and 4.90 
respectively as per the NSS social 
consumption survey [OOI 1989 and 1990). 
Therefore, even though there are various 
NSS surveys ol different socio-economic 
aspects of households, there are questions 
regarding the extent to which such data can 
he conibincd to throw up a complete and 
integrated piciuic of poverty. 

Policies for a sustained solution for poverty 
can be formulated only with an adetjuate 
understanding of the natuic and cau.ses of 
poverty. This calls for a distinction between 
chronic and transient aspects of poveity 
Such aspects can be examined only with 
panel data. Of course, it will raise quc.stions 
as to how far the results based on such panel 
data can be generalised for the population 
Their value is essentially from their policy 
implications and suggestions. One approach 
to overcome such constraints could be to 
cxaminequaiitativc aspects of economic life. 
Jodha (1988) shows that there is a need for 
supplementing macro investigations with 
micro studies. Of course, often they end up 
with contradicting conclusions. Jodha 
explains such contradictions in terms of 
methodological deficiencies ol the micro 
approaches. Such deficiencies arc due to (i) 
restrictive concepts and categories used for 
identifying rural realities; (ii) restrictive 
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norms and yardsticks used for assessment 
of rural realities; and (iii) communication 
gaps between the researcher and the 
respondent. Jodha (1988) illustrates the need 
for supplementing researcher’s approach by 
the respondent's approach, citing results on 
incidence of poverty in two villages of 
Rajasthan during 1963-66 and 1982-84. 
Poverty identirication was done by the 
conventional approach using the income 
criterion and by qualitative indicators of 
economic well-being. Households that had 
become poorer by the income critenon were 
actually better off by the quali tati ve measures 
of economic well-being. The villagers 
measured the changes in their economic 
status in terms of the following criteria; (i) 
decline in their reliance on the traditional 
patrons, landlords, and resourceful people 
for sustenance, employment, and income; 
(ii)decline in dependence on low pay-off 
jobs; (iii) improved mobility and liquidity 
position; (iv) shifts in consumption patterns 
and investment in durables. The changes 
reflected by these qualitative indicators arc 
essentially the result of gradual changes 
over a long period of time unlike those 
reflected by the changes in income which 
capture only the transitory components. 

In fact, the very purpose of the development 
process and policies is to achieve such 
improvements in economic status and 
opportunities and any analysis ot changes 
in povcity has to consider such 
improvements. This underlines the need for 
supplementing information on consumption 
by other qualitative indicators .so as to arrive 
at correct inferences. One effective solution 
seems to be a decentralised approach with 
the participation of the local people in 
identifying the poor, determining solutions 
for the poor and targeting them for the poor. 

Ill 

Poverty Alleviation Programmes 
and Indicator Targeting 

How do we identify the poor by .some 
simple indicators so as to ensure targeting 


of benefits only to the poor? The Government 
of India set up a working group to evolve 
an acceptable methodology for identifying 
the poor through criteria alternative to per 
capita income/calorie requirement. The 
working group considered the household as 
the unit of enquiry for identification [GOI 
198Sb]. The group sought to identify poor 
households by characteristics “which are 
simple, easily verifiable and easily amenable 
to collection and recording of information 
about them without observational errors”. 
The list of household characteristics 
considered for field survey for identification 
of the poor is given in appendix I. However, 
the actual study was based on the results of 
the survey conducted by the directorate of 
economics and statistics, Maharashtra of the 
standard of living of the rural households 
during 1982-83. This was a re-survey of the 
same .set of households canvassed during the 
32nd round of the NSS during 1977-78. 
Essentially the group attempted a 
dichotomous classification of the households 
into poor and non-poor on the basis of not 
only consumer expenditure but also other 
hou.schold characteristics. 1'he efficiency of 
classifying households as poor or otherwise 
by other charactenstics was assessed by the 
extent of mi.s-classification vis-a-vis that by 
consumer expenditure. 

The analysis was conducted for the sample 
data from the two districts of Aurangabad 
and .Solapur. For example, one exercise was 
based on a sample of 171 households from 
Aurangabad. The study found that six 
characteristics, namely, (i) land possession, 
(ii) irrigated land, (lii) type of wall, 
(i v) possession of sofa-cot, (v) floor area per 
capita, and (vi) possession of account in 
hankypost office, were highly correlated with 
per capita consumption expenditure. A 
comparison of the classification of 
households into poor and non-poor by these 
characteris'.ics with that by consumption 
expcndituri. by the discriminant analysis 
showed that the overall mis-classificatiun 
was as high as 34..^ per cent. Among the six 
characteristics considered, land possession 


and irrigated land had low correlation with 
per capita expenditure. Hence, the exercise 
was repeated by dropping these two 
characteristics but the extent of mis- 
classification reduced to only 26.9 per cent. 
A similar exercise was carried out on the 
basis of a sample of 300 households from 
Solapur. The exercise considered 41 
characteristics consisting of 24 qualitative 
characteristics (converted into quantitative 
form by standardi.sation assuming normal 
distribution),fivequantitative characteristics 
and 12 new characteristics constructed 
from the sample data. From these, 14 
characteristics having high correlation with 
per capita expenditure but low correlation 
among themselves were selected for 
discriminant analysis." The study found the 
extent of mis-classification was about 33 per 
cent under two alternative threshold values 
and the re.sults did not change substantially 
even for analyses based on (five-year) lagged 
and current per capita consumption. The 
group concluded that there is no alternative 
to the identification of the poor except by 
annual income or expenditure. Of course, 
when the estimates of per capita consumption 
itself has so many limitations, one may raise 
questions regarding the classification by 
expenditure criterion as the reference 
classification. It is also difficult to justify the 
assumption of normality while transforning 
the attribute values of qualitative 
charactcri.stics into standard normal variate. 
This seems to be a major limitation of the 
exerci.se. For, normality of variables is a 
basic a.ssuinption of the discriminant analysis, 
which is very sensitive to the fulfillment or 
otherwise of the basic assumptions. 

Attempts have been made in India for 
targeting some of the poverty alleviation 
programmes on the basis of the means-test. 
For example, the ministry of rural 
development identifies household by income 
criterion for targeting the benefits of the 
Integrated Rural Development Programme 
(IRDP). The target group is the rural poor 
consisting of scheduled castes, scheduled 
tribes, agricultural labourers, marginal 


T^Bl.F I . Proportion of Hoijsf.holos BFNi-.FiiiN(i from SpeciFiFii Poverty Amfijoration Programme by Six'io-Economic Status. All-India Rural 

(a). Acioss Monthly Per Capita Expenditure Cla.'.scs 


Monthly 

Per Capita 
Expenditure 
(Ks) Cla.ss 

Lc.ss 

Than 

6.S 

65-80 

80-95 

95- 

110 

110-125 

(Poverty 

Line 

122 63| 

125-140 

140-160 

160-180 

180-215 

215-280 

280-385 385 and 
above 

All 

Number per I(Hh) of 
households meciving 

IRDP assistance by 

MPCE (Ks) class 6U 

60 

64 

66 

6.t 

67 

63 

63 

60 

67 

57 

60 

63 

Number per KXX) 
of households 
participating in 
public works by 
(MPCE) (Rs) class 

81 

75 

76 

72 

67 

66 

67 

56 

60 

51 

49 

42 

64 


Source: GOI (I9‘)T) 
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farmers with annual income less than a 
speci tied threshold level (Rs 6,400per annum 
per family in 1987) and bonded labour 
families. The beneficiaries are identified in 
two stages. To begin with, a family income 
survey/census is carried out to ascertain 
family income from all sources. In the second 
stage, a list of all potential beneficiaries is 
prepared. The list is further screened by the 
gram sabha or in the general meeting of the 
village residents. But, this is not a fool-proof 
criteria. Studies by the National Bank for 
Agriculture and Rural Development 
(NABARD) and programme evaluation 
division of the planning commission have 
shown that there are leakages of IRDP 
benefits to ineligible households.'^ 

Recent estimates of distribution of number 
of beneficiary households per thousand 
households of different poverty alleviation 
programmes across economic classes, 
occupational groups and social classes also 
show considerable leakages to the non- 
targeted groups. The NSSO collected 
information on receipt of IRDP assistance, 
participation in public works, etc, dm ing the 
43rd round survey on consumer expenditure. 
The enquiry, among other things, was about 
households which received IRDP assistance 
sometime during the last five years, tho.se 
which participated in public works during 
the last 365 days and their consumption 
during the month preceding the date of 
survey. Tables I to 4 provide the proportion 
of beneficiary households across different 
socio-economic status. The results on 
distribution of proportion of IRDP 
beneficiary households across monthly per 
capita expenditure (MPCE) classes show 
that they are uniformly spread over all 
expenditure classes (Table I). Since IRDP 
benefit refers lo assistance received some 
lime during the last five years while MPCE 
relates to the month preceding the survey, 
the results cannot be treated as unambiguous 
evidenee of misallocation of IRDP since the 
observed pattern could also be due to the 
very success of IRDP in poverty alleviation. 
Therefore, the question on IRDP targeting 
should be verified further and one option 
would be toexamine the spread of beneficiary 
households across six different ‘land 
possessed' classes of households (Table 2). 
The data bring out that IRDP benefits have 
been conferred on all classes of households, 
and not on only the poorer groups. The state- 
wise data show that in Andhra Pradesh, 
Assam and Bihar, the proportion of 
beneficiary households increases with size 
class of land possessed: but in Kerala, Punjab 
and Himachal Pradesh the proportions of 
beneficiary households are more in the lower 
classes of land possessed |G01 1993:101). 
The findings on IRDP leakages to non- 
cligiblc households get only confirmed by 
the data on distribution of beneficiaries 


across other socio-economic categories (see 
Tables 3 and 4). 

During the ongoing economic reform 
programme, there is renewed stress on the 
need for cost-effective safety nets to protect 
the poor without exacerbating the 
government budget deficit. This has called 
for targeting of various welfare programmes 
like the PDS. Any targeting exercise 
presupposes identification of the poor by 
means test or some other criteria. In the 
context of the PDS reform, experts have 
argued for commodity based targeting also 
by re-orienting the PDS in favour of coarse 
cereals, little realising that the consumption 
patterns of even the poor have undergone 
a change against coarse cereals and other 


inferior food items. This has happened partly 
due to availability constraints, partly due to 
increased incomes and hence entitlement, 
and due to greater market exposure (see 
Suryanarayana 1995]. 

Similar suggestions forindicator targeting 
have been made with respect to poverty 
alleviation programmes. Experts have 
recommendedemployment-oriented strategy 
towards poverty alleviation on the ground 
that it permits self-selection of the poor and 
hence leakages to the non-poor will be 
minimum. This is based on the understanding 
that there is considerable scope for targeting 
by setting the wages at the reservation level 
in programmes like public works. The 
reservation wage forunskilled workers being 


Table 2 : Proktrtion of Households Benefiting from Sfecified Poverty Amelioration 
Programme by Socio-Economic Status ’ All-India Rural 
(b): Across ‘Land Possessed’ Classes 


Size Class of Land Less than 0.01-0.4 0..41-I.(X) 1.01-2.00 2.01-4.00 

Possessed (Hectares) 0.01 

Above 

4.00 

All 

Number per 1000 of 
households receiving 
IRDP assistance by 
land possessed class 

49 64 

72 

71 60 

52 

63 

Number per 1000 
of households 
participating in public 
works by land 
possessed class 

59 57 

69 

71 70 

75 

64 

.V»ur<y: GO! (199.1). 






Table 3 • Proportion of Households Benefiung from Specified Poverty Amelioration 
Programme by Socio-Economic Status All-India Riirai 
(c)' By Type of Hou.sehold 

Household Type 

Self-Emp¬ 
loyed in 
Agriculture 

Agricultural 

Labour 

Other Self-Emp- 
I-abour loyed in 
Agriculture 

Others 

All 

Number per KXKlof 
huaseholds receiving 
IRDP assistance 
by househ.'ld type 

78 

7 

66 62 

27 

63 

Number per 1000 of 
households participating 
m public works by 
household type 

59 

66 

168 40 

30 

64 

Source: GOI{1993). 






Table 4 : Proportion of Households Bejssfiting from Specified Poverty Ameuoration 
Programme by Socio-Economic Status : All-India Rural 
(d): By Social Group 

Household Group 

Scheduled 

Tribe 

Scheduled 

Caste 

Neo-Buddhist Others 

All 

Number per 1000 of 
households receiving 
IRDP assistance by 
household group 

82 

94 

156 

51 

63 

Number per 1000 of 
households participating 
in public works by 
houscholu group 

122 

75 

129 

52 

64 


Source 001(199.1) 
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inversely related to poverty, only the poor 
ifc expected to participate in such 
programmes, whereas the opportunity cost 
.if participation is higher for the non-poor. 
However, Indian experience even with 
indicator targeting of poverty alleviation 
programmes has not been that successful. 
One important rea.son seems to be the faulty 
design of such programmes like guaranteed 
minimum wages and not reservation wages. 
The NSS results about the beneficiaries of 
public works programmes from the 43rd 
round survey are as follows. As regards 
public works beneflcianes, the NS,S considers 
a household as a participant in public works 
during the reference period (365) days if at 
least one member of the household has 
worked for 60 days or more during the 
reference period. From Table 1, it can be 
seen that the proportion of household 
beneficiaries per 1000 households declined 
from 81 for the poorest expenditure cl.i'.s to 
42 for the richest expenditure group lor all- 
India. ForOrissa, Bihar. Assam, Tamil Nadu, 
Andhra Pradesh and Uttar Pradesh, no such 
declining trend can be observed. The 
pro[K)rtion of beneficiaries is higher in lower 
expenditure classes only in Gujarat, 
Rajasthan and Maharashtra (OOI1093.104). 
The data on hou.sehold cla.ssilication by 
classes of land possessed for all-India show 
that the proportion ol household parlicipalion 
IS higher for groups possessing more land 
than those with less land (Table 2). When 
the public works participation is examined 
by occupation type ot households, the all- 
India estimates show the participation to be 
highest among other labour households 
followed by agricultural labour households 
(Table 3). But in Tamil Nadu, West Bengal 
and Assam, it is the ‘self-employed in non- 
agriculturc' who seem to have benefited 
most than other categories. In all other states, 
‘other labour’ households' participation is 
proportionately more; in Punjab and 
Maharashtra ‘agricultural labour’ and ‘other 
labour’ households participated more or less 
cqui-proportionatcly |GOI 1993:104|. The 
data by social group, shows the SC/ST 
households to have benefited much more 
than ‘other households’ (Table 4). In sum, 
(he evidence presented above brings out two 
salient features: (i) They indicate 
considerable leakages of benefits of poverty 
alleviation programmes like the IRDP and 
public works and hence call for their reform 
on the identification front for eflective 
targeting. This would improve cost- 
effectiveness of these programmes and 
enhance the poor’s economic access to food; 
and (ii) the pattern of leakages across di fferen t 
socio-economic categories vary across 
states suggesting that there is no single 
correlate or factor by which issues regarding 
targeting can be considered across the entire 
country. 


There is also a need for studies to evaluate 
strategics and policies for poverty alleviation 
and their micro and macro implications in 
view of the current emphasis on efficient 
utili.sation of resources. Even though there 
have been such studies based on computable 
general equilibrium (CGE) models, they have 
their own limitations. One major merit of 
such models is supposed to be their ability 
to cndogcnisc the price vector and take into 
account the substitution effect of relative 
price changes. Thc.scCGE models'' arc ba.scd 
on traditional dem.ind models lor the rural 


.sector in spite of the fact that a substantial 
portion of the rural resident households arc 
subsistence and surplus farmers and their 
market participation rates for food 
consumption arc very low. As per the 
available estimates, market participation rates 
tor the all-India total rural population for 
rice and wheat were 57.19 and .30.2 per cent 
respectively in 1986-87 IGOl 1990). For 
the.se hou.seholds. an increase in the price 
of a staple commodity has not only a negative 
substitution and income cficct but also a 
positive profit cdcct. Hence, there is a 


Appendix I 

LiSl OF HoUSI-HOII) CuMlAl'riiRISrK'S CoNSI1»RII> KV TUI- EsFIRI (Jrouf for tin nth vino Till- PlMlR 

1 Principal occiipaliim of llic household 

2 .Secondary occupation ot ihc household 

3 Household si/e by ago and sex 

4 Number ol earning inenibers of ihc household 

5 Number of members working as atlaclicd labourers 

6 Number of workers engaged in non-agiicuUural occupation 

7 Monthly household expenditure. 

8 Average inonlhly income of the household 

9 Total land possessed (irrigated + dry 4- others) 

10 Total land owned by the household. 

11 (a) Educational slaliis 
(b) Skill and training 

12 Number of pans ol clothes in use 

13 General use of footwear, teo/cnffee/sofl dnnks, bait oil. toilet soap/w.isliing soap 

14 Hou.sing Area under rool 

Type of w.ills of the house 
Ty|K' of rool ol the house 
Height of die roof from Ihc Poor 
Height of die floor 
Type of floor 

I “■ l.iglmng, cU'cliicily. luntern. etc 
Ui Fuel elcclricily. gas, kciosene. etc 
17 Liveslock pos.ses.sinn 


IK Pnssc.ssion.s' (a) 

Bullock carl 

(b) 

Bicycle 

(c) 

Moloi cycle 

(d) 

Car 

(e) 

Time piece, torch 

(f) 

Electric fan 

(e» 

Sewing machine 

(h) 

Electric iron 

(1) 

Refrigerator 

0) 

Ch.atrs and tables 

(k) 

Hlensds 

(I) 

Cots 

(III) 

Almirahs 

(n) 

Cat pets, mats, rugs 

(o) 

Horse-drawn ear (tonga) 

(p) 

Rickshaw 

(q) 

Hand-pullcd cart 

(r) 

Agriciihur,-il impicmenis 


19 Possession of an accoiinl m bunk oi post oflice 

20 Household reads newspaper. 

21 Household members belong to co-operalive .siKielies 

22 Household indebtedness (with reason/purposc of loan) 

2.3 Expenditure on food 

24 Dnnkmg water 
35 Sanitation 

2b Expenditure on ceremonies .and functions 

27 Patleni of enlerlainmeni availed by the family 

28 Nutniion and Health puramelcrs:- 

a) Height and weight of childicn aged below five 

b) Measurement of mid-arm circumference of children 

c) Number of children bom in the household diinng preceding live years and how many of these 
were found to be surviving on dale of survey 
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traditional demand model, which cannot take 
into account the prorn effect, for the rural 
.ector. The specification error must have 
neen quite serious for India as most of these 
traditional demand models are estimated on 
the basis of the NSS data collected using a 
moving reference period spread generally 
uveranagricultural year. Actually, consumer 
preferences in the rural sector have to be 
specified and estimated in terms of an 
agricultural household model that takes into 
account the interdependence of production 
and consumption decisions. Studies [Singh 
et al 1986] have shown that such specification 
errors really matter and the results differ 
depending upon whether the profit effect is 
considered or not. Estimates of own price 
elasticities of demand for agricultural 
commodity obtained using the two alternative 
approaches, that is, traditional demand and 
agricultural household models, differed 
significantly with respect to size for Japan, 
Thailand and Sierra Leone and with respect 
to both size and sign for Taiwan. Malaysia, 
Korea and Northern Nigeria. While the own 
price elasticity estimates obtained by the 
traditional demand models show negative 
consumer responses to agricultural 
commodity price changes for all the countries 
considered, those by agricultural household 
models show much smaller negative 
rc.sponses for Japan, Thailand and Sierra 
Leone but positive consumer responses for 
the remaining four countries | Singh ct al 
1986:27]. Equally striking arc thcdiffcrenccs 
m estimates of elasticities of demand for 
non-agricultural goods with respect to the 
price of agricultural goods. Cross price 
elasticities based on traditional demand 
models are small and negative because of 
negative income effects; those obtained from 
the agricultural household models are positive 
and large becau.scof the posi ti ve profit effect. 
Unless the data required for such a type of 
specification and estimation are available, it 
IS nut pos.sible to make accurate analysis of 
welfarecoasequcnces and policy implications 
of various market intervention and poverty 
alleviation programmes. But, even while 
using the traditional demand models fur the 
general equilibrium analysis, some of the 
' available CGE models arc based on 
characterisation of cun.sumer preferences by 
the Stone-Geary utility function and hence 
the Linear Expenditure Sy.stcm.‘* The 
underlying preference structure of the 
Stone-Geary utility function is additive, 
separable and linear. Demand models based 
on additive separability of preferences 
cannot account for substitution effects of 
relative price changes and price elasticities 
based on such demand models will be 
proportional to income elasticities [Deaton 
I97S]. Thus, the use of such demand 
models involves distorted measurement of 
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be paid in using such models is 'too high' 
[Deaton 1974].” An attempt may be made 
to overcome these limitations by estimating 
demand systems that permit non-linear and 
non-separable preferences like the Almost 
Ideal Demand System [Deaton and 
Muellbauer 1980]Such models can also 
be used to answer welfare related questions 
in a partial equilibrium framework al least 
for the urban sector. But the methodological 
problem is that the statistical properties of 
such models based on the NSS data are 
suspect. This is because the NSS estimates 
of total consumer expenditure at constant 
prices do not show any sustained growth 
or even substantial variation during the 
entire post-independence period [Sec, 
Suryanarayana 1995] and hence, the scope 
for obtaining statistically efficient estimates 
of parameters of non-linear consumer 
preferences is limited. In addition to this 
limitation, some of the CGE models do not 
have an explicit labour market and cannot 
account for the dynamics of l.abour market 
changes under the various poverty all¬ 
eviation programmes.” This is not to say 
that these models and inferences based on 
them are invalid but to stress the need for 
appropriate rnouificaiions in their 
specification. Towards overcoming some 
of these limitations, it would he worihwhi le 
to collect data on both consumption and 
proouctivc activities of the households 
through integrated household surveys. 
Integrated surveys are important lor 
evaluating the welfare implications of 
questions like increases in foodgrain prices 
For answering such questions, it is not 
enough to have inlormation on household 
food consumption but data on household 
food production arc also needed. 

IV 

Summing Up 

The preceding discussion emphasises the 
importance of data base in any di.scussion 
on poverty and idpntifies the major gaps for 
policy studies in India. Beginning with the 
primary question of identification of the 
poor based on a measiite of standard of 
living and a minimum norm till the linal 
stage of policy prescriplion, an awareness 
of the data base and the constraints it impose.s 
on interpretations, etc, is quite important. 
The paper throws light on some such issues 
ignored in studies for India. It is noted that 
the conventional approaches to poverty 
identification and measurement presuppose 
a stationary economy. In a developing 
economy subject to changes in institutional 
parameters involving increasing 
commercialisation of product markets and 
increasing casualisation of labour markets 
as expcnenccd by India in recent years, a 
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base and concepts can yield misleading 
results and policy prescriptions. Therefore, 
there is a need for an integrated approach 
for a comprehensive analysis. 

Available evidence on the distribution of 
benefits across socio-economic classes of 
administratively targeted poverty alleviation 
programmes like the IRDP shows 
considerable leakages to the ineligible. Same 
holds good for public works programmes, 
where scope for self-targeting by fixing 
wages at the reservation level is considerable. 
Much needs to be dune in the area of 
indicator targeting. The studies conducted 
by the expert group on identifying 
alternative indicators of poverty have their 
own methodological limitations and their 
conclusion that there is no alternative to 
identifying the poor except by means-test 
cannot be generalised for all lime across the 
country. Same holds good for suggestion' 
for indicator-based PDS reform by changing 
its commodity basket. In sum, the only 
effective solution seems to be decentralised 
approaches based on perceptions at the grass 
roots level. 

Questions on mticro strategies for poverty 
alleviation can be answered with appropriate 
computable general equilibrium models. 
Much needs to be done both in the 
spec'll ication and the estimation of such 
models for Indiai On the specification level, 
there is a need for agricultural household 
models for a predominantly rural and semi- 
monetised ugnciiliural economy like India. 
Such models cannot he estimated without 
appropriate integrated household surveys 
and without relevant data on all aspects ot 
household economic activities, which arc 
prc.scntly not available in India. Such studies 
arc also important tor understanding the 
dynamics of changes in poverty and their 
welfare implications. 

Notes 

11 his IS a revised version of the [lapcr presented 
al the workshop on 'Data Base for Rural Poverty 
Indicalors' held at tlic National Inslilute for Rural 
IVivelopinent. Hyderabad, dating April I7-I*l, 
l<W6) 

1 Sec. I'onnstance, the .study tor Cole d'Ivoire 
by Glewwc and Van Her gaag (1990) 

2 1 he question of aggregalion, t e. how one 
obtains an index of poverty also mailers 
Iroin ihe point of view of policy design 
and iiiipleinentalion As the planning com- 
mission admits, one ot the reasons lor 
ineffcclive targeting ol Integrated Rural 
Development Programme (IRDP) is the 
tendency lor the administrators lo focus on 
those who are in the neighbourhood of the 
poverty line so as lo claim higher success, 
measured in terms ol head-count ratios, in 
poverty alleviation |Government of India 
198.1 49). 
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3 The Seventh Five-Year Plan states: “Cost- 
effectiveness of the programmes and 
imnimisatton of leakages should be the two 
gtiidtng principles in the implementation of 
poverty alleviation programmes. Bconomic 
viuhility should he understood primarily m 
lenns of cost elfeclivencss. i e. maxiiiiuiii 
mcoine generaliun per unilof total expenditure 
incurred This is to be distinguished from 
economic viability defined as level of 
investment sufficient to enable a family to 
cioss the poverty line The ability of a poorer 
household to cross Ihe poverty line depends 
on Its overall income, i e. income from tlie 
IHiverty tillcviation programmes and other 
wage and non wage incomes accruing to 
iheiii" |(K)I l<t«Sa fill 

4 Olewwc and Kanaan (I0K9) show how 
household mcoiiies can he piedicted on the 
basis of hou.sehold sui vey data on observable 
charaelciislics like area of residence and 
characiciisiics ol household dwelling These 
predictions m turn cun he used to decide on 
biidgelury allocations and income transfets to 
the poor so as to reilucc poverty subject to 
Ihe lesoutce constraiiit 

5 see, for instance. Hakei aiul Grosti (1094), 
Kavalhon (I9K9) and Kavallion and .Sen 
(1994) .Similarly the question ol alternative 
indicators ol food and nutrition sccuiity lor 
use in lood and nulritioii monitoring and 
eviiluution systems has leceis ed considerable 
attention [Haddad el al I994| 


6 The working group appointed by the 
Government of India in 1962 distinguished 
between private expenditure and public 
exticndilurc, the latter supposed to be incurred 
by the state on health, education, etc. In 
keeping with this distinction, the expert 
committee defined poverty in terms of pn vatc 
household consumerexpenditure [Perspective 
Planning Division 1962] 

7 For details regarding how the sample size, 
number of strata, etc, has changed over time 
and their implications, see Vaidyanathan 
(l9K6a) 

K Cited m Jo.se (197K) 

9 For instance. Ahluwalia (1978) estimates 
[loverly measures in terms of parameters of 
Loren/, curve, proposed by Kakwani and 
Pod ter (1976), of consumer expenditure 
distrihulion. 

10 The term common properly resources refers 
to that ol the community wealth or rc.suurccs 
over which every member of the community 
has equal rights for use. 

11 These were (i) Principal occupation, (ii) Use 
of toilet soap, (lit) Possession of torch, (iv) 
Reading newspa|x;r, (v) Lighting, (vi) Having 
sofa-chair, (vii) Having col-diwon, (viii) 
Possession of cup-hoard, (ix) Possession of 
Ian, (X) Height of door; (xi) Imgaled land per 
capita, (xii) Land posses.sed pei capita, (xiii) 
Floor area per capita: and (xiv) Per capita 
income. 

1 2 riicsc studies and their findings are cited in 


Subbarao (1985). 

13 See, for instance, ianvry and Subbarao 
(1986), Mitra and Tendulkar (1986), 
Narayana et al (1991) and Quizon and 
Binswanger (1984). 

14 See, for instance. Janviy and Subbarao( 1986), 
Mitra and Tendulkar (1986) and Narayana 
et al (1991). 

15 The ongoing research at the Indira Gandhi 
Institute of Development Research seeks to 
overcome some of these limitations 

16 For studies on India in this direcUon. sec 
Coondoo and Majumder (1987). Majumder 
(1986), Ray (1991), Radhakrishna and 
Murty (1995), Suryanarayana (1996c) and 
Suryanarayana, Roy and Parikh (1993). 

17 These issues are alsoquite important Ilreally 
matters whether the rc.spon.se functions are 
estimated taking into account the inter¬ 
dependence of different decisions os shown 
by Singh el al (1986). 

References 

Baker, Judy L and Margaret K Orosli (1994) 
‘Poverty Reduction through Geographic 
Targeting How Well Does it Woik '", World 
Oeveloimienl. Vol 22, No 7. pp 983-9.S 

Coondoo. Dipankor and Anuta Ma|uindei (1 ‘J87) 
'A .System ot Demand Fx)ualioiis Based on 
Price lnde|x:ndenl Generalised Linearity'. 
Inlenuuiomd lutmomte Review. Vol 28,No 1, 
pp 214-28. 


This vivid and lively account of a 
celebrated mass literacy campaign 
the backward district of 


in 


UTERACY AND EMPOWERMENT 

VENKATESH B ATHREYA and 

^ XT a SHEELA RANI CHUNKATH 

Pudukkottai in Tamil Nadu is set 

in the context of India’s policies and programmes to advance adult education 
over the past 50 years. The book provides a detailed process account of the 
campaign, showing how the combined energies of literacy activists and a 
supportive administration managed to convert one of the most backward 
districts in the country into a fully literate one. Of particular note is the role of 
women—both as teachers and learners. 

1996 ■ 209 pages ■ Rs 295 (cloth) ■ Rs 150 (paper) 








RETHINKING ECONOMICS 

Reflections Based on a 
Study of the Indian Economy 
C T KURIEN 


Students of economics have for long been 
uneasy about the claims of the discipline to 
universality and institutional neutrality. 
Transcending the dualities of substance 
and fo rm, and theory and practice, this 
book identifies the essentials of the economy Lpp^^ SA6E Publications Indio fvt Ltd 
and provides insights into the changes requ- fMt i«« 42 )s, unt diIM no 04 i 

ired in economic theory to make it more muojo 

responsive to real-life economic problems. | | fm- »mi-»47H2« 

AFSS, Slit Uki, Cilcim 700 0(4 
(Til: 33770(2) ■ 27, MilMy ImO, T Upt, 


1996 ■ 272 pages ■ Rs 335 (cloth) 


I Rs 195 (paper) 


24% 


liconomic and Political Weekly Spiecial Number September I99t 














Dandekar, V M and N Rath (1971); Poverty in 
India. Indian School of Political Economy, 
Lonavala. 

Dandekar. V M and P Venkaiaramaiah (cds) 
(1975); Data Base of Indian Economv, II 
Rale of Sample Surveys. Statistical Publishing 
Society, Calcutta, atid The Indtun Econotnctf ic 
Society, Hyderabad. 

Deaton. Angus (1974); ‘A Rccon.sidcration of the 
Empirical implieutions of Additive 
Preferences’, Economic Journal. Vol 84. 
pp 338-48. 

- (197.5)' ‘The Mcasurenienl of Income and Price 

Elasticities', European Eionoinu Review, 
Vol 6, pp 261-73. 

Deaton, Deaton ,ind John Muellbauer (1980) 
‘All Almost Ideal Demand System’, .^ml•ru an 
Economic Review, Vol 70. pp 312-2(i 

Foster. James. Joel Oreci :md Eirk Thorbeckc 
(1984) ‘A Class of Decomposable Poverty 
Measures’. Eioiiomelrica. Vol 52. No .3. 
pp 761-(>6 

Olcwwe. Paul and Ous.sama Kanaan (1989) 
TarKeiini; A.\si.itaii( e to the Poor L'mig 
HouseholdSurve\ Dala.Wl’S 225.Population 
and Huiiian Resources Dcpailiiienl. Tlic World 
Bank. Washington. DC. 

Glewwe. Paul and lacqucs Van Der Uaag 
(1990) ‘IdenlilyinglhePoorinDevcloping 
Countries Do Dilferent Dclinilions 
Matter''’, World Development, Vol 18, No 
6, lip 803-14 

Ciovemmenloflndia( 1972) The National Sample 
Survey, Niiieleentli Round Jiilv IWi I June 
/965. Niimher I'12. I aides with Nolr\ on 
(.'o/rsumer Expenditure. Delhi 

(198'')' Smh Eivc-Yeai Plan A Mid Term 
Appraisal, Planningroiniiiission. Now I )elhi 

(1985a) The Sevenlli Eive Yeai Plan I'lHI-'^O, 
Volume II, Planning f'oiiimission. New Delhi 

- (19856) Report of die Working (Iroup pit 

Evolvoif! an Acceptable Melhadoloi’\ foi 
Idenlilii anon oj the Poor, ('cniral Stalislical 
Organcsulion. Ministry ol Planning, New 
Delhi 

(1989) Satvekshuiiu. Vol XII. No 4. Journal 
of the National Sample Survey Organisation. 
New ITelhi. 

- (1990) .S’oivrkvfKi/io, Vol XIII. No 4. Journal 

of the National Sample Siiivey Organisation. 
New Delhi 

(1993). 'Proportions of Households Benefiting 
from Specified Poverty Alleviation 
Programmes by Socio-Economic Status’. 
Sarvekshana. Vol XVII. No 2, pp l(K)12 

Haddad, Lawrence. Eileen Kennedy and Juan 
Sullivan (1994). ‘Choice of Indicalots for 
Food .Security and Nutrition Mumloring’, 
E'luid Policv, Vol 19, No 3, pp 32''-43 

Iyengar, N S and N Rhattucharya (cds) 1 1978)' 
A Survev of Re.searcli in Economic. \ 11. 
Econometrics, Allied Publishers, New Delhi 

Janvry. Alain Dc and K Subharao (1986) 
Agricultural Price Polii v and liu ome 
Disirihutiim in /m/ni.Oxford University Press, 
Delhi. 

Jodha. N S (1988). ‘Poverty Debate m India A 
Minority Vicw‘, Economic and Polilical 
Weekly, Special Number. Vol XXIII. Nos 45, 
46 and 47. pp 2421-28. 

(1990); 'Rural Common Properly Resources; 


Contributions and Crisis’, Economic and 
Political Weekly, Review of Agncullurc. Vol 
XXV. No 26, pp A65-A78. 

Jose. A V (1978); ‘Real Wages. Employment, 
and Incotne of Agricultural Labourers‘, 
Economic and Political Weekly, Review of 
Agriculture, Vol Xlll, No 12, pp A16-A2() 
Kadekoili. C K (1992). Poverty in India: Data 
Bu.se Issues, Vikas Publishing Mouse, New 
Delhi 

Kakwani, N C and N Pixldcr (1976) 'Ellicicnt 
Estimation of the Uiren^ Curve and As.sociated 
Inequality Measures fioni Grouped 
Observations’. Ecimometriia, Vol 44. No I. 
pp 137-48 

Majumdei. Ainital 1986); ‘ConsumcrHxpcnditurc 
Pattern in India A Comparison of the Almost 
Ideal Demand Sysleni and the l.incai 
Ex|ienditurc System’. Sankhva. Vol 48 Scries 
B, Pt I, pp 115 43 

Minhas. B S (1988) ‘Validation ol Laige Scale 
Sainplc Survey Data Case ol N.SS Eslim.ilcs 
of Household Cnnsuiiiption Expenditure' 
Sankhya The Indian Journal ol Slalistn .s, 
Vol 50, Senes B, Pt 3, pp 279-326 
Mitia. Pradeep K and Suresh DTcndulkart 1986)' 

( oping with Intel nal and External E sogenoiis 
Shocks India. J97.)-7-/ lo I'diJ-SI. CPI) 
Di.scussion Pa|X'r No 1986-21, fhe World 
Hank. Wushington. DC 

Mukheriee,M(I986). ‘Statisiical Infoimationon 
Fin.d Consumption in India and the N.itional 
Sample Survc)' Ecoiiomn and Political 
Weekly. Vol XXI. No S. pp 206 09 
Mukheriee, M and .Somesli Saha (1981) 
’Reliability of Nalional Income and Allied 
Esliiiiales’,'//ie loiimalol Im ome and Wealth. 
Vol 5. No 2, pp HI-36 
Murthy. M N (1977). ‘Use ol Empirical .Studies 
in Evaluating Sample Design lor Kslimatiiig 
F'requency Distribution'. Iliillriin ol 
Inlei nalional Sum slical Insiiluie.Voi XI.VII. 
No 3 

Narayaria, N S S, Kirit S Parikh aiidT N Sriiii vasan 
(1991) Agra iilliire, (Srowlli and Redislr- 
ibiilion ol bn ome Poln v Anahsis wilh a 
General Eipalibnum Model pirIndia. Noitli- 
llolland and Allied Publishers. New Delhi 
Perspective Planning Division (1962) 
‘Perspective of Dcvelopiiicnl 1961 76' 
abridged version reprinted in P K Hardhan 
andT N Snnivasan (eds)(1974) Poveris and 
Income Distribution in India, Slatisiical 
Publishing Society, Calcutta 
Qui/.oti. Jaime B and Hans Binswangcr (1984) 
The Impai l ol .Agricultural Growth and ol 
Selei ted Government Pidnies on the 
Distribution ol bit ome in India. Report No 
ARU 21, World Bank. Washington, DC 
Radhakrishna, R and K N Murty (1995) 
Econometru s «/ Complete Demand .Svsienis 
with Illustrations pir India, Centre loi 
Economic and Social Studies. Ilyder.ihad 
Ray, Kanian (1991) ‘Complete IXonand Systems 
and Recent Welfare Applications in India A 
Review', Joiiiiiol,' fliianiilalii t I loiiomits. 

Vol 7. No 1. pp 1-22 

Ray, S K (1970)' ‘Imbalances, Instability and 
Government Operations in Foodgrains’, 
Economic and Political Weekly. Review ol 
Agriculture, Vol V. No .39, pp A11.5-A2I4 


Ravallion. Martin (1989). 'Land Contingent 
Poverty Alleviation Schemes’. World 
Development. Vol 17. No 8, pp 1223-3.3 
Ravallion, Martin and Hinayak Sen (1994) 
‘Impacts on Rural Poverty of Land-Based 
Targeting Further Results for Bangladesh’. 
World Develoinnent. Vol 22, No (\ |)|) 823-38 
Rudra. Ashok (1972) ‘Savings. Investment and 
Coiistiniplion' in C R Rao ted). Data Rase 
ol Indian l.i ononis I Rrviess and 
Reappiaisal. Statistical Publishing Society. 
Calcutta and the Indian Econometric Society. 
Hyderabad, pp 148-62 

Sen. .Amaily.i (1976) 'Poverty An Ordinal 
Appioach lo Me.isurement'. Etonomelina. 
Vol 44. No 2. pp 2|9 31 
Singh lndei|il (1986) Agin ulliiial Hoiisrliold 
Models /' slensions, ,\ppln ationsamlI’idn s. 
riic lolins Hopkins (Iniveisiiy Press, 
H.dtimoie 

Srimv^is.in, V N and P K B.iidhanf 1974) I'oseils 
and bn ome Disliibulion in bidni .Si.iIisIk,iI 
Publishing Society. Calciilia 
Suhbar.io K (1985) 'Regioii.il V'aiialious lu 
Impact ol Anil Povciiv Progiaiiimes A 
Rev lew ol I'vidence', /'( onomn anill'oliin al 
Weekiv. Vol XX No M. pp 1829 31 
Stirvanaiayana. M H (199S) 'Cuowlh Povcity 
anil Levels ol Living Hypotheses, Methods 
and Polities’, .loiiinal <>1 bnban St hool ol 
I’olilnal Enmoin, Vol VII, No 2 pp 201 55 

- (1996a) '|-.tonomK' Rcloims. N.iliiic and 

Poveilv . li onomn anil I'oblnal Weekiv. 
Vol XXXI. No III pp 617 24 
(1996b) 'Indian riiiklcDowiiDcbale Missmg 
Melliodologii al links' (iniiiicoi Indii.i 
Gandhi InsliliiU ol Ditelopnienl Rese.iich 
Mumbai 

1 199(ic) A lliciaiclnc Demand System b.ised 
on nested AIDS 'li.iiisloi' I I.S Cost 
Funclion' Plot eedings o/Ihe Cinl \nnual 
Indian l.i onoinelin Soi lelv Conp ieini 
Volume 1 i'.conoinn Analysis I liiil Indi.in 
Sl.itisiical Insiiiiilc. Bangaloic 
Suryanaiayana. M II and N S lyeng.ii (|98(ii ’()n 
the Rcli.ibihly ol N.SS Data' lu onomn and 
Pohlnal Weekis VoIXXl. No(i pp2(il 64 
SuiyanaiJvana, M 11. riilh.inkai Roy .mil Kiiil 
S P.iiikh (199 t) 'Growth Disliibiilion and 
Demand lor rcMilcs in hiilia’ loiiinal o/ 
(liianlilaine l-.i onomn Vol 9, No 2 
pp 26 t 80 

TeildiilkiU'.SuitshD.mdl.RJaiiK 1995) 'I'couomit 
Kelorms.ind Poveily', Ei onomn andPoliln al 
Wrekis. Vol XXX No 21. pp H7 t K, 

'I yagi, 1) S (1982) 'How valid are the Fstim.iics 
ol riemls ni Ruial Poveily ’'. Ei onomn anil 
Poliln al Weekis. Review ol Agiu iiltuic, Vol 
XVII, No 26, pp A54 A62 
Vaidyan.ilh.m, A (I98()a) 't)ii the Vahilny ol 
NSS Consumption Dal.i' l i onomn and 
Pohlnal Weekly. Vol XXI. No 3 pp 129 17 

- (1986b) Laboui Use m Riiial India A Slndy 

ol ,Spati,ilaiidlem|Hiial V.inalions' l i onomn 
andPolitn al Wrekis Review ot Agin nituic 
Vol XXI, No 52, pp Al 10 Al lb 
(1988) ’Agiicullur.il Develo|)inenl and Rural 
Poverty’, in Robttl E 1) Liu as .ind Giislav 
l•'l^lpanek teds), Ihe Indian Ei ononis Ret cut 
Developiiieiils and Eiiiuie Pmspei A. Oxioid 
University Pre.vs, New Delhi, pp 77 90 


liconomic and Political Weekly Special Number September 1996 


2497 




are aware that you are well 


versed with the world of Bulls 
and Hears. So we will simply state 
facts and cite figures. 

Set your sights! 


♦ A three - fold increase in income. ♦ Over a two - fold increase in profits after tax. 
♦ A wide range of services to suit individual and corporate needs. 

♦ A strong international presence in the Middle East, Mauritius and Nepal. 



FINANCIAL HIGHLIGHTS 


Rs. in Crores 


1995 

1994 

GROmH 

Gross Income 

10033 

36.36 

176% 

Cash Profit 

54.52 

21.85 

150% 

Profit After Tax 

33.92 

1321 

157% 

Net Worth 

169 03 

37.91 

346% 

Asset Size 

53003 

222.33 

138% 


Book value at Rs. 142 76 and EPS of Rs 34.30 is amongst the best in the industry. 


AIHlC Finance Ltd. | 

oilin' 12. (iuiibow Mil'l l. Miiiiihji 401) IHII 2 

III 2<inUi'n'ax 2fi2l)Srx y 

( oi)) OIIkc Mil lliior. Nrw I'jiii'Imoi BIiIj.’. WjIIjh' .Sill'd, I'iiiI. £ 

.Miiiiil.ai4lKllK)l Ti'l WW.SFm 2071114 5 

MAKING THINCS HAPPEN 


249K 


Ei.-iinomic and Political Weekly Special Number September I99(> 





Miiiimiiin Needs of Poor and Priorities 
Attached to Them 


V Sitaramam 
S A Paranjpe 
T Krishna Kumar 
A P Gore 
J G Sastry 


From an examination of the NSS data covering 1951-199i and taking the cereal consumption deprivation as a measure 
of poverty the authors present an estimate of poverty in India without using the dubious concept of the poverty line. They 
argue that there is no need to have a poverty line to measure the degree of poverty of any community or group of vulnerable 
households. The method developed here reveals that cereals con.stitute the commodity group that occupies the top 
position in the hierarchy of needs, both in rural and urban areas. Next item of priority, both for rural and urban areas, 
is fuel and light and not clothing partly because one cannot make a roti’ out of wheal without the cooking fuel. 


If the misery of our poor be caused not by 
the laws of nature, but by our instiiiitions. 
great is our sin 

- Charles Darwin, Voyage of the Beagle 

1 

Introduction 

ALLEY IATION of poverty has become one 
of the most important items on the policy 
agenda of many a government, particularly 
in the developing countries. Hconomic 
research so tar has concentrated on the issue 
of measuring and monitoring the extent of 
poverty, rather than on the issues of designing 
the appropriate poverty alleviation pro¬ 
grammes. Designing such programmes 
requires some insights into who the poor arc 
- for whom such programmes must be 
designed, and what their needs arc. The view 
of a major .segment of the economics pro¬ 
fession on these two issues has been that all 
those who arc below the poverty line are the 
poor who need poverty alleviation pro¬ 
grammes, and that their needs arc based on 
the common perception of hierarchy of 
needs, such as food, clothing, shelter, health, 
education, etc. There arc two problems asso¬ 
ciated with thc.se economists’ views. First, 
the idea of identifying the poorby the poverty 
I ine i s net ther acceptable to the policy-makers 
nor IS it feasible, as the pour do not have 
a regular and stable source of income. Also 
it is not based on good scientific and object! vc 
reasoning. Second, there is no clear-cut 
empi rical evidence that the hierarchy of needs 
corresponds to the oft-repeated slogan ‘ tood- 
sheltcr-clothing’ or Toti-kapada-aur makan’. 

These phorities may vary from com¬ 
munity to community, and from place to 
place. The ordering of needs depends on the 
circumstances facing the people. For ex¬ 
ample. for people living in colder climates 
and on forest slopes, clothing and shelter 
may be mote important than for people who 
live on the plains with a more favourable 
climate. Similarly, the food habits may vary 


from place to place. Hence, what one needs 
IS a measure of consumption deprivation 
that is commodity specific and community 
specific. The ccoiiomi.sts have, inour opinion, 
put undue emphasis in defining first who the 
poor arc and then defining their poverty. It 
IS our view that it is more mcaningtiil and 
useful to define poverty as consumption 
deprivation, which is the opposite ot well arc. 
and then to decide, on a case by case basis, 
who ought to be the beneficiaries ol any 
poverty alleviation scheme.' The choice ol 
the bcncticiuncs should depend on social, 
economic, political, and administrative 
considerations. The targeting of the poverty 
alleviation schemes, in terms ol the com 
modities lor which subsidies are needed 
and the people who ought to receive those 
subsidies, should he rcginn-spccilic. Fiom 
this perspective, and given that the notion 
of poverty is basically relative, it is even 
preferable to call such schemes tis wcllaic- 
improving schemes rather than poverty 
alleviation schemes. 

The new United Front government an¬ 
nounced its commitment to a ‘C'ommon 
Minimum Programme’. What the UDF and 
the prtme minister seem to imply by this 
term is a minimum needs piogramme. as 
there can be acun.scnsus (and hence the woril 
‘common’) on such minimum needs. This 
concept of minimum programme raises 
.several interesting economic policy issues. 
It is .suggestive, from the attitude of the new 
government, that the new government ’ s focus 
has shilted from poverty alleviation to 
providing the minimum needs. This change 
in policy focus is quite consistent with the 
line of research wc have been engaged in 
for the past few years on ptwerty measure¬ 
ment. Wc have been arguing that poverty has 
to be measured as commodity-specific con- 
.sumption deprivation of a community, 
without any reference to an arbitrarily and 
subjectively chosen poverty line. The identi¬ 
fication of the poor has to be based, wc argue. 


not on a dillicult to measure income, but on 
socially, |H)lilically. and administratively, 
and unambiguously determincdcritcna. 1'his 
suggestion of ours is also quite consistent 
with the actual piacticc. It m:iy be noted that 
the ically poor have very irregular employ¬ 
ment and income, and hence it is difficult 
to measure then incomes to check the eligi¬ 
bility tor a poverty alleviation prograinme.- 

This IS the line ol woik wc have been 
doing. In this connection we needed to 
identify those commoilities, called neces¬ 
sities, in terns ol which we need to assess 
the consumption deprivation The identi¬ 
fication ol the most essential commodity, 
whose consumption saturates at the lowest 
income posed no problem, and it turned out 
to be ccicals The budget share ol this com¬ 
modity at the limitiiig inconu* is the highest. 
Hence, we measured poverty through cereal 
consumptioiuleprivatioii. iiui as the economy 
develops and the wellareol people in general 
improves, people move on to consume the 
next Item on the hierarchical laddei ol com¬ 
modities, often by even lowering the con 
.sumption of cereals One way ol nioiiiloririg 
the. course ol economic development is to 
sec ho w the consumption pattern has changed 
over the years m terms ol bringing into 
consumption commiHhties which were on a 
highci rung of the ladder ol commodity 
hierarchy. Pioviding to the pool only cereals 
at alfordable prices is not enough il such 
cereals have tobe cooked in oidertocoiisiimc, 
and il the poor have dilficulty m procuiiiig 
the cooking luci I’liese comments suggest 
that there is a need to have a detailed investi¬ 
gation into commodity groups otliei than 
cereals that enter into the priority list ol 
consumci.s. 

In order toget some empirical insights into 
the hierarch v ol needs among the households, 
and how thi s pattern has altered over years, 
wc had exai.'iined the consumption pattern 
fiom the Nai lonal .Sample Survey data for 
various rounds, .starting from the .Ird round 
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1991. It is the purpose of this article to share 
our findings with the readers and to suggest 
some policy implications of our findings in 
designing the ‘minimum needs programmes' 
for the vulnerable sections of the household 
sector. 

The plan of the paper is as follows. Section 
II presents very briefly the method we use 
toexaminc the consumption expenditure data 
of the NSSO employi ng a new fonn of Engel 
curve. In Section III we present the levels 
of cereal-based consumption deprivation for 
rural and urban India for various rounds of 
NSS. These are our alternate measures of 
poverty, based on cereal consumption 
deprivation. In Section IV we develop a 
method for determining the hierarchy of 
consumption needs and apply this method 
to the NSSO data. Finally, in Section V we 
pre.sent the important policy implications 
suggested by our mcthtxl and our findings. 

II 

Relation between Quantity 

Consumed of a Commodity and 
Income: Engel Curve 

As income is difficult to measure, and as 
there arc no reliable estimates of household 
income levels, we proxy income of a 
household by the total expenditure of that 
liou.schold. In this section wc are therefore 
concerned about the relationship between 
expenditure on a specitic commodity or 
commodity group and the total expenditure 
Such a relationship is known as the Engel 
curve. This relationship can assume different 
forms. Three very commonly assumed forms 
arc depicted in Figure. Type I relation shows 
that the consumption of that type of 
commodity increases with income but at a 


consumption of this type of commodity 
increases with income, but at a constant rate. 
Type III curve shows that the consumption 
of this type of commodity increases with 
income, but at an increasing rate. 

Per cent change in the consumption of a 
commodity fora I percent change in income 
is called the income elasticity of demand for 
that commodity. F’orType I commodities the 
income elasticity is less than one. One very 
commonly used mathematical form for the 
Engel curves of all the three types is; 

l^g c, = Y + n lop y. ...(2.1) 

where Cj is the mean consumption in 
expenditure class i and y, is the mean income 
in the same expenditure class. In this form 
the income elasticity of demand for the 
commodity defined above turns out to be t). 
which is assumed to he constant, it is quite 
likely that for necessities such as food, the 
income elasticity of demand is not only less 
than unity hut it may also decrease with 
increase in income, i e. the per cent increase 
inconsiimplionoffoodpcr I percent increase 
III income may decrease us income increases. 
The above functional form cannot take care 
of this possibility. 

If IS the analogy between the equilihrium 
relations in kinetic models of catalysis in 
biochemistry and the above Type I Engel 
curve of economics that had provided the 
major impetus for our research on con¬ 
sumption analysis and poverty hy an inter¬ 
disciplinary team con.sisting of a biochemist, 
an economist, and three applied statisticians. 
Ill fact the Engel curve is an equilibrium 
relation between the two How variables, 
expenditure on a specific commixlity and the 
total expenditure, and hence this analogy is 


Tabu I: Non-Lini ar I-iiA.sr .Schjaris Esiimaii s oi Eni.il CcRvr Parami ri Rs (V and K) ior (?i Rr:Ai 
t’oNsDMmoN India IU6t)-(il id IhUO-tll 


NS.S 

Round 

Penod 


Rural 



Urban 


V 

K 

R- 

V 

K 

R- 

16th 

1960-61 

19 207 

23 030 

1)9916 

9.645 

9 11 

0 9569 

I7lh 

1961-62 

24 267 

41 157 

0 9265 

9 .36.3 

9 87 

0 9519 

18th 

1963-64 

16 ,598 

21 417 

0 9878 

8 628 

8 95 

0.9520 

20ili 

1965-66 

23 338 

31 157 

0 9955 

7.6371 

8 IX) 

0 8.333 

21st 

1966-67 

19 86.3 

24 584 

0 8481 

8 844 

It) 87 

0 8992 

22nd 

1967-68 

18 704 

27 398 

0 9953 

9 225 

12 25 

09404 

24lh 

l%9 70 

16 165 

21 .397 

0 9925 

9413 

12 06 

0 93W 

27lh 

1972-73 

18.053 

24 404 

0 9903 

8 73.3 

9 46 

0 8910 

2Kih 

1973-74 

19 122 

25 492 

0 98.54 

10.794 

14 97 

0 9302 

72nd 

1977-78 

12.340 

16 217 

0 9872 

7 968 

11 05 

0.9463 

.IKih 

198.3 

11 830 

16 120 

0 9840 

8 044 

II 98 

0 9668 

42nd 

1986-87 

10 584 

15 989 

0 9757 

6 767 

II 54 

0 9401 

43rd 

1987-88 

10.043 

13 898 

0.9693 

6 406 

9 29 

0.9339 

44tli 

1988-89 

9.701 

12 470 

0 9767 

6 0.38 

7 48 

0 9524 

45th 

1989 90 

8 114 

9 718 

0.9432 

5.968 

7 87 

0.9.3.56 

46th 

1990-91 

9.03 3 

13 216 

0 9242 

5 998 

9.74 

0.9575 


Note- The V and K estimates are in rupees per capita per month (in 1960-61 pnees). V undKare first 
estimated sepanitcly for«:ach N.SS Round. The tabulated values above ate V and K adjusted for 
price changes between rounds. 

Siiurcf. lisiimated using N.SSO data. 


models in biochemistry use a hyperbolic 
relation of the following type to represent 
the kinetic equilibrium; 

c. = Vy/|K+y.) ... (2.2) 

When wc fitted equations (2.1) and (2.2) 
to the NSSO data we found that (2.2) always 
gave a better lit than (2.1'. When we .say 
better fit. the criteria wc used to compare the 
two models arc; (i) coefficient of 
determination. R^, and (ii) randomness ot 
ciTors with a Gaussian distribution. It is also 
interesting to note that the income elasticity 
of demand for specification given by (2.2) 
does vary with income and decrease with an 
increase in y. a desirable property cited above. 

In this .study wc used model (2.2) for 
determining the hierarchical basic minimum 
needs. Wcused the same model inourstudies 
on poverty through consumption deprivation. 
Some properties of this F.ngel curve arc worth 
noting, and these are given below: 

(1) Dividing both the numerator and the 
denommatoi ot the right hand side of (2 2) 
by yi we gel: 

c, = V/|K/y, + 1} 

From equation {2.^) we note that as y^ 
tends to mfmily c^ tends to V. Tlius, V can 
be interpreted as the saturation level ot 
consumption. (V-c^f/V is the proportional 
shortfall m consumption from the saturution 
level, and it lies between 0 and I. We had 
proposed that, for any community, the mean 
proportional shoitlall of consumption ot a 
basic necessity such as cereals from its 
saturation level be taken as a poverty index 
of that community [sec Gore, Kumar. 
Paranjjie, Sastry.andSitaiamam 1994,1996 
and Kumar, Gore, and .Sitaramam i996J. 

(2) Dividing both the right and the left 
hand sides of (2.2) by y^ we get: 

c/y, = V/{K + y,l ...(2.4) 

Since income and consumption move 
together wc can assume that ci/yi tends to 
a constant as yi tends to zero. From equation 
(2 4) It follows that this limit is V/K. Thus. 
V/K can he interpreted as the proportion 
spent on the commodity, or the budget share 
of the commodity, at limiting (or low levels 
of) income. 

(.f) From equation (2..3) we get: 

V/c, = K/y, -I- I or (V-c,)/c, = K/y, ... (2.5) 

From equation (2.5) it follows that y, = K 
when C| = V/2. 

Thus, the parameter K may be interpreted 
as that level oftneome at which consumption 
isat half-saturation level. Hence, parameter K 
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IS onen called the halt-saturation constant, 

(4) The equilibrium quantity consumed 
depends directly on the forward rate constant 
V (need) and inversely on the backward rate 
constant K (cost). The proportion of income 
spent on a necessity(cominodjty) decreases 
with increasing income. 

The hyperbolic Engel curve was fitted to 
the Indian data on household consumption 
published by the NSSO. The model was 
fitted using non-linear least .squares method 
of estimation. This method requires an initial 
guess of the unknown parameters. Although 
the programme usually has certain default- 
values fur the initial gue.sses, the convergence 
to the final estimates would be faster, and 
we can also be rea.sonably sure of a global 
minimisation of the error sum of squaics. if 
the initial gues.scs are chosen carefully. 
Hence, we provided, as initial guesses 
csiimates derived Irom the following 
Imeari.sed version of the model. 

l/c = 1/V + tK/V)(l/y,) ..,(2.6) 

1/C| was regrcs.scd on l/y, , and the 
reciprocal of the inteicept estimate is taken 
as the initial guess of V. while the ratio ol 
the slope eslimate to the intercept estimate 
is taken as the initial guess of K. 

Ill 

Poverty without Poverty Line: Measure 

of Poverty Based on Cereal-Based 
Consumption Deprivation 

The concept of poverty line has been a 
very controversial and siibicctivc concept, 
which had placed economic icsearch on 
[Xiverly in a very shaky and vulnerable 
position. We had argued el.scwhcrc (Gore, 
Kumar, Paranjpc, Sastry. and .Sitaraniam 
1994,1996 and Kumar, Gore and .Sitaraniam 
1996) that the identification of the (xiorcan 
be made oti the basis of commodily-specilic 
consumption deprivation among dilferent 
vulnerable groups of people, those groups 
having been identified by a priori criteria 
such as rural landless labourers, unemployed 
or seasonally employed persons female 
headed hou.seholds with dependent children, 
etc. Our method did not require a poverty 
line level of income for either identifying the 
poor or for measuring poverty. 

The beneficiaries of poverty alleviation 
programmes arc also normaPy and actually 
chosen by criteria other than a poverty line 
level income. If the poor arc so identified 
for the poverty alleviation programmes, by 
critcriaotherthan poverty level income, then 
it makes no .sense to measure their degree 
of poverty through a measure that dcjicnds 
on an arbitrarily chosen poverty line. Such 
a procedure of applying the traditional 
measure of poverty (based on a poverty line), 
when used to monitor the poverty alleviation 


programmes, would give erroneous conclu¬ 
sions as the measured poverty could exclude 
some of the actual beneficiaries whose 
incomes could be above the poverty line. 
Hence what is needed in this connection is 
an insight into the commodity-specific 
consumption deprivation among a variety of 
vulnerable groups of people, identified by 
some policy relevant criteria. If it is desired 
to choose between alternate groups so as to 
exclude the creamy layers from the benefits 
of the poverty alleviation programmes one 
can measure the commodity-specific 
consumption deprivation lor such alternate 
groups and choose, for implementing the 
poverty alleviation programmes, that group 
which has more consumption deprivation 
than others. 

We used the NSS data for the computation 
ol the new poverty index that docs not use 
the poverty line. The con.sumer expenditure 
data for cereal expenditure, and total expen¬ 
ditures by various total expenditure classes 
for various NS.S rounds starting from 16ih 
round (1960-61) to the 46tli round (July 
l9‘X)-Junc 1991) were used Theconimodily- 
s[iecific poverty indices for India lor the 
period 1960-61 to 1990-91 were computed 
using the method dc.scribcd in .Section II. 
Rngcl curves of type (2.2) weie fitted 
separately for each year (round), and 
separately foi lural and urban India using 
non-lmcar least squares method of estima¬ 
tion employing RATS conipuler sollwarc 

The estimates of saturation consumption 
(V) for cereals, were deflated with the lood 
component of consumer price index (CPI) 
while the estimates of K were deflalcd by 
the overall consumci price index. I'or rural 
households the CPI loi agricultural labourers 
was u.sed whereas lor urban hou.seholds a 
weighted avciage of CPI foi non-manual 
workers and industrial workers was used 
along the lines suggested by Minhas el al 
(1987), by giving them weights of0.625 and 
0..')75,respcctivcly.Thisdellationwascairied 
out to make the parameters V ami K conipai - 
able over time. 

There is a hierarchy of needs, the cereals 
being the first and most essential commodity. 
The estimates of V and K (adjusted lot 
changes in food prices and overall prices), 
lor cereal consumption .irc presented in 
Tabic I. Trend lines filled to the estimates 
ol V and K show that there is a secular 
decline in both. This could imply that ovci 
time households .started substituting non¬ 
cereal and non-fo(xl items tor cereals. This 
could he due to increased availability over 
time of non-cereal and non-loixl items. The 
estimates of VinTable I areahiiostunifomily 
larger for the rural data compared to the 
urban. Tlie explanation given above, viz, an 
increase in availability of non-cereal options 
(in urt'ari areas) possibly explains this pattern 
as well. 


Table 2. Prokiktion oh Totai Exh-ndituri 
Sm-nt on Cereals at Iimiting 
Income (V and K). India: 
l%0-6l TO 1990-«)| 


Year 

Cereal 



Ruial 

Urban 

l‘H)0.61 

0.8.t40 

1.0.586 

l%l 62 

()..S896 

0 9490 

l%.^-64 

0.77S0 

0.%19 

196.S-60 

0.7491 

0 9542 

1966-67 

0 6949 

0 81.15 

I967-6R 

0 6827 

0 7529 

1%9.70 

0 7.S1.S 

0 7804 

1972-7.1 

0 7.198 

0 9211 

1971-74 

07 VII 

0 7209 

1977 78 

0 76(W 

07212 

19X1 

(17119 

06715 

19K6 87 

0.6620 

0 5861 

1987-88 

0 7226 

06889 

1988-89 

07779 

0.8075 

1989-90 

0 8150 

0 7586 

1990 91 

0 6815 

0 6158 

Note 

V and K are firsl adpislcil lor pocc 
cliangcs between rounds anil then V and K 
was enleulalcd 

Souu'v 

Esiiinaled iroin Engel 
NSSO data 

Curves using 

Tabi. 

.1 EsMMAII.SIII PllVERIS Measiiriii 

TIIHOUr.il Cl HI Al CoNSUMHIION l)l VRIVAIION 
WlIH SEHAKAII. ((.Mil l Cl'KVTS 
lOR EaiTI Kill INI) 

Year 

Rural 

Uilian 

l%l-62 

0 6818 

0 101S 

1961 M 

0.5918 

02816 

I96.S 66 

0 6459 

0 2714 

l96(>-67 

0.5998 

0 1202 

1967 68 

0.6460 

0 1577 

1969 70 

0SSI9 

0 11X8 

1972-71 

0 5749 

0 2744 

1971-74 

0 5641 

0 1618 

1977-78 

0 47')7 

0 1118 

1981 

0 4541 

01121 

1986-87 

0 4260 

0 2875 

1987-88 

01768 

0 2511 

1988 89 

0 1628 

02122 

1989 <«) 

0 1(XI7 

0 2142 

1990 91 

0 4428 

0 1111 


Tabi 1-4 Esiimatisih Rover rv iiikouuhCi ki ai 

CoNSIIMrilIlN DipRIVAIION. WiIII P(X)U-.DOR 
Common F.N 1 .II. r'liRvi iorAii Round,s 

Year 

Rural 

Urb.iii 

1960 61 

0.5766 

0 1195 

1961-62 

0 57.59 

0.1112 

I961-(i4 

0 5981 

01119 

1965-6(1 

0 5980 

01261 

1966-67 

0 6045 

0 3124 

1967 68 

0 6269 

01244 

1%9 70 

0 5875 

0 2907 

1972-71 

05814 

0 2918 

1971 74 

0 55(,7 

0 28‘«) 

1977-78 

0 5769 

0.2954 

1981 

0 5577 

0 2801 

1986-87 

04218 

0 2871 

1987-88 

0.3768 

02442 

1988 89 

0.1628 

0.2122 

1989-90 

0..1007 

02142 
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AS mennonea earner ireier to equation 
(2.4) and the comment below that equation) 
the proportion of expenditure on the specific 
commodity (cereals) turns out to be V/(K-f y) 
and this becomes V/K as income tends to 
zero. Thus V/K is the limiting proportion of 
expenditure on cereals. Table 2 presents 
estimates of V/K for cereals. 

An interesting aspect to note is that this 
V/K ratio for ceretds or “proportion spent 
on cereals at limiting income" has been higher 
in the urban India up to 1970 than in rural 
India. But from 1970 onwards (except for 
1972-73) this proportion is less in urban 
India than in rural India. This seems to be 
partly due to the green revolution. This may 
also be partly due to the PDS being more 
urban-oriented as V/K showed a declining 
secular trend in urban area only. The over¬ 
all constancy of V/K for cereal consumption 
in rural India also justifies using cereal 
consumption deprivation for measuring 
poverty, as most of the commonly under¬ 
stood poor (agricultural labourers and mar¬ 
ginal fanners) live in rural areas and the 
proportion of total expenditure that they 
spend on cereal coasumption expenditure 
is very high being 0.75 on an average and 
stable. 

Table 3 presents the poverty indices based 
on the ccreai-based consumption depriva¬ 
tion.’ The poverty estimates of Table 3 show 
a time trend in this poverty index. The cereal- 
based poverty index clearly demonstrates 
that there is a higher incidence of poverty 
in rural India and that the difference between 
rural and urban poverty has reduced between 
1960-61 and 1990-91. It mast be mentioned 
that the urban and rural poverty indices given 
here are based on different saturation norms 
(Vs). Hence we cannot strictly compare the 
rural and urban poverty indices. The maxi¬ 
mum cereal consumption differs between 
rural and urban areas, partly because the 
commodity spectra available are different in 
rural and urban areas. We can, however, talk 
about the rate of decrease in poverty between 
urban and rural poverty and note that this 
decrease is much more in rural areas than 
in urban areas. 

The poverty index presented here is based 
on deprivation from saturation norm that is 
specific to each data set. Since this saturation 
norm (i e, estimated V) is different for each 
year as well as for urban and rural samples, 
comparison of the povert> indices needs a 
careful explanation. If our concent is about 
consumers’ feeling of consumption depriva¬ 
tions from their own saturation point (this 
may be termed ‘felt-deprivation’ derived from 
the concept of felt need) then the comparisons 
of above indices are alright. Our measure of 
poverty is a relative measure relative to the 
maximum expenditure on cereals, which 
differs between rural and urban areas. While 
we may. under certain circumstances, be 


I ABLE aA: SEQUENCE IN WHICH L.OMMODITY UBOUK APKAR, ALONG Wmi I HEW UUDGET SHARES AT 

Limiting Incomes (Adiusted V/K, Presented in Parentheses); Rural 


Years 

Round No 

Cl 

Cl 

C3 

C4 

Apr 19SI-Miir 1954 

3 

CE(.7I) 

FL(.0567) 

CL(.043.5) 

E0(.0197) 

Apr l9S2-Sep 1952 

4 

CE(.68) 

CL(.0512) 

FU.OSl) 

EO(.0l09) 

Dec 1952-Mar 1953 

5 

CE(.65) 

FL(.0717) 

CL(.0.595) 

E0(.0145) 

May 1953-Sep 1953 

6 

CE(.75) 

FL(.0404) 

CL(.0375) 


Oct 1953-Mar 1954 

7 

•CE(.99) 

FL(.OOI8) 

MEF(.00074) 


Jul 1954-Mar 1955 

8 

CE(.89) 

FLt.0253) 

E0(.0085) 

MEF(.0076) 

May 1955-Nov 1955 

9 

CE(.82) 

FL(.044) 

EO(.0108) 


Dec l9S.5-May 19.56 

10 

CE(.S8) 

FL(.042) 

MEF(.034) 


Aug 19S6-Feb 1957 

II 

CE(.87) 

FL(.0234) 

EO{.009) 

MEF(.0234) 

Mar i957-Aug 1957 

12 

CE(.89) 

FU.0233) 

MEF(.0073) 

E0<.0055) 

Sep 1957-May 1958 

13 

CE(.78) 

FL(.0346) 

MEF(0I67) 

EOC.Oll) 

Jul 1958-Jon 1959 

14 

CE(.83) 

FL(.0345) 

MEF(.0lt3) 

E0(.0085) 

Jul 1959-Jun I960 

15 

CE(.79) 

FL(.042) 

MEF(.0134) 

mx.ooii) 

Jul 1960-Aug I%1 

16 

CE(.83) 

FL(.0442) 

MH>(.0128) 

EO(.0l0.5) 

Sep 1961-JuI 1962 

17 

CE(.63) 

FL(.07I) 

MEF(.017) 

E0(.0t48) 

Feb 1963-Jan 1964 

18 

CE(.77) 

PL(.0445 

Pand P(.0276) 


Jul 1964-Jun 1965 

19 

CE(.75) 

FL(.0525) 

SU(.03) 

PandP(.0245) 

Jul 1965-Jun 1966 

20 

CE(.75) 

FU.0518) 

S and S(.0229) 

VEG(.02) 

Jul 1966-Jun 1967 

21 

CE(.72) 

FU.0.568) 

S and S(.03.34) 

VEG(.0252) 

Jul 1967-Jun 1968 

22 

CE(.76) 

FL(.053) 

S and S(.0264) 

VEG(.0216) 

Jul 1969-Jun 1970 

24 

C:E(.82) 

FL(.03.56) 

SPI(.0I94) 

VEG(.0I8' 

Jul 1970-Jun 1971 

25 

CE(.84) 

FL(.0333) 

VEC(.016) 

SPI(.0158) 

Oct 1972-Sep 1973 

27 

CE(.8) 

FL(.0398) 

VEG(.0I44) 

SPK 014) 

Oct 1973-Jun 1974 

28 

CnE(.83) 

FL(.0322) 

VEG(.0I.57) 

EO(.125) 

Jan I9g3-Dec 1983 

38 

CE(.8I) 

FL(.0435) 

VEG(.0232) 

Pand P(.013l) 

Jul 1986-Jun 1987 

42 

cm.12) 

FL(.0632) 

VEG(.036) 

E0(.0308) 

Jul 1987-Jun 1988 

43 

CE(.78) 

FU.0459) 

VEG(.0286) 

PandP(.OI82) 

Jul 1988-Jun 1989 

44 

CE(.82) 

FL(.0392) 

VEG(.0243) 

PandP(.OI8) 


45 

CE(.9I) 

FU.On.S) 

VEG(.0126) 

EO(008) 

Table SB; Sequence in Which Commodity Groups Appear, along with Their Budget Shares at 

Limiting Incomi s (Adiusted V/K. Presented in Parentheses): Urban 

_ i _ 

Years 

Round No 

Cl 

C2 

C3 

C4 

Apr 1951-Mar 1954 

3 

CE(.g3) 

FL(.I263) 

CU.01g7) 

EO(.OI51) 

Apr 1952-Sep 1952 

4 

CE(.77) 

CL(.0303) 

FL(.026) 

EO(.OI38) 

Dec 1952-Mar 1953 

5 

CE(.68) 

FL(.0478) 

CL(.033) 

MEF(.0204) 

May 1953-Sep 1953 

6 

CE(.98) 

FL(.0028) 

CL(.0024) 

RE(.()009) 

Oct 1953-Mar 1954 

7 





Jul 1954-Mar 1955 

8 

CE(.9) 

FL(.0139) 

EO(.007) 

MEF(.0063) 

May 195.5-Nov 1955 

9 

CE(.7g) 

FL(.0304) 

EO(.OI.54) 

SU(.0143) 

Dec 1955-May 19.56 

10 

CE(.87) 

FL<0I74) 

E0(.0089) 

SU(0074) 

Aug 1956-Fieb 1957 

II 





Mar 1957-Aug 1957 

12 





Sep 1957-May 19.58 

13 





Jul l9S8-Jun 1959 

14 





Jul l9S9-Jun I960 

15 

CE(.83) 

FL(.0273) 

EO(.OI42) 

.SU(.0119) 

Jul 1960-Aug 1%I 

16 





Sep 1961-Jul 1962 

17 





Feb 196.3-Jan 1964 

18 





Jut 1964-Jun 1965 

19 

CE(.86) 

SU( 0252) 

FL(.0197) 

PandPiOIM) 

Jul 196S-Jun 1966 

20 





Jul t966-Jun t%7 

21 

CE(.92) 

FU.0I22) 

SondS(.OII2) 

SU(.0061) 

Jul 1967-Jun 1968 

22 

Cm.il) 

FL(.0204) 

SandS(.0l6I) 

PAN(.0065) 

Jul 1969-Jun 1970 

24 

CE(.88) 

FL(.0182) 

.SPI{.0I.56) 

EO(.OI09) 

Jul 1970-Jun 1971 

25 

CE(.86) 

FL(.0208) 

.5PI(.0I68) 

VEG(.0I3.3) 

Oct 1972-Sep 1973 

27 





Oct 197.3-Jun 1974 

28 

CE(.84) 

R.(.0224) 

PAN(.0055) 

SALT(.0013) 

Jan 1983 Dec 1983 

38 

CE(.7.5) 

FL(0442) 

VEG(.0228) 

SPI(.0175) 

Jul I9g7-Jun 1988 

43 

CE(.73) 

FL(.0389) 

EO{.0297) 

M and P(.0272) 

Jul 198g-Jun 1989 

44 

CE(.92) 

FL(.0103) 

VEG(.0088) 

M and P(.00g2) 


45 

CE(.87) 

FL(.0I99) 

VEG(.0143) 

EO( 0127) 


Abbreviations used :- 
CE : Cereals 

MEF 

; Meat, Egg and Fish 

FL 

; Fuel and Light 

S&S 

: Salt and Spices 

EO 

. Edible Oil 

P&P 

: Pulses and Products 

CL 

: Clothing 

M&P 

; Milk and Products 

SU 

: Sugar 

F&N 

: Fruits and Nuts 

VEG 

; Vegetables 

SPl 

: Spices 

PAN 

: Pan. TobiK:co and Int 

RE 

; Rents 


Note: For some rounds when V/K esiimate is outside the plausible range they ore omitted. 
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Fic I. Tvres OF Enokl Curves 



justilied in making temporal comparisons 
within rural and urban areas separately, it 
is not quite proper to make comparisons 
between urban and rural poverty indices.'' 

To .shed more light on this problem we 
deflated the expenditure data o( each NSS 
Round with the appropriate price index and 
examined to see if there is a long-run stable 
Engel curve that Hts the data with a single 
V that can be used in computing the poverty 
index for each round. It was felt that urban 
and rural consumption patterns aic not 
comparable anyway. Hence two .separate 
long-run Engel curves were estimated, one 
for the rural areas and another for the urban 
areas. 

Table 4 pre.sents the poverty indices based 
on the assumption that there is a common 
Engel cm ve for all the rounds of NS.S after 
adjusting the data lor price level changes 
from year to year The.sc estimates seem to 
suggest that rural poverty had increased in 
India from I9r>0-()l to I967-6K and then 
recorded a secular decline until 1989-90. 
There is again a sharp increase in rural 
poverty in 1990-91. An examination of 
urban fioverty indices ol Tabic 4 suggest.s 
that the in ban poverty more or less remained 
stable until 1967-()8 and then regi.stered a 
slight decline and thereafter remained 
st.ablc until 1989-90. Like rural poverty ui ban 
povertv also registered a sharp increase in 
1990-91, 

IV 

Prioritisation of Household Needs 

When the above Engel curve was fitted 
to the various groups of commodities for 
which NSSO prc.seiiis its expenditures wc 
observed that only for some ol them, 
particularly ceicals, the tit was good. In 
some cases Type II and Tyjie HI curves ol 
the Figure seemed more appropriate. II ttie 
Engel curve for cereals has a Type I shape 
it lollows that theexpenditure on acomimKlity 
group consisting of all other commodities 
should have an Engel curve ot Type 111. 
Noting that the expenditure on ccieals forms 
a major portion of total expenditure by a 
household wc felt that the slope of the curve 
in some cases could be imperceptible if the 
curve i.sdrawn against total expenditure, and 


Income 

that it may be perceptible if it is plotted 
against budget available after deducting the 
expenditure on cereals. This in fact turned 
nut to be the ca.se. 

The above observation suggested that there 
could be a hierarchy of household needs 
among the poor, the intensity of need being 
the greatest foi cereals. Once the cereals 
need is fulfilled the household may spend 
a |/art ol the remaining income on a com¬ 
modity, expenditure on which saturates 
next. Having met the expenditures on the 
two most important items the household 
may move on to spenti on the third item, 
from the remaining income, and so on. 

We tested this model of necds-hicrarchy 
using the NSSO data fiom 1951-1991, vi/., 
from the third round to the 45th round After 
litting the Engel curve ol model (2.2) lor 
ceicals we asked Ihe question which of the 
remaining groups of items takes the second 
po.sitioii in terms ol saturating next, with the 
best fitting hyperbolic relation plotted against 
the remaining part of the total expenditure 
Having thus chosen the second most needed 
Item, separately for each round and separately 
for rural and urban samples, we asked the 
question likewise - what item, out of the 
remaining items, would qualify to take the 
third position, and .so on. 

Our findings arc reported in Tables 5A, 
5B. and 6. In Tables 5A and 5B wc present 
the sequence in which commodity groups 
ajipcar along with their budget shares at 
limiting income (V/K values). In Table 6 we 
picsent the frequency with which a com¬ 
modity IS selected (out of a total of29 rounds) 
as one ot the top live priority items. From 
these results it appears that next to cereals 
comes the category ‘fuel and light', the major 
component ol that being po.ssibly the cooking 
lucl. After tuel and light comes ‘edible oil . 
After diblc oil comes ‘meat, egg, and fish’ 
in rural areas and ‘sugar’ in urban areas. 

The parameters ‘V’ and ‘K’ e.stimatcd at 
each stage refer to the situation where the 
independent variable of the non-lincar Engel 
cuive IS the lemaming total expenditure', 
after the expenditures on commodities of 
earlier stages are subtracted from the total 
expenditure. The V/K at each stage needs 
to he adjusted to express expenditure on 
that commodity as proportion of the total 


expenditure at the limiting income. The 
adjusted V/K are pre.sented in the parentheses 
in Tables 5A and 5B From these adjusted 
V/K figures it becomes quite clear that fuel 
and light occupies a high position next to 
cereals in terms of budget share at limiting 
incomes. 

V 

Policy Implications of Our Results 

It is our view that as a part of its common 
minimum programme the present UDF 
government must design programmes aimed 
at improving the welfare of the vulnerable 
sections of the community (households). .Such 
programmes must not be looked upon as 
poverty alleviation programmes of the tradi¬ 
tional variety with questionable, dubious and 
outdated methods of defining and measur¬ 
ing poverty. Instead, we propose that a new 
thrust be given to poverty alleviation through 
minimum needs programmes. In designing 
these programmes the vulnerable groups may 
be chosen from a set of alternative groups 
through criteria other than the poverty line, 
criteria based on social, political, and ad¬ 
ministrative considerations aided by our 
measure of consumption deprivation. What 
we mean by this is that among a set ot 
alternate groups chosen a prion according 
to sociological, economic, political and ad- 
ministrati vecritena one group may be chosen 
as the beneficiary group for Ihe government’s 
programme on Ihe basis of the criterion ol 
having the highest level of commodity- 
specific corisiiiiiplion deprivation 

From the findings leportcd in Ihe previous 
section on the hierarchy of needs it becomes 
quite apparent that allei cereals the next most 
important commodity group is fuel and light, 
which includes cooking fuel. After Ihcseiwo 
comes Ihe group edible oils. In view of the.sc 
results it can be suggested that in revamping 
the PD.S Ihe new governmeiil should omit 
the creamy layer from the PD.S beneficiary 
list and spend more on providi ig cooking 


Tabi r. 6 Frujulncy wirn Wiiirii a Commowiy 
Was .Si.i i.('n-.o in First i'oi'r Priority Ittms 
Act ORtiiNi. ro AoMisrED V/K 


Iteias 

Rural 

Urban 

Cereals 

29 

IX 

Fuel and Light 

29 

IX 

Edible Oil 

I.S 

9 

C'lolliing 

4 

4 

.Sugar 

1 

5 

Vegetables 

12 

4 

Pan. Tobacco 

0 

2 

Meat. Egg and Fish 

!(' 

2 

Salt and Spices 


2 

Pulsc.s and Products 

5 

1 

Milk and Products 

0 

2 

Spices 

3 

i 

Kents 

0 

1 

Salt 

0 

1 
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through PDS. 

Wc also feel that more detailed analysis 
needs to be done along the lines proposed 
here to assess the eommodily-speeific con¬ 
sumption deprivation among different 
vulnerable groups in order to design proper 
welfare-improving government program¬ 
mes based on the minimum needs approach. 
The poverty line and the traditional poverty 
measures based on the poverty line can be 
dispensed with altogether. 

While fuel and light have been clubbed 
together in this analysis of NSSO data there 
are other studies that have examined the role 
of cooking fuel (fuel wood, charcoal and 
kero.scne) in household con.sumptiun. In 
particular we may refer to the work of Reddy 
and Reddy (1985) that examined cooking 
fuel consumption by a sample of hotiseholds 
in Bangalore city. A similar survey ol cooking 
luel consumption in rural North India was 
undertaken by NCAOR (1978). The study 
of Reddy and Reddy clearly shows the 
importance of consumption of cooking fuel 
among low-income htmschtildseven in highly 
urbanised areas such as Bangalore. The long 
lines ol the urban poor to get kerosene is a 
fiatheiic sight wc. confront today, even after 
the government permitted the impoii and 
sale of kerosene by private part les. One strong 
implication of our study is to highlight the 
importance of cotiking fuel lor the poor 
households 

Another major policy implication of our 
-Study IS that 111 the currciiily prevailing altitiidc 
of giving primacy to local bodies in design¬ 
ing and monitoring the poverty alleviation 
|irogrammes the targctingol (he progiainmes 
in terms ol the choice ol the beneficiaries 
and the choice of commodities must be 
specific to each local community Our 
lesearch emphasises this point and also 
provides a method of choosing these targets 
for each local community. 

Although we used the NSS data and 
presented our results for the ctiuniry as a 
whole we emphasise that this son of exercise 
has to be done at disaggregated levels, 
possibly at the district, taluk, and village or 
(urban) block levels. The NSS type of data 
which has very few' oh.scrvalions at such 
levels of disaggregation arc not suitable for 
this purpose. We hope our study will drive 
home the need to generate da'a ba.ses at grass 
toots level to design and monitor social 
welfare programmes. We also hope that the 
' .irious NOOs whih are actively engaged in 
■oeial welfare schemes all over the country 
'ill come together to develop standardised 
tata bases at the village and block levels. 
In short, wc hope that this study of ours 
■ill convince both the researchers and the 
I hey makers that the concept of poverty 
I' '■ can be dispensed with. We also hope 
’I ' our study will form the beginning of 


worir.wniie social science policy research 
through research studies on consumption 
deprivation at the village and block levels. 

Notes 

(This work is ba.scd on an ongoing research by 
these authors on ineasureincnl of poverty without 
using a poverty line. The authors' new method 
for measuring poverty is ba.sed on comiiiodity- 
specific consumption deprivation, the commodities 
chosen being the most essential basic needs. This 
is a radically different method, compared to the 
highly discredited traditional methods that employ 
a questionable and subjective poverty line. Tlie 
interested reader may refer to Gore, Kumar. 
Paranjpe, Sa.slry, and .Silaraniam (1W4 and 19%) 
and Kutriar, Gore and .Sitaruinam (19%) This 
rc.seaich was iiuli.ned by V Silaraniam at die 
National Insiiiuic of Niitntion several years ago 
in collaboration with J G ,Saslry II is now being 
continued by .Silarainani. during the Iasi two and 
a half years, in associaiion with Gore, Knshna 
Kumar and Paranipe The authors thank S 
Suhraiiianiaii and Vinod Vyasulu for their 
commenis on an earlier drali o( this pajicr K rishna 
Kumar thanks Siishaiu Mallick. G Nagaraju, and 
N S Manjula for iheir research assistance.) 

1 ll IS our view that an allcnlion to semantics and 
linguistics IS quite useful here Thccconoiiiists' 
focus so far has been on the ‘focus axioin’ that 
icquims the noun 'poverty' to be associated 
with iho suhstaiilivised adjective ‘pmir’, orihe 
associated noun 'the poor’ The Hngli.sli 
language, however, gives the nown ‘pos-erty' 
a position that does not necessarily depend on 
the identific.ilioii n( ‘Ihe poor' In other words 
the Hnglish language does not say that poverty 
IS only whal 'Ihe poor’ possess Tlic Webster's 
NewCollcgialc dictionary gives three differeiii 
meanings to the word poverty 11) Ihe stale of 
one who lacks a usual or socially acceplatilc 
ainouni of money or inatenul pos.sc.ssiOiis. 
(2) scarcity or dearth. (.1) debility due to 
iiialniitnlion The second meaning refers to 
deprivation and that is whal wc wish to 
emph.'isisc 

2 It IS trivial that there should he a direct relation 
between uiieiiiployineni and poverty This 
n.'lalionship is vividly brought oul in terms of 
published otTicial sialistics for urban arras m 
sciccled Indian Slates hy Vyasulu unri Vaiii 
(19*16) 

7 We have sliow'n in anoi her paper dial the poverty 
index wc propose satisbes .ill Ihe major axioms 
that such an index should sulisly (axioms such 
as those proposed hy Sen (I ‘176), and Kakwani 
(19X0)) except tlic focus axtoni Wc argued that 
there IS no need to hiivc the focus axiom li we 
define poverty first without defining who the 
poor are isce (ioie. Kumar. Fanmj|ic. Sasiry, 
andSitarainain l‘)94and 19‘%) ThepriHiIslhai 
Ihe poverty index satisfies all llic major axioms 
were ba.scd on the observation that (he index 
IS the mean ol deprivalion. which is expressed 
as a function of income, the mean being taken 
with respect lo the income distnhulton (Kumar 
199.^(. 

4 The problem hei e is quite siniilar lo the problem 
of real incontc comparisons posed b) 
S,nriucl.son One can iiiakc Sciiovsky type ol 
comparisons between rural and urban poverty 
measures hy siibslitulmg urban saturation levels 


of consumption for rural households and rural 
saturation levels for urban households, and 
then comparing them as tr,ansferable public 
expendilure equivalents 
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Economic Reform and Rate of Saving 

EPYf Research Foundation 

The latest CSO data show an improvement in domestic saving and investment in 1993-94 and 1994-95, but an examination 
of the sources of that improvement and the Utter sharp reduction in the financial saving of the household sector during 
1995-96, despite two years of accelerated GDP growth and high interest rates, as brought out by the Reserve Bank of 
India's latest estimates, suggeiis that no clear upward trend in saving and capital formation has emerged yet. 

Against this background, this paper discusses some issues relating to the measurement of domestic saving and capital 
formation. Further, it contends that the evolving economic structure and policy framework are such that the Indian 
economy is unlikely to achieve the kind of rapid increases in domestic saving which propelled the remarkable growth 
of the east and south-east Asian countries. 


I 

The Issues 

PREMACHANDRA ATHUKORALA and 
Kunal Sen (1995) question the basic thrust 
af our paper [EPWRF 1995] which was that 
not only have there been persistent declines 
in overall domestic saving and capital 
formation ratios since 1990-91 as brought 
jut by the CSO’s official series, but also that 
ihc existing estimation procedures may have 
introduced some upward bias in the 
measurement of household financial savings, 
and in turn, in that of overall domestic saving, 
particularly lor 1993-94. Subsequent to the 
appearance ot their ciitiquc, saving and 
investment data have been published by the 
CSO for one more year, namely, 1994-95 
and the estimates for 1993-94 have been 
revised. Besides, the Reserve Bank of India 
(RBI) has just released its estimates of 
household financial savings foi 1995-96 
I RBI 1996], The CSO data show an 
improvement in the domestic saving and 
investment .scenario during 1993-94 and 
1994-95 (Tables 1 and 2). but a review of 
the sources of that improvement and the 
sub.scquent drastic reduction in the saving 
of the household .sector in financial assets 
during 1995-96 as per the RBI’s latest 
estimates, despite two years of accelerated 
GDP growth and high levels of interest 
rales for saving instruments, suggests that 
a firm upward trend in saving and capital 
lormation ratios has not yet set in. We thus 
.see no ground to alter our basic perspectives 
as articulated in our original paper, but the 
pnmary purpose of this note is essentially 
Ui respond to the substantive questions raised 
by Athukorala and Sen (A-S henceforth) on 
the measurement of domestic saving and 
I apital formation and the economic funda¬ 
mentals which purportedly underscore their 
I'crception of the given saving behaviour. 

The measurement issues which A-S raise 
'■ssentially concern two specific areas. 
I >rst, they note that the fall in (he domestic 
v vingratc since 1990-91 has been driven 
hv the decline in household physical saving 
''bich, they emphasise, is a “statistical 


artefact” arising from possible measurement 
errors in the estimation of gross domestic 
capital formation (GDCF). Their second 
critical comment relates to our hypothesis 
that the only silver lining in the otherwise 
depressing saving scenario in the form of 
an improvement in household financial saving 
during the three-year period 1991-92 to 
1993-94 may have arisen from a possible 
upward bias introduced in the existing 
method of estimation. A-S contend that they 
failed to find any convincing evidence 
regarding such overestimation of household 
financial savings. 

The following two sections deal with the 
above substantive issues. In responding to the 
questions raised by A-S, some clarifications 
on the methodological issues arc found nec¬ 
essary as the interpretations offered by them 
are apt to give misleading impressions. Thus, 
while dealing with the questions relating to 
the possible under-estimation of household 
physical assets formation (in Section II), 
clari fications are offered on the al leged under¬ 
reporting of production and incomes and its 
implication for the estimation of capital 
formation (and saving) to GOP ratios. 

Similarly, while addressing the issue 
concerning possible overestimation of 
household financial saving (in Section III), 
it is clarilied that household saving in such 
short-term monetary assets as currency and 
bank deposits derived through the ‘residual’ 
method docs not imply (hat the balance of 
such financial a.sset accruals necessarily form 
any constituent parts of the savings of the 
private corporate and public sectors. In the 
final section (Section IV), a bnef comment 
is offered on the tenability ot saving and 
investment trends in recent years and how 
they fare in relation to the perspectives which 
we brought to bear, in our earlier paper, on 
the disappointing performance in the first 
three years of reform. 

II 

Decline in Household Physical Savings 

The gravamen of A-S’s critique of our 
paper is their assertion that “the apparent 


decline in the household investment in 
physical capital (and hence household saving 
rate)... has largely, if not entirely, emanated 
from an underestimation of GDCF in recent 
years” (p 2187). While they concede that 
this issue can be meaningfully resolved only 
through a careful study of the estimation 
procedure adopted by the CSO and the 
possible inconsistencies between the 
procedures used and changing patterns of 
‘production relations in the economy’, for 
which however ready information is not 
available, (he authors put forth two ex¬ 
planations for their hypothesis of a systematic 
downward bias i n the measurement of C DCF 
since 1991, namely, first, the ongoing process 
of informali.sation of the Indian industry 
which would have been intensi fied following 
policy reforms in 1991, and second, the 
rapid growth of capital (and intermediate) 
goods imports, both of which arc not being 
adequately captured in the commodity How 
method. The first factor relates to the pheno¬ 
menon of under-reporting of production, in 
particular, failure “to capture construction 
material, machinery and other investment 
goods produced in the unorgani.scd sector” 
(p 2188) and the second, the lags in the 
compilation of trade data and the use of 
historical ratios of imported to total available 
capital goods. Hence, the CSO results, 
according to A-S, may be tending to 
understate domestic capital formation. 

Impaci of UnDER-R|;PORIING 

In this respect, it is necessary to be clear 
about the general implications of under¬ 
reported and unreported production on the 
estimation of capital formation (and saving) 
and also on the ratios of capital formation 
(and saving) toGDP. Ii is generally perceived, 
as the Raj Working Group {RBI 1982:41-42] 
opined, that the extent of under-reporting 
would be relatively more in total GDP than 
that in capital formation or saving: “All that 
can therefore be said is that there is prima 
facie reason to suspect underestimation ot 
GDP and (hat - though it is impossible even 
to guess on the basts of presently available 
knowledge how large a difference it could 
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Notes: Figures in brackets are as percentage to GDP at current market prices, except in Col(l2) which is as percentage of NDP at current market prices. 
Source: Central Statisucal Organisation (CSO), National Accounts Statistics (NAS), various issues 













make to the aggregate - any allowance made 
for it would tend to lower somewhat the 
estimated ratios of investment and saving 
in the economy” [RBI 1982; 42]. This is 
obviously so braause hoarded currency and 
unreported holdings of other financial 
assets at the level of individuals or other 
entities are nonetheless captured in aggregate 
financial flows, which are generally 
independently derived from the financial 
accounts of the financial sector institutions.' 
Gold and consumer durable goods holdings, 
hidden or otherwise, do not constitute any 
part of capital formation or saving estimates. 
Unrecorded and unreported physical 
investment based on independently estimated 
supplies of cement, steel and other key 
construction materials and machinery and 
equipment produced in the registered sector 
are all captured in the commodity flow 
method. By far the weakest links in the 
estimation edifice are the labour-intensive 
construction works and the contribution of 
unregistered manufacturing to the supplies 
of ’machinery and equipment' through 
historical ratios. The phenomenon of 
unreported output is widely acknowledged 
as a universal one. in registered as well as 
in unregistered and unorganised .sectors. But, 
considering the data sources and compilation 
procedures, it seems quite reasonable to 
accept the hypothesis that unreported or 
uncaptured proportion would be relatively 
more in total GDP than in dome.stic savings 
and capital formation: this should also be 
true for major individual seciors.’ 

Thc commodity flow method came in for 
detailed senitiny at the hands of the Raj 
Working Group. Conceding that there are 
several points at which errors and biases 
may enter, the Working Group argues that 
where the ‘commodity flow’ method is used, 
the estimates of con.struction materials and 
machinery produced in the ’unorganised 
sector', of construction inputs other than the 
five basic ones, and of factor income 
payments i based on proportions derived from 
field data for remote years), arc all evident 
sources of error; the basis of estimation of 
labour-intensive con.struction appears to be 
still more tenuous. The Group, however, 
argued that, “While this is obvious, there 
IS no way of judging the precise extent of 
the errors involved” [RBI 1982:14). 
Furthermore, it was recognised that there 
was no merit in believing, contrary to what 
A-.S think, that estimates of capital formation 
and saving for the public sector and (he 
private corporate sector were any the better.' 
Hence, any upward or downward bias in the 
form of fixed assets formation in these 
organised sectors (through inflated project 
costs, leakages of various kinds or mere esti- 
niationai errors) would have a corresponding 
downward or upward bias in the estimates 
>f assets formation in the household sector. 


With all these possible errors, however, there 
are checks and balances within the 
comprehensively designed estimation 
procedure which finally produces as 
reasonable a set of estimates as is possible 
given the structure of the economy and the 
inherent problems in generating reliable data. 
Hence the size of errors cannot be such as 
to falsify the underlying trends revealed in 
the CSO series. “It is doubtful whether the 
estimates for any other country at a similar 
stage of development have a much firmer 
foundation” [RBI 1982:49]. To buttress their 
considered judgment, the Raj WorkingGroup 
also quote the situation in this respect that 
obtained in the US as late as towards the 
middle of the 1950s.* 

One must hasten to add that it was not as 
though that there was no scope for further 
improvements in sources and methods of 
estimation adopted by the CSO in India. 
Many historical field survey results are 
required to be updated rather drastically and 
with greater frequency, which in effect is the 
only method of improving the data base. A 
scries of suggestions were made by the Raj 
Working Group towards that end and the 
CSO have been making use of them on an 
ongoing and continual basis from year-to- 
year, based on fresh results thrown up by 
various periodic field surveys |CSO 1988, 
Gothoskar 1988 and Subba Rao 199.1 and 
1994] which is what is conferring on them 
a status of general acceptance.' In the 
circumstances, unless we can identify 


concrete sources of underestimation or 
overestimation arising from the commodity 
flow method and provide alternative sources 
of data and methods of compilation or unless 
obvious and distinct contradictions are 
noticed between the saving and capital 
formation estimates on the one hand, and 
economic fundamentals on the other, the 
Raj Working Group judgement that there 
was no way of pinpointing the precise extent 
and direction of the errors involved, still 
holds good. The only one example cited by 
the A-S paper of the phenomenon of 
informalisation of the Indian industry as 
possibly contributing to an underestimation 
of GDCF is in fact a questionable proposition, 
as we presently attempt to show. 

Independent Evidences 

Before we deal with the issues of infor¬ 
malisation of industry and lags in external 
trade data as the possible contributory factors 
forthe alleged downward bias in the measure¬ 
ment of GDCF, we wish to bring out certain 
specific indications which corroborate with 
the observed decline in GDCF. 

First, it is necessary to bear in mind that • 
the Indian economy has been facing majoi 
stabilisation and structural adjustment 
programmes since 1991-92and that a decline 
in capital formation ratio should be an 
obvious concomitant. How much could have 
been the decline and which sectors laced this 
decline, arc questions that need to be 
addressed. In this context, at the aggregative 


Table 2. Domestic Saving. Capital Fokmation ano Foreign Inflows (at Current Prices) 

I Hi crore) 


YciU 

Gross 

Net 

Total 

Total G!X?F Errors and 

Adjusted 


Domeslic 

Capital 

Investihle 

by As.scls Omissions 

GDCF 


Saving 

Inflows 

Resources 

(Unadjusted 





(2+3) 

(4 5) 

(5+6) or (4) 

(I) 

(2) 

(3) 

(4) 

(5) (6) 

(7) 

1980-81 

28786(21.2) 

2094(1 5) 

.30880(22 7) 

28453(20 9) 2427(1.8) 

30880(22 7) 

1981-82 

31597(19.8) 

2611(1.6) 

.34208(21.4) 

37951(2.3.8) -3743(-2 3) 

34208(21 4) 

1982-83 

33774(19.0) 

2.566(1.4) 

.36340(20 4) 

40103(22 5) -3763(-2l) 

36340(20 4) 

1983-84 

39294(18.9) 

2517(1.2) 

41811(20.1) 

43790(21 1) -1979(-l.()) 

41811(20 1) 

1984-8.5 

42178(18 2) 

.3292(1.4) 

4.5470(19.7) 

49012(212) -3.542(-l.5) 

45470(19 7) 

198.5-86 

51933(19.8) 

62.34(2.4) 

.58167(22.2) 

6.3442(24 2) -527.5(-2.0) 

.58167(22 2) 

1986-87 

.54801(18.7) 

6355(2.2) 

611.56(20 9) 

67899(2.3 2) -6743(-2..3) 

61156(20 9) 

1987-88 

69631(20 9) 

6825(2 0) 

76456(22 9) 

74882(22 5) 1574(0 5) 

76456(22 9) 

1988-89 

8.5275(21.5) 

12.304(3.1) 

97579(24.7) 

970.54(24.5) .52.5(0 1) 

97579(24 7) 

1989-90 

101970(22 3) 

12279(2.7) 

114249(25 0) 

110791(24 2) 34.58(0.8) 

114249(25 0) 

1990-91 

12679.3(23.7) 

18196(3.4) 

144989(2“.!) 

1.37.391(25 7) 7.598(14) 

144989(27 1) 

1991-92 

142029(23 1) 

3377(0.5) 

14.5406(23 6) 

140864(22 9) 4.542(0.7) 

I4.540f)(23 6) 

1992-93 

14063.5(20 (0 

13816(2 0) 

154451(22 0) 

163756(23 3) .9.3()5(-l .3) 

154451(22 0) 

19‘J3-94 

158493(20 2) 

2149(0.3) 

160642(20 4) 

1675.53(213) -6911(-09) 

16(8)42(20 4) 




Data from NAS 

1996 


1988-89 

84668(21 4) 

12.304(3 1) 

96972(24 5) 

96411(24 4) .561(0 1) 

96972(24 5) 

1989 90 

1015.39(22.2) 

12279(2.7) 

11.3818(24 9) 

11019.5(24.1) .362.3(0.8) 

113818(24 9) 

1990-91 

126652(2.3.6) 

18196(3.4) 

144848(27.0) 

1351.56(25 2) 9692(18) 

144848(27 0) 

1991-92 

140647(22.8) 

3377(0.5) 

144024(23.4) 

14(8)68(22.7) 39.56(0.6) 

144024(23 4) 

1992-93 

14936.5(21.2) 

13816(2.0) 

163181(23 1) 

169548(24.0) -6.367(-09) 

16.3181(23.1) 

1993-94 

171184(21.4) 

2147(0.3) 

1733.31(21.6) 

171009(21.3) 2322(0.3) 

17.33.31(21.6) 

1994-95 

230648(24.4) 

7762(0.8) 

238410(25 2) 

218920(2.3.2) 19490(2 1) 

238410(25.2) 


Figures in brackets are percentages to GDP at current market prices. 
Source: CSO, NAS. vanuus issues. 
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If you're looking at maximum 
business advantage in terms of 
payload, plus all the benefits of an 
LCV, then the Ashok Leyland Cargo 
709 is it. 

HIGHEST CVW AND 
PAYLOAD 

Take a look at the Cargo's 
strong ladder-type frame. Its deep 
side members, look at the heavy 
duty axles. The 709 is sturdier 
by design. It is rated 
for 7.35 T CVW 
and 3.95 T Payload - 
the highest among 
all LCVs. 


THE ONLY LCV WITH 
FULL-AIR BRAKES 

It's nice to know that when 
you're cruising at high speeds and 
need to come to a sudden stop, 
the Cargo's dual line full-air brakes 
won't let you down. What's more, 
its self-adjusting mechanism makes 
it virtually maintenance free. 


Cargo 709. 


KING SIZE CABIN 

When you sink into the 
adjustable seats of the Cargo, feel the 
space around you and reach out for the 
ergonomically designed controls, you'll 
realise what a fatigue-free driver means 
to road safety. 

Add to all this, features like tilt 
cab for easy maintenance, competitive 
pricing with finance support, easily 
available indigenous spares, a country¬ 
wide service back up... 
You'll agree the Ashok 


The heavy weight champion 


among LCVs. 


Leyland Cargo 709 is 
the undisputed heavy 


weight champion among LCVs today. 
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Table 3: Gross Capital Formation, Change in Stocks and Gross Fixed Capital Formation by Sectors (At Current Prices) 
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level, one of the concrete experiences has 
been that theestimated foreign capital inflows 
to GDP ratio fell by over three percentage 
points between 1990-91 and 1993-94, the 
obverse of a sharp compression of current 
account deficit on the balance of payments 
(except for mi nor compositional di f ferences). 
Secondly, a substantial part of the fall in 
GDCF - about one-half - is accounted for 
by the decline in ‘change of stocks’, which 
has, as we explain below, significant 
corroborative evidence based on micro¬ 
economic and sectoral trends. 

Reiwction in Foreign Ini-lows 

The medium-term stabilisation programme 
in 1990-91 and 1991-92 began with drastic 
measures of import controls supported by 
highly restrictivecredit policy (RBI 1992:6). 
This was followed by significant slowdown 
in the growth of developmental expenditure 
by the central government, from an annual 
compound rate of 12.2 per cent during 
WS-l-Sb to 1990-91 to 7.3 per cent during 
1990-91 to 1993-94 [RBI 1995:149], the 
latter being much less than the average 
intlation rale of 10.7 per cent per annum 
during the same period: the average inflation 
rate in the previous live-year period was 7.8 
per cent per annum. As percentage of GDP, 
the centre’s developmental expenditure fell 
from 11 percent in 1990-91 toa9.2perccnt 


in 1993-94. Even the growth of die states’ 
development expenditure deceleratedduring 
this period. These measures resulted in an 
unprecedented level of import compression 
which began in 1991-92. with the level of 
merchandise imports in US dollar terms 
even in 1993-94 at $ 23,985 million being 
much less than that of 1990-91 ($ 27,914 
million) (BoP data). As a result, the current 
account deficit and consequently, foreign 
capital inflows slumped to 0.3 per cent of 
GDP in contrast to a level of 3.4 per cent in 
1990-91 - a fall of over 3 percentage points 
(Table 2). This compari.son with 1990-91 
may appear incorrect as that year faced a 
crisis on the external economic front, but 
even a comparison of the annual averages 
for the preceding and succeeding three years 
reveals a fall of over 2 percentages points 
in the ratios of capital inflows." Thus, the 
dramatic fall in foreign capital inflows, 
which go to finance domestic investment, 
would have contributed to a corresponding 
decline in the GDCF to GDP ratio between 
1990-91 and 1993-94, unless it could he proved 
that there was a simultaneous rise in the 
domestic savings ratio, which we rule out. 

Decline in Inventory Biiii.d-ui* 

Another independent evidence of a 
sizeable decline in the ratio of GDCF is 
found in the behaviour of ‘change in stocks’; 


the latter fell by 2.1 percentage points 
between 1990-91 and 1993-94 (Table 3). 
Measurement of inventory build-up is based 
on data marshalled by the CSO from diverse 
sources, and evidently there can be errors 
in estimation. But, in regard to the above 
reduction in the ratio of ‘change in stocks’ 
to GDP, there is signiricant direct or 
corroborative evidence in micro-economic 
or sectoral data. Inventories generally behave 
contra-cyclically [Sen 1964]. In the Indian 
case the structural features also play a role. 
The year 1990-91 had preceded with high 
growth both in agriculture and manufacturing 
alike but the macro-economic crisis, 
particularly that originating in the external 
sector, was looming large on the horizon. 
Thus, on account of comfortable supplies, 
the stock build-up became large. By the time 
the Indian economy reached 1993-94, the 
scope for further build-up of agricultural 
commodities was limited. As for the 
manufacturing sector, the unu.sually low level 
of industrial growth persisting during the 
three-year period (0.6 per cent, 2.3 per cent 
and 6.0 per cent, respectively, as against 8.5 
per cent per annum during the decade of the 
1980$) left little room for any sizeable .stock 
build-up by 1993-94. 

Coming to concrete evidences on the above 
phenomenon, first, independent studies on 
the finances of the private corporate sector 


Tsbi 1:4 TRrNiis in Hriv \tk C'oRi’ORArE Sector Carital Formation Annual Growhi Rate Based on Nominal Amounts 
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Year Gross Fixed 

Assets 

Invcn- 
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GCF 

Iross F'ixed tnven- 
Asscls tones 

GCF 

Gro..s Fixed 
Assets 

Invcn- 

lones 

GCF 

47K lairgc I'libiie 1.tinned Coin|)anies 


401 Companies 



417 Companies 


l‘)«l-K2 16 7 

|0 8 

17 7 

1981-82 

19 2 21.9 

20 0 
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401 Companies 
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1984-84 17 7 
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1984-85 
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1985-86 
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169 


417 Companies 
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401 Companies 
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Tasle 5: Gross Domestic Capital Formation (GDCF), by Sectors and by Industry of Use (at Current Prices) 
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(21.3) (20.4) (8.6) (11.8) (21.8) (8.9) (13.0) (20.8) (9.2) 

Note: FIgiues in brackets aic as percentage to GDP at cuirent market prices . means not available 
Source: CSO, NAS. 1996 




provide some indications for the fall in the 
growth of ‘change in stocks’. Table 4 presents 
data from three sets of company finance 
studies, which uniformly bring out the drastic 
decline in stock build-up by the private 
corporate sector from about 20-22 per cent 
growth in 1990-91 to a growth of 5-8 per 
cent in 1993-94. Evidently, the inventory 
growth of 20-22 per cent during 1990-91 
was normal with inventories to sales ratio 
recording only a fractional rise |RB1 19931, 
whereas in 1993-94 there was “heavy 
offloading of inventories” in many industry 
groups llCICl 1995]. The CSO data suggest 
depletion of inventories during 1993-94 with 
the “change in stocks” of the private corporate 
sector being negative at (-)0.4 per cent of 
GDP as against a positive 0.8 percent during 
1990-91 (Table 3). Assuming that the RBI 
sample of the private corporate sector is much 
larger and relatively more representative, 
the data released by the CSO on the private 
corporate sector cannot be by and large 
disputed. 

Interestingly, such distinct Huctuations in 
the rate of inventory build-up were also 
noticed in the early 1980s as well as the mid- 
1980s (Table 3) for which there is again 
confirmatory evidence in corporate sector 
data (Table 4) or in distinct agricultural 
trends (GOI1996). In sum, there is .sufficient 
supportive evidence in the behaviour of 
foreign capital inflow and 'changes in stocks', 
justifying the fall in GDCF during 1990-91 
to 1993-94. We now revert to the themes 
of informalisation of industry and lags in 
trade data addressed by A S. 

Laos in Tkade Data 

Analysing the simpler question ol lugs in 
foreign trade data to begin with, we do not 
find the factual basis for charging the system 
with lags in trade data giving rise to incorrect 
application of historical ratios of imported 
goods to total capital goods available for 
investment It is true that imports ol capital 
goiHls have been rising at a rapid pace during 
the post-reform period. Between 1990-91 
and 1993-94, the quantum index of imports 
of machinery and transport equipment 
(ba.se: 1978-79=100) rose from 441 in 
1990-91 to 715 in 1993-94 suggesting a 
compound growth rate of 17.5 per cent per 
annum as against a compound growth of 9.7 
per cent per annum during the preceding 
quenquennium 1985-86 to 1990-91. What 
is more, during the same perioc', the growth 
in the quantum index of exports of machinery 
and transport-equipment decelerated rather 
drastically from 19 per cent per annum to 
4.8 per cent per annum. Thus, there is no 
gainsaying that the proportion of net imports 
in total availabilities of capital goods 
(including metallic and non-metallic mineral 
products) would have risen during the post- 
reform period. 


Even so, there are two consideration^ which 
go toquestion the relevance of lags in external 
trade data for the thesis of systematic 
underestimation of GDCF. First, as the data 
quoted by A-,S themselves suggest, insofar 
as the compilation of National Accounts 
Statistics (NAS) are concerned, there was 
no lag in the availability of foreign trade 
statistics. The CSO’s Monthly Abstract of 
Statistics for October 1994, released in 
December 1994, had quoted the commodity- 
wise import figures for the full fiscal year 
1993-94 and that is precisely the latest year 
for which the NAS would have been under 
compilation around that period (The ’quick’ 
estimates for 1993-94 were released in 
February 1995). This year the DGCI&S’s 
monthly publication Foreign Trade Statisticx 
of India (principal commodities and 
countries), covering the full financial year 
statistics for 1994-95, was already in the 
public domain in June 1995, that is, more 
than six months befoi e the CSO would begin 
tabulating the NAS for that year What is 
more, these data arc available to public 
agencies like the Planning Commission, the 
RBI and the (’SO in a specially-documciiled 
tonn sufficieiitly in advance; this has been 
so now tor some years. This is enough of 
an evidence to question that lags in external 
trade data may have given rise to an under¬ 
estimation of the rise in aggregate capital 
formation. 

.Secondly, even if hypothetically there was 
a lag in export-import data, the relatively 
low level of net imports of capital goods 
(including metals) inrclation tototal domestic 
capital formation and more importaiUly, as 
propoitionofGDP, leaves less scojie for any 
noticeable uiidcrestimution in the GDCI' to 


GDP ratio on that count. For example, the 
actual net imports of such capital gorxls 
(including metals) aggregated about 
Rs. 11.2()0crorcduring 1993-94, whichcon- 
stituted only less than 7 per cent of GFCF. 

Growth oh Informai. .Sector 

In respect of the substantive theme put 
forth by A-S, we wish to argue that the 
possibility of an underestimation bias in 
aggregate GDCF originating in the failure 
ol the commodity How method to capture 
the fast growth of the informal sector during 
the post-reform period, appears to us to have 
been exaggerated, and in tact, untenable on 
many considerations. We question the 
empirical basis of the thesis of nun-rc{K)rting 
of investment goods production in the small- 
scale sector to the neglect of the phctiomenon 
of the possible non-reporting of the 
production of all goods and services in this 
sector. A-S argue that the reported decline 
in the household capital torniaiion was 
spurious because the total GDCF wa. 
underestimated. Secondly, total GDCF was 
underestimated because the relative 
perlormance of small-.scale units in recent 
years as compared with that of the private 
corporate sector was not captuied in the 
CSO’s estimation pi ocedure The process of 
‘informalisation’ofthe Indian industry must 
have got reinforced since 1991 because the 
incentive .structures and the institutional 
setting created by the new policy regime 
seem to have ‘lavoured the profitable 
operation of small-scale units in the 
maiiulactiiring sector: consistent with this 
small-scale bias in the iiolicy regime, most 
industries in ihc consumei goods .sector have 
in far t performed better than the avciage lot 


Tabu (i: Gross Kixm Capo ai Formaiios hy Inihmrs-oi Usl(ai tj'KRi.Ni I’ri(1.s) 

f/f.v cron) 


Indiisiry 

1944 9S 

199t 94 

1992 93 

1991 92 

1990-91 

Agricultuic, forestry and lishing 

2.t07S(2 4) 

2(R)33(2 5) 

I781.t(2 5) 

I458.((2 4) 

12.509(2.3) 

Agiiculture 

21028(2 2) 

18305(2.3) 

1629(82 t) 

11201(2 t) 

11279(2,1) 

Mining and quarrying 

15842(1 7) 

7156(0 9) 

6.1(4(0 9) 

6125(1 0) 

646.5(1 2) 

Manufacturing 

50676(5 4) 

42744(5 3) 

17267(5 3) 

)()762(5.0) 

26177(4.9) 

Regi.siered 

.17511(4.0) 

12282(4 0) 

27557(0.9) 

22222(3.6) 

18.10.1(3 4) 

Unregistered 

1.06.5(1 4) 

l(H62(l 1) 

971(1(1 4) 

8.540(1 4) 

7874(1 5) 

EIcc. gas and water supply 

2.1447(2 5) 

21248(2 7) 

19109(2 7) 

18882(3 1) 

14425(2 7) 

Construction 

2792(0 3) 

2601(0 3) 

22.58(0.1) 

1612(01) 

1999(0 ',) 

Trade, hotels and restaurants 

5577(0 6) 

4806(0 6) 

4198t0 6) 

3942(06) 

.1792(0 7) 

Tiansport, storage and comin 

2.5022(2.7) 

2.1478(2 9) 

19427(2 8) 

16204(2.6) 

13938(2 6) 

Railways 

546.1(0.6) 

5073(0.6) 

4806(0 7) 

1191(0 6) 

1087(0 6) 

Transport by othci means 

12949(1.4) 

12496(1 6) 

9631(1.4) 

9268(1 5) 

7998( 1 5) 

Communication 

714610.8) 

5837(0 7) 

492.8(0 7) 

1486(0 6) 

280.1(0 5) 

Banking and insurance 

6998(0 7) 

6806(0.8) 

4745(0 7) 

4966(0.8) 

3079(0.6) 

Real estate, ownership ol 

24584(2.6) 

21807(2 7) 

19407(2 8) 

16822(2 7) 

14732(2.8) 

dwellings and bus services 






Community, .social and 

16641(1.8) 

1-1983(1 7) 

12454(1 8) 

10865(1 8) 

100.1411 9) 

personal services 






Public adniir and defence 

12741(1.1) 

10808(1 3) 

9447(1 3) 

8247(1 .1) 

7428(1.4) 

Other services 

.1902(0.4) 

117.5(0.4) 

1007(0.4) 

2618(0 4) 

2606(0 5) 


Total I952.‘i6(20.6)104862{2l).6)l4t242(20 't)l24783(20 2) IO71.SO(20.O) 


Note- Figures in brackets are as percentage to GDP at cuircnt market prices 
Soune C.SO.NA.S. 1996. 
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the manufacturing sector (A-S base this on 
the CSO's index of industrial production). 

Before we delve into the ‘informalisation' 
question, it is necessary to point out a few 
factual inaccuracies in the A-S formulation. 
First, they have bracketed the ‘household’ 
sector with “unincorporated firms and hou.se- 
hold production units in manufacturing", 
which is obviously incorrect. As per the 
CSO’s estimation, gross capital formation 
of the private sector in unregistered manu¬ 
facturing, constituted only about 18-20 per 
cent of total household investment in the 
recent period. A part of the registered 
manufacturing may also belong to the 
category of unincorporated units.’ Even so, 
more than three-fourths of household 
investment is occurring in other .sectors: 
agriculture (about 29 per cent), real estate, 
ownership of dwellings and business .services 
(39 per cent) and private transport, etc (IS 
per cent). As proportions of hou.schold 
investment, some of these ratios for sectors 
other than manufacturing may be somewhat 
lower as the investment figures used here 
are inclusive of private corporate sector 
investment. In this regard, a special tabulation 
undertaken by the RBI suggests that of the 
total GCF by industry of use for the period 
1980-81 to 1988-89,theshareof unorganised 
manufacturing was only about 11 per cent 
of the GCF attributable to all the unorganised 


sectors together throughout the period, the 
balance being attributed to non-manufactur¬ 
ing unorganised sectors [RBI 1993c; 17-19], 
In the circumstances, it is improper to base 
the above hypothesis on the so-called 
incentive structure shifting the balance of 
activities in favour of the informal sector in 
manufacturing alone. 

To the point, data presented in Tables S 
and 6 give a synoptic view of the industry wise 
composition of gross capital formation and 
gross fixed assets formation, respectively. 
As per data generated by the CSO on gross 
capital formation by industry of use, of the 
3.2 percentage points fall in the aggregate 
GDCF to GDP ratio between 1990-91 and 
1993-94,1.3 percentage points are attributed 
to the manufacturing sector; I.l points in 
registered manufacturing and 0.2 points 
under unregistered manufacturing (Table 5). 
The balance 60 per cent of the decline in 
GDCF by industry of use has occurred in 
various other sectors; agriculture, transport 
(other than railways) and real estate. The 
decline, though of a smaller magnitude, has 
been equally widespread in gross fixed assets 
formation, but it has been more conspicuous 
in sectors other than manufacturing (Table 6). 

The second factual inaccuracy in the above 
formulation relates to the CSO data on index 
ofindustrial production cited by A-S, wherein 
they state that “most industries in the 


consumer goods sectorhave in fact performed 
better than the average for the manufacturing 
sector, in particular the year 1993-94" 
(p2I86). There are three aspects of these 
data which tend to question the factual basis 
of the inference drawn by them from the 
above statement. 

(i) First, the data cited by them relate to 
the CSO’s index of industrial production 
with base 1980-81=100 which essentially 
covers items produced by the medium- and 
large-.scale units except for textiles in the 
decentralised sector and 18 items out of 836 
reserved for the small-scale industries (SSI) 
sector. These 18 reserved items constitute 
a minuscule group with a weight of 8.44 per 
cent of the total weight of the manufacturing 
sector and arc scattered over all 17 major 
industrial categories for which the CSO puts 
out two-digit level production indices and 
which A-S quote. In the food processing 
industries group, for instance, the only 
reserved item covered is that of ‘biscuits’, 
under ‘paper and paper products’, wrapping 
paper, and under ‘leather and leather 
products’, indigenous type of footwear. 

(ii) Secondly, the trends in the index of 
industrial production have been used by 
them in a partial and selective manner. As 
depicted in Tabic 7, consumer goods 
industries as a group have not at all shown 
any annual growth higher than that of the 


Tabi.r 7. Growth ofthf Manufacturing Sfxtor: Two-Digit Classification 


Scclorwise Classirication_ Average fur Full Fiscal Years 


WeighLs 

1995-96 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

General Index 

KKX) (X) 

284.2(12.0) 

25.3 7 (9.3) 

232.0 (6.0) 

218.9 (2.3) 

213.9 (0.6) 

212 6(8 2) 

196.4 (8 6) 

Basic goud.s 

.394.18 

292 0(8.6) 

269.0 (5.5) 

254.9 (9 5) 

232.9 (2.6) 

226.9 (6 5) 

213.1 (6.9) 

199.4(5.4) 

Capital goods 

164.27 

381 3(19.6) 

318.8(24.8) 

255.4 (-4.2) 

266.5 (-0.1) 

266.8 (-8.5) 

291 7(16.0) 

251.4 (21.7) 

Inlcmiediate gnixls 

205 07 

2.34.1 (10.7) 

211.4 (3.7) 

20.3.9(11.8) 

182.4 (.5.3) 

17.3.2 (-2.1) 

176 9(4.8) 

168.8 (4 2) 

Consumer goods 

236 48 

247 0(12.5) 

219 6(8.7) 

202.0(3.9) 

194.3(1.8) 

190.8(1.0) 

189.0 (6.8) 

177 0(6..5) 

Consumer durables 

25..5(, 

557 4(36.9) 

407.2(10.2) 

369.4(16.3) 

317.7 (-0.9) 

320.5 (-10.9) 

3.59.7(10.7) 

325.0 (2.4) 

Consumer non-durables 

210.98 

209.5 (6.4) 

196.9 (8.3) 

181.7(1.3) 

179.4 (2..S) 

175.1 (4.0) 

168.3 (5.8) 

159.1 (7.6) 

Manufacturing 

771.07 

278 7(13 6) 

245 4 (9.8) 

223.5(6 1) 

210.7 (2.2) 

206.2 (-0.8) 

207 8 (9.0) 

190.7(8 6) 

20-21' Manufacture of food products 

53 27 

208.3(14 7) 

181.7(13.6) 

160.0 (-8.7) 

175.3 (-1.5) 

178.0(4.8) 

169 8(12.5) 

150.9(1.6) 

22: Beverages, tobacco and 









tobacco products 

15.71 

1.57.4(20.0) 

131.2 (-4.8) 

1.37.8 (21.3) 

113.7 (5.9) 

107.3(2 4) 

104.8(1.7) 

103.0(11.8) 

2t Cotton textiles 

123 09 

159.5(2 3) 

1.55.8 (-2.9) 

160.5 (6.9) 

1.50.1 (8.0) 

139.0(9.8) 

126.6(12 7) 

112.3 (4.2) 

25. Jute, hemp and mesta textiles 

19.99 

92.6 (0.3) 

92 4(-l0..5) 

103.2(18.7) 

87.0 (-4.2) 

90.8 (-10 6) 

101.6 (4.3) 

97 4 (-4.4) 

26: Textile Products 

8.17 

88.3(12.6) 

78.4 (6.9) 

73 4 (-3.2) 

75.8 (-22.0) 

97.2 (-5.8) 

10.3.2 (-32.0) 

151 7 (13.0) 

27: Wood and wood products. 









Furniture and Fixtures 

4.48 

229.3(12.7) 

203.5(2.1) 

199.3 (4.6) 

190 5 (3.0) 

185.0 (-6.2) 

197.2(12.0) 

176.0 (2.5) 

28: Paper and paper products and 









printing industries 

.32..35 

284.1 (10.5) 

2.57.1 (14.4) 

224.8 (6.6) 

210.9 (3.9) 

203.0 (2.5) 

198.0(9.1) 

181.5(6.0) 

29 Leather and fur products 









(except repair) 

4.89 

226 7 (7.8j 

210.4(3.0) 

204.3 (8.8) 

187.7 (3.5) 

181.3 (-6.7) 

194.3 (3.2) 

188.3 (6.2) 

to. Rubber, plastics, petroleum and 









coal products 

40.00 

195 9 (7.6) 

182.1 (3.2) 

176.4(1.0) 

174.6(1.5) 

I72.0(-I.l) 

174.0 (0.3) 

17.3.5(3.1) 

31: Chemicals and chemical products 

125.13 

355.6 (8 6) 

327 4 (9.9) 

297.9 (7.6) 

276.9 (6.0) 

261.2(2.8) 

254.1 (2.6) 

247.6 (4.6) 

.32. Non-metallic mineral products 

29 99 

263.6(12.8) 

233.7 (7.0) 

218.5 (4.6) 

209.0(1.8) 

205.2 (6.3) 

193.1 (1.7) 

189.9 (2.9) 

3.3. Basic metal and alloy industries 

98.02 

222.7(13.9) 

195.6 (-12.8) 

224.2 (.33 1) 

168.5 (0.4) 

167.8 (5.7) 

1.58.8(10.5) 

143.7 (-0.8) 

34: Metal products and parts 

22.88 

176.0(16.6) 

150.9(19.2) 

126.6(1.6) 

124.6 (-6.4) 

133.1 (-7.0) 

143.1 (0.4) 

142.6 (6.8) 

3.5' Machinery, machine tools and parts 

62.40 

243.1 (17.6) 

206.7 (9.3) 

189.2 (4.4) 

181.1 (-1.2) 

183.3 (-1.9) 

186.9(8.7) 

171.9(6.7) 

36: Electric machinery apparatus 









and appliances, etc 

.57.79 

731.2 (20.8) 

605.1 (31.5) 

460.1 (-4.9) 

483.6 (-2 0) 

493.7 (-12.4) 

.563.6(22.7) 

4.59.2 (31.9) 

37' Transport equipment and Parts 

6.3.86 

289.0 (20.9) 

2.39.1 (13.2) 

211.2(5.3) 

200.6 (5.0) 

191.1 (-0.7) 

192.5 (6.3) 

18I.l (.5.0) 

.38' Other Manufacturing Industries 

9.05 

295.0(10.1) 

267.9 (0.3) 

267.0 (-5.1) 

281.3(4.2) 

269.9 (-16.1) 

.321.8 (-3.4) 

.333.2(9.0) 


Notes Figures in brackets arc pca'cntagc growth over previous year. 

Source CSO, Quick Estimates tif Index of Industrial Production (Monthly Press Releases). 
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manufacturing index during the three-year 
peiod 1991-92 to 1993-94 which is under 
critical scrutiny - not even in 1993-94 when 
the manufacturing index grew by 6.1 per 
cent and the consumer goods group by 3.9 
per cent. Even the latter growth was due to 
a phenomenal expansion in consumer 
durables in 1993-94 (16.3 per cent), while 
the consumer non-durables group (which 
embraces all two-digit level items cited by 
A-S) grew just by 1.3 per cent. What is more, 
almost all of those two-digit level items 
supposedly dominated by production in the 
SSI grew at a faster rate before reforms; for 
instance, they grew by about 9 to 12.5 per 
centeachin 1990-91 when the manufacturing 
output as a group grew only by 9.0 per cent. 


(iii) Thirdly, we have made a special 
tabulation of the output figures broadly for 
18 SSI reserved items which are included 
in the CSO's general index (see Table 8). 
We then find that an overwhelming number 
of items in them in fact experienced very 
niggardly ^wth; eleven out of 18 items 
experienced growth ranging from -21 per 
cent to 4 per cent during 1993-94 when the 
manufacturing sector as a whole grew by S.S 
per cent. We note that in respect of many 
items the CSO data are inclusive of 
production generated by the large-scale sector 
but as these are reserved items, SSI’s growth 
should theoretically set the trend for these 
items. Even amongst the capital goods items 
on this list, there is a mixed picture. But 


interestingly, a pre-budget survey undertaken 
by the Confederation of Indian Industry 
(CII) in early 1994, covering its 70 small 
industry members having significant links 
to the capital goods sector and comprising 
manufacturers of machinery, machine tools, 
electrical m^hinery, appliances, apparatus and 
parts, metal products, transport equipment 
and parts, and basic metals and alloy 
industries, summed up the results thus; "The 
small-scale units in the capital goods sector 
are suffering greatly owning to poor offtake 
from largerunits and a suggering indeli veries 
taken by customers" (The Observer of 
Business and Politics, February 17, 1994). 

Thus, the data on indices of industrial 
production cited by A-S provide no basis 


Table 8: Physical Oirrpur of 18 Selected SSI Items included in the Index of Industrial Production 


Code Name of Item 

No 

Unit 

Weight# 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1989-90 

1988-89 

1987-88 1986-87 1985-86 

205 Biscuits 

Th tonnes 

1.3062 

652.3 

630.2 

619.4 

665.7 

657.2 

659.9 

617.5 

.598.1 

591.1 

.567.3 



(3.5) 

(1.7) 

(-7.0) 

(1.3) 

(-0.4) 

(6.9) 

(3.2) 

(1.2) 

(4.2) 



2804 Paper and 













paper board 

Th tonnes 

27.6622 

31.59.0 

2739.0 

2567.0 

2467.0 

2433.0 

2212.0 

2071.0 

1997.0 

1870 0 

15170 


(15.3) 

(6.7) 

(4.1) 

(1.4) 

(10.0) 

(6.8) 

(.3.7) 

(6.8) 

(23.3) 



291 Indigenous 













footwear 

Mn pairs 

0 1825 

1.58.4 

188.7 

187.5 

188.7 

189 4 

190.2 

190,3 

190 I 

170 6 



(-16.1) 

(0.6) 

(-0.6) 

(-0.4) 

(-0.4) 

(-0.1) 

(0.1) 

(11.4) 




3121 Paint, varnishes 













and enamels 

Th tonnes 

3..5.372 

401.0 

311.0 

301.0 

305.0 

314.0 

342.0 

337.0 

320.0 

212,0 

139.0 



(28.9) 

(3.3) 

(-1.3) 

(-2.9) 

(-8.2) 

(1.5) 

(5.3) 

(.50.9) 

(.52.5) 



3122 Optical whitening 













agent 

Tonnes 

0.41.57 

2022.0 

1706.0 

1618.0 

1581.0 

1631.0 

1608.0 

1552.0 

1530.0 

1679.0 



(18.5) 

(5.4) 

(2 3) 

(-3.1) 

(1.4) 

(3.6) 

(14) 

(-8.9) 




3148 Soaps, all kinds 

Th tonnes 

3.6075 

1.567 0 

1465.0 

1490.0 

1548.0 

1563.0 

1.525 0 

1477.0 

1506.0 

1.531 0 

1398 0 


(7.0) 

(-1.7) 

(-3.7) 

(-1.0) 

(2.5) 

(3.2) 

(-1.9) 

(-1.6) 

(9.5) 



317 Safety matches 

Mn boxes 

1.8594 

81.6 

64.0 

68.1 

67.3 

61.8 

58.9 

59.2 

53.9 

44.4 

41.7 


(27.5) 

(-6.0) 

(1.2) 

(8.9) 

(4 9) 

(-0.5) 

(9.8) 

(21.4) 

(6.5) 



3311 Steel castings* 

Th tonnes 

8.0053 

383.0 

361.0 

3.59.0 

393.0 

262.0 

2.39.0 

211.0 

170 0 

104.0 

93.0 


(6.1) 

(0.6) 

(-8.7) 

(50.0) 

(9.6) 

(13..3) 

(24 1) 

(63.5) 

(11.8) 



3313 Pipes and tubes 

Th tonnes 

.5.8187 

1186.0 

1154.0 

1163.0 

1208.0 

1233.0 

1198.0 

III30 

1127.0 

1147 0 

1075 0 


(2.8) 

(-0.8) 

(-3.7) 

(-2.0) 

(2.9) 

(7.6) 

(-1.2) 

(-1.7) 

(6.7) 



3439 Bolts, nuts and 













rivets 

Th tonnes 

4.3768 

464.0 

358.0 

351.0 

354.0 

360.0 

3.59.0 

342.0 

333.0 

309,0 

309.0 



(29.6) 

(2.0) 

(-0.8) 

(-17) 

(0.3) 

(5.0) 

(2.7) 

(7.8) 

(0.0) 



3439 Zip fasteners 

ThRs 

0.0293 

32384.0 

25238.0 

6454 0 

8163.0 

9120.0 

10032.0 

11491.0 

I3SI1.0 




(28.3) 

(291.0) 

(-20.9) 

(-10.5) 

(-9 1) 

(-12.7) 

(-15.0) 





3529 Diesel engines 

Th nos 

6.0343 

1763.0 

1675.0 

1529.0 

1677.0 

1720.0 

1775 0 

18.55.0 

1899,0 

2094.0 

2046.0 


(5.3) 

(9.5) 

(-8.8) 

(-2.5) 

(-3.1) 

(-4.3) 

(-2.3) 

(9 3) 

(2.3) 



Stationery type* 

Th nos 


145 6 

146 4 

166.2 

159.6 

158.4 

1.52.0 

167.0 

160.0 

187 2 

183.9 


(-0.5) 

(-11.9) 

(4.1) 

(0.8) 

(4.2) 

(-9.0) 

(4.4) 

(-14.5) 

(1 8) 



3565 Air and gas 













compressors of 
all kinds 

Th nos 

1 9606 

61.5 

52.0 

42 4 

39.6 

46.8 

45.6 

47 5 

47.9 





(18.3) 

(22.6) 

(7.1) 

(-15.4) 

(2.6) 

(-4.0) 

(0.8) 





357 Machine ttxrls* 

Mn Rs 

6.5114 

10238.0 

8962.0 

10438.0 

9217.0 

7731.0 

6515.0 

.5107.0 

3899.0 

3571 0 

2914.0 



(14.2) 

(-14.1) 

(13.2) 

(19.2) 

(18.7) 

(27.6) 

(31.0) 

(9.2) 

(22 5) 



3602 Transformers 













DCSSI 

Th nos 

0.0648 

639.0 

452.0 

331.0 

334.0 

333.0 

331.0 

326.0 

.331 0 





(41.4) 

(36.6) 

(-0.9) 

(0.3) 

(0.6) 

(1..5) 

(-1.5) 





3604 Electric motors 













(DCSSI). 

Th nos 

2.7.365 

1008.2 

992.3 

971.8 

978.8 

981.7 

976.7 

989.9 

978 5 




(1.6) 

(2.1) 

(-0.7) 

(-0.3) 

(0.5) 

(-1.3) 

(12) 





3631 Electric fans of 













all kinds* 

Mn nos 

2.4883 

9.9 

6.1 

5.1 

5.3 

4.2 

3.5 

5.2 

4.8 

3.9 

.5.2 



(62.3) 

(19.6) 

(-3.8) 

(25.0) 

(21.1) 

(-33.0) 

(9.9) 

(20.6) 

(-24.2) 



3872 Pencils (DCSSI) 

ThRs 

0.1542 

38595.0 

31463.0 

13588.0 

144.56.0 

15078.0 

15426.0 

15951.0 

16.343.0 





(22.7) 

(131.5) 

(-6.0) 

(-4.1) 

(-2.3) 

(-3.3) 

(-2.4) 






Notes: Figures in brackets are percentage growth over previous year # Weights here are out of 1000 as per General Index with Ba.se- 1980-81=100. 
Source: RBI, Report on Currency and Finance, various issues: CSO, Monthly Production of Selected Industries, vonous issues: * Economic Survey 
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lo believe that SSIs grew at a faster rale than 
the medium- and large-scale industries during 
the period 1991-92 to 1993-94, or even in 
1993-94 alone. 

While on the subject of factual 
inaccuracies, we should also not lose sight 
of the fact that the whole debate on the SSI 
sector raised by the A-S paper concerns the 
possible inability of the CSO to capture, in 
its capital formation estimates, the use of 
construction material, machinery and other 
investment goods produced in the 
unorgani sed sector, 'fhe growth of consumer 
goods units in the informal sector is hardly 
relevant for this debate except for the 
secondary demand they may generate for 
investment goods. Ifunder-reportingof total 
output is the question, both GDP and 
investment components get under-reported 
and the possibility is that investment to GDP 
ratio will not improve on that count, as has 
been explained earlier. 

Ground Reality against Informal Sector 

It is our contention that while various 
promotional and protective measures for 
assisting the small-scale and informal sector 
growth have been formally continued even 
under the structural adjustment programme, 
the ground reality regarding the incentive 
structure, the institutional setting and the 
bargaining dynamics in the post-reform 
period has decidedly tilted the balance of 
advantages in favour of the medium- and 
large-scale industries in the private sector 
and against the small-scale and informal 
enterprises. While direct statistics on the 
actual performance of informal sector in 


regard to output and investment trends in 
the post-reform period are indeed hard to 
come by (and hence this dispute and debate), 
we are convinced of the atove proposition 
based as it is on a detailed review of the 
corroborative indicators for the first three 
years of reforms. 

In the first place, it is not so much the 
positive incentives like ‘reservation’ for the 
SSIs which provide an impetus to their growth 
as the negative protection in the form of a 
high differential in excise duties as between 
the small-scale and large-scale industries 
that encouraged the former's growth. Also, 
the importance of ‘reservation’ for the SSI 
units is considerably exaggerated. The second 
all-India cen.sus of small-scale industries 
(1987-88) showed that the share of output 
of 843 items in the total production of 1,075 
products re.servcd for exclusive production 
by SSIs was about 28 per cent (except for 
multi-product manufacturing units producing 
reserved items beyond the fourth leading 
item, I e, fifth in descending order and 
onwards) (Development Commissioner 
1992:110]. Similarly, only 48 reserved items 
figured amongst the 200 leading products 
(reserved and unreserved items) in the SSI 
sector each with production worth over Rs 40 
crore and the output of those 48 products 
constituted 36.1 per cent of the total 
production of the leading products 
I Development Commissioner: 110 and 
Ramaswamy 1994], About 80 per cent of 
the units arc engaged in the manufacturing 
of 39 items, or 80 per cent of the total 
reserved production is done in barely 60 
items. Even the annual rate of growth in real 


tergis between 1983-86 and 1987-88 was 
higher in unreserved items (13.0 per cent per 
annum) than in the reserved items (10.3 per 
cent) [Development Commissioner:! 13]. 

In the new indirect duty structure say in 
the Central Budget for 1993-94, particularly 
in excise duties, the differential levies 
favouring the SSI units has been considerably 
narrowed. A review of the daily reports on 
the apathy of the small-scale sector confronts 
us with the following general refrain; "Of 
the many protective and promotional 
measures initialed by the government in the 
past, fiscal incentives like excise duty 
concessions and exemptions have provided 
the greatest benefits to the SSIs. even more 
than the reservation of certain items. But 
these benefits have now been virtually 
negated with the drastic reduction in excise 
duties. Further, a large number of products 
which were essentially produced in the small- 
scale sector have been brought under the 
excise net. And some of them now attract 
ad valorem duties, resulting in higher 
incidence of excise on them. To add to their 
woes, bank credit to SSIs has been increasing 
at a slow pace, much slower than that to 
medium- and large-scale industries” (The 
Observer of Business and Politics, July 14, 
1994). For instance, any number of examples 
can be cited from the Central Budget of 
1993-94 in this respect. Apart from thcdrastic 
reduction in import duties which would have 
placed some of the small-scale products in 
a vulnerable situation, it is the rapid reduction 
in excise duties that would have hurt the 
relative competitive strength of the informal 
sector. When excise duties arc reduced from 


Tabi f 9. Assisi anck .Sanctioned (S) and Disbursed (D) by Financial lN.snTUTioNS 

(Rs iriirr) 


Financial Institution (FI) 

1994-9.'! 

1993-94 

1992-93 

1991-92 

1990-91 

S 

D 

S D 

S 

D 

S 

D 

S 

D 

I. FIs generally assisting large-scale indu.strics; 









A. All-India development banks 

4459R 

21800 

21324 1.5449 

18145 

11760 

13643 

9076 

II99I 

7.351 

(excluding SIDBI) 

(69.4) 

(41.1) 

(4.5.1) (314) 

(33.0) 

(29.6) 

(138) 

(23 5) 



H Investment institutions, total 










(UTI, UC, GIC) 

91.39 

6052 

9890 7002 

10754 

7711 

4786 

3342 

2415 

1404 

of which. UTI 

6910 

4530 

7602 5937 

9105 

6230 

.3014 

2127 

1414 

8.30 

II FIs assisting small-scale (and 

6024 

4793 

49.32 4062 

4507 

3543 

45.57 

.3.397 

3901 

2964 

mediuin-sire) industnes (A-fB) 

(22.1) 

(!«.()) 

(9.4) (14 6) 

(-1.1) 

(4.3) 

(16.8) 

(14.6) 



A SIDBI 

331.5 

2478 

2086 1779 

1518 

1291 

1357 

1182 

1214 

1095 

B. State-level institutions 

2709 

2315 

2846 228.3 

, 2988 

2252 

.3199 

2216 

2688 

'869 

(i) SFCs 

IKOM 

1579 

1909 1568 

2015 

1557 

2190 

1.5.37 

1864 

1271 

(ii) SlDCs 

901 

7.36 

936 715 

973 

695 

1009 

679 

824 

598 

Memo item 

1994-95 

1993-94 

1992-93 

1991-92 

1990-91 

1 New capital rsucs by 

26456 

19.502 

19826 

5757 

4312 

non-guvemment public limited companies 









2. GDRs and other cnmincrcial borrowings 

6406 

7447 

249 





.3 Commercial Paper (increase over the year)# 

2661 

2687 

12.56 


133 


65 

# ApnI-March vanalions fur 1993-94 and I994-9S and July-June variations for the 

other years 







Noies. Figures in brackets are percenaige increases over the preceding year. 

Data are adjusted for inter-institutional (all-India and state-level) flows. All-India DBs covered are. IDBI. IFCI, ICICI, IRBI and SCICI. 

SIDBI Small Indusines Development Rank of India SFC: State Financial Corporations SIDC: Small Industries Development Corporation. 
Source'. RBI. Animol Reitori, vanous issues. 
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T/mble 10 DisnuBUTiON of OL'TSTtjTOtvo Bank Credit of Scheduled Commercial Banks, by Organisation and Variations during SPEonED Periods 
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* * • Public sector includes joint sector undertakings 
Source RBI, Banking Statistics. Basic Statisucul Reiitnis. vanuus issues 



high levels to a range of 5 to 10 per cent 
on soaps, electric fans and air coolers, radio 
sets, and on medical equipment, there is no 
special bargaining strength left with the 
small-scale units producing these items. So 
is the case with the complete exemption of 
excise duty on specified aluminium circles 
and pipes, or the reduction of excise duty 
on specified capital goods to 10 per cent or 
even S per cent, or sizeable reduction in 
duties on paints and varnishes, mechanised 
matches or small-sized air-conditioners. We 
have already referred to the CIl’s pre-budget 
survey which revealed the sufferance of 
SSis in the capital goods sector. 

Secondly, a motivating force for the 
proliferation of SSI units was partly the 
desire to evade the burden of corporate 
taxation, which in recent years has lost its 
rationale. As we brought out in our original 
paperfEPRF 1995: Table4.ind 1023-10251. 
corporate tax provision as percentage of 
profits before tax in respect of the public 
limited companies i n the pri vate sector, which 
was about 40 per cent in the mid-1980s, 
came down to less than 20 per cent by 
1993-94; the decline had been rather rapid 
during 1992-93 and 1993-94. 

A third major drawback of the reservation 
policy for SSls, which has been almost 
universally recognised, is that the medium 
and large-scale industries are known to be 
violating government policy prescriptions 
because of the absence of appropriate official 
monitoring, apait from blatant connivance.* 
Reportedly, .suh.stantial additional capacity 
has been built up by the organised sector 
industnes in such reserved products as ice¬ 
cream, laundry snap, biscuits, bread, leather 
shoes, leather sandals, chappals, leather 
suitcases and travel goods, bright bars, diesel 
engines (less than 15 HP), PVC pipes 
including conduits, electric motors (I HP to 
10 HP), different types of paints, various 
chemical items, paracetamol, tooth paste, 
and many engineering items. An analysis 
undertaken by the National Informatics 
Centre (NIC) of the data thrown by the 
second census (1987-88) survey shows that 
of the 21 products chosen for study, the 
relative share of output of large-scale units 
was 66 per cent; it was found that in the case 
of ice-crcam, there were 1. 188 units in the 
small-scale sector but only one unit in the 
large-scale sector produced 94 per cent of 
the total (The Financial Express, October 
31, 1994). Subsequently, by March 1995. 
it was found that the government of India 
was contemplating legal proceedings against 
five large-scale icc-cieam manufacturers for 
violating the SSI reservation norms (The 
Observer of Business and Politics, May 26, 
1995). This has apparently been particularly 
so after the reform measures have provided 
the organised private corporate sector with 
a freer environment from industrial controls 


and regulations. Apart from offering severe 
competition to the small-scale industries, 
this absence of monitoring on the part of the 
supervisory agencies also has a statistical 
implication in that it could be the source of 
under-reporting of output figures by the 
organised sector itself. 

Lastly, the benefits of ancillarisation, both 
for ancillaries themselves and the SSI units 
deriving the benefits of subcontracting, 
would have suffered a setback during the 
past few years when the governmental and 
non-governmental undertakings faced severe 
production cuts. On the question of the PSUs 
supporting the SSI units in the form of 15 
per cent price preferences and 30 per cent 
purchase preferences as prescribed by the 
government regulations, it is again widely 
known that these, particularly purchase 
preferences, are observed more in the breach 
because of the absence of monitoring 
arrangement by the supervisory agencies. 

Inrirmai. Srctors and iNSTTrumoNAL Finance 

Overall, the ground reality regarding the 
regulatory and policy environment for 
investment and production activities during 
the post-reform period has been such that 
the pace of unrecorded growth in the small 
industry sector would have been considerably 
hindered. On the contrary, there appears to 
be fairly conclusive evidence to the effect 
that the organised private corporate .sector 
has enjoyed belter clout and far freer 
environment for investment and production 
activities vi.r-a-vi.r the informal sectorsduring 
this period: the incentives for the organised 
sector to split and palm off activities into 


the SSI sector have also been diluted. 
Th^fore, if the CSO data present a picture 
of contradictory trends in investment as 
between the private corporate sector and the 
informal sectors during the post-reform 
period, it seems to reflect the ground reality.'* 
In this regard, and particularly in regard to 
the process of facing adjustment pains by 
different sectors, a factor that would have 
played a decisive role is the relative quantum 
of investible resources commanded by the 
respective sectors - an Important aspect of 
the post-reform macro-economic scene which 
we wish to spell out in some detail. 

To sum up the results at the outset, a 
detailed analysis of the distribution of 
institutional finance provides us with a telling 
story that in the post-reform period it is the 
organised private corporate sector that has 
been able to exercise command over 
relatively significantly larger amounts of 
investible resources from all sources - 
commercial banks and financial institutions, 
internal and external .sources, domestic and 
foreign. We already brought out in our earlier 
paper (EPWRF 1995) how the profitability 
of the corporate sector had improved due to 
treasury operations and other incomes, 
combined with perceptible reductions in the 
incidence of corporate tax burden as well 
as interest burden, which have been truly 
unparalleled in the history of corporate sector 
performance in India and the benefits of 
which could not have been derived by the 
informal sectors to any tangible extent. 

To begin with, it is the distinctly higher 
level of capital market resources and 
loanable funds from institutional sources 


TABi.fc 11 • Dikrt iNSTmmoNAi. Finance for Agriculture and Allied AtnivmES and Real Capital 

Formation in Agriculture 


{Rs I rare) 


Direct Finance (loans issued during the year) 

GCF in Agriculture 
(at 1980-81 Prices) 

GFCF in 
Agriculture 
at 1980-81 
Pnees 
(8) 

Year 

(1) 

Total 
(3 -4) 

(2. 

Short-temi Medium- and Total 
Loans Long-term Loans 
(3) (4) (5) 

Public 

Sector 

(6) 

Pnvate 

Sector 

(7) 

1980-81 

34.16 

2047 

1389 

4636 

1796 

2840 

4.5.37 

1981-82 

4296(25.0) 

2740(33.9) 

15.56(12.0) 

450.3 

1781 

2722 

4346 

1982-83 

4.352(1.3) 

27.59(07) 

1593(2.4) 

4590 

1742 

2848 

4409 

1983-84 

5244(20.5) 

3335(20.9) 

1909(19 8) 

4101 

1711 

2390 

.3957 

1984 85 

6167(17.6) 

3731(11.9) 

2436(27.6) 

4549 

1674 

2875 

4287 

1985-86 

71.58(16.1) 

4529(21.4) 

2629(7.9) 

4325 

1520 

2806 

4068 

1986-87 

7720(7.9) 

45)2(-0.4) 

3208(22.0) 

4011 

1425 

2586 

3798 

1987-88 

9198(19.1) 

5516(22.3) 

3682(14.8) 

4414 

1458 

2956 

4219 

1988-89 

9382(2.0) 

5884(6.7) 

3498(-5.0) 

4346 

1362 

2984 

4260 

1989-90 

10628'13.3) 

6499(10.5) 

4129(18.0) 

435.3 

1156 

3197 

4191 

1990-91 

10853(2.1) 

6644(2.2) 

4209(1.9) 

4.594 

1154 

.3440 

4459 

1991-92 

1154(86.3) 

7419(11.7) 

4I21(-2.1) 

4729 

1002 

3723 

4667 

1992-93 

12840(11.3) 

8846(19.2) 

.3994(-3.1) 

5371 

1060 

4.311 

5259 

1993-94 

16494(28 5) 

1084.3(226) 

.5651(41.5) 

5586 

1178 

4408 

5550 

1994-95* 

21317(29.2) 

14728(35 8) 

6589(16.6) 

5857 



5886 


Notes: Figures in hrackcls an: percentage increase over the previous year. 

.. denotes not available; * RBI Annual Report 1995-96 presents only the supply of agri- 
eultural credit by commercial banks: Rs 8.2SS crore in 1994-95 showing a rise of 52.8 percent 
and Rs 10,172 crore, an expansion of 23.2 per cent, in 1995-96. 

Source: RBI, Report on Currency and Finance, Vol 1,1993-94, RBI. Annual Report 1994-95, p 94 and 
CSO, NAS, various issues. 
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available for the private corporate sector 
vis-a-vis the informal sectors, that vrould 
have tilted the balance of bargaining strength 
in favour of the former. As shown in Table 9, 
(i) galloping of new capital issues by non¬ 
government public limited companies 
between 1990-91 to 1993-94, (ii) large 
increases ranging from 24 to 31 per cent 
each year in the disbursements of financial 
assistance by all-India development banks 
which generally support the large-scale 
industry (IDBI, ICICI, IFCI, RBI and SCICI, 
that is, except SIDBI), (iii) corporate sector 
borrowings through Commercial Papers 
(CPs), and (iv) sizeable mobilisation of 
foreign borrowings through global depositary 
receipts (GDRs) and other means, all go to 
show the phenomenal amounts of additional 
investible resources commanded primarily 
by the private corporate sector and to a small 
extent by the public sector undertakings. 
Contrariwise, there is equally strong evidence 
to the effect that the informal sectors faced 
a situation of severe resource constraints 
since 1991. As shown in the the same Table 
9, SIDBI and state-level institutions whose 
resources arc generally earmarked for small- 
scale (and some medium-size) units, recorded 
considerably slower growth in their 
disbursements since 1990-91. Overall, when 
disbursements of all-India development 
banks rose by 110 per cent between 1990- 
91 and 1993-94, those of SIDBI and state- 
level institutions together rose by 37 percent 
(which IS barely equivalent to the 34 percent 
rise in the CSO’s implicit index of investment 
deflators). 

A more telling and direct evidence in this 
respect is to be seen in the relative growth 
of bank credit rendered by scheduled 
commercial banks to different institutional 
categories based on data produced by the 
RBI’s system of banking .statistics called 
Basic Statistical Returns (BSR). As brought 
out in Table 10. the decade of the 1980s 
saw a significant expansion in the relative 
share of bank credit in favour of the 
‘household sector', comprising partnership 
firms, proprietary concerns, joint families, 
associations, clubs, stKieties and groups of 
individuals and individuals under accounts 
with credit limit of above Rs 25,000 and all 
accounts with credit limits of Rs 25,000 and 
less. The share of the ‘household sector' in 
total bank credit steadily rose from 43.3 per 
cent around March 1980 to 51.9 per cent 
towards March 1985 and further to 58.3 per 
cent as at the end of March 1990. I^ooking 
at it differently, between March 1980 and 
March 1985, the increase in bank credit in 
favour of the ‘household sector’ was of the 
order of 175 per cent as against the total 
credit expansion of 129 per cent. In the next 
five-year period again (March 1985 - March 
1990). the ‘household sector’ enjoyed a credit 
expansion of 144 per cent as against the total 


credit expansion of 117 per cent: These 
expansions took place under the impulse of 
the RBI and government directives regarding 
the provision of ‘priority .sector’ advances 
which was placed at 40 percent to be achieved 
by the end of March 1985 (alongwith sub¬ 
limits for agriculture at 18 per cent and 
weaker sections at 10 per cent). The banks 
did achieve the prescribed ratio by the end 
of March 198S/March 1986. In fact, under 
the policy impulses reflecting societal 
concerns, the average priority sector share 
for the banking industry as a whole steadily 
rose to 44 per cent as at the end of March 
1988 but by March 1991, it fell to 39.5 per 
cent largely because of the loan waiver 
scheme, the implementation of which was 
generally completed in March 1991 [RBI 
1991: see also EPWRF 1996], 
Subsequently, the policy package relating 
to the financial sector reforms under the 
structural adjustment programmes kept on 
assuring that the bank credit needs of 
agriculture, small-scale industries and other 
small borrowers would be adequately met; 
towards that end the 40 per cent priority 
sector target remained unchanged except for 
some definitional changes. Under this formal 
policy prescription, we have the RBI 
governor warning the banks in his October 
1993 credit policy statement, after effecting 
some modifications in the composition of 
the ‘priority sector' advances, thus; “Failure 
on the part of the banks to achieve the 
stipulated level of priority sector credit and/ 
or failure to show a distinct improvement 
in the priority sector credit could invite 
bank-specific policy responses which could 
include raising of reserve requirements or 
withdrawal of refinance facilities” [RBI 
1993b]. This was emphasised again in 
sufficiently strong words in the May 1994 
policy statement: “I must reiterate that banks 


should adhere to the priority sector targets 
and sub-targets and effective steps should 
be taken to correct any shortfalls” [RBI 
I994J. But, what has been the ground level 
reality? The share of priority sector advances 
in total bank credit has steadily fallen from 

43.1 per cent in 1990 to 39.5 per cent in 
March 1991 (duetoloan waivertoanextent) 
and finally to 36.5 per cent by the end of 
March 1993; there was some edging up to 

38.2 per cent by March 1994 [Gol 1995 and 
1996]. The deteriorating performance by 
some of the bigger banks like State Bank 
of India and the top five nationalised banks 
has been much more blatant and 
unsatisfactory in this respect [EPWRF 1996]. 

The above is yet another caseof guidelines 
intended to favour informal sectors being 
openly flouted because of the half-hearted 
nature of official enforcement of those 
guidelines. In this regard, the RBI’s BSR, 
referred to above, reveal that between March 
1991 and March 1993, while total bank 
credit has risen by 30.8 per cent and that 
for public sector by 51.7 per cent and private 
corporate sector by 40 per cent, bank credit 
for the ‘household scctor‘ rose only by 22 
percent (Table 10). In credit limits sanctioned 
during this period, the differential has been 
much more sharply tilted against the 
‘household sector’ vis-a-vis the private 
corporate .sector as well as the public sector. 
As a result, the share of the ‘household 
sector’ in total bjink credit dwindled for the 
first time in the post-bank nationalisation 
period from 57.4 per cent in March 1991 
to 53.5 per cent in March 1993 (BSR data 
for March 1994 and thereafter are not yet 
available). I'his has happened apparently 
under the impulse of the new economic 
policy which has. as part of the ground 
reality, decisively turned the tables against 
promotional and protective mea.sures favour- 


Tabu; 12; HouskHOU) Saving in Finawial A.sseis 

iRs crore) 


Item 

1995-96# 

1994-95# 

1993 94* 

1992-93 

1991-92 

1990 91 

A Gross Financial 







Assets 12.512.1(11..5) 

1.374.32(145) 

93948(11.7) 

75723(107) 

708.56(11.5) ,56858(106) 

1 Currency 

16348(1 5) 

1.5916(1.7) 

L3.3f.7(l 7) 

6.562(09) 

81.57(1 3) 

6251(1 2) 

2 Deposits 

3 Claims on 

54498(5.0) 

62927(6.7) 

3.3495(4 2) 

303.37(4.1) 

22588(3.7) 

17499(3 3' 

Government 

10662(1.0) 

13222(1 4) 

6784(0 8) 

1949(0 6) 

4904(0 8) 

7942(1.5) 

4 Investment in Shares 
and Debentures** 

5 Contractual 

6196(0.6) 

13404(1.4) 

12.506(1 6) 

12944(1.8) 

I57CM(2.5) 

8412(1 6) 

Savings#* 

37419(3 4) 

31963(3 4) 

27796(3 5) 

219.31(3 1) 

19503(3 2) 

16754(1.1) 

B Financial Liabilities 
C Household Saving 

26881(2.5) 

.30689(3 2) 

1097.5(1 4) 

16,395(2.3) 

8807(14) 

10505(2.0) 

in Financial 

Assets (Net) (A-B) 

98242(9 1) 

106743(11.3) 8297.3(10.4) 

59,328(8 4) 62049(101) 

46353(8.7) 


# Prelimnary * Provisional Figures in brackets are as percentages to GDP at current market prices 
& Comprise bank deposits, non-bank deposits and trade debt (net). 

** Including units of UTI and other mutual funds 
@* Compnse Life insuiance. Provident and Pension funds. 

Soun-f: RBI, Report on Curremy and Finaiwe, 1994-95 and Annual Report 1995-96 
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he possesses most valuable His spirit 

At Ambuia. our people have the freedom to define their own |Obs. and set their own 
targets As a result, each task has become a personal mission V can' 

Within SIX months of launch in Bombay, our people have made Ambuja the leading 
retail brand And in just two years, they've made the company the country's largest exporter of 
cement and clinker Just goes to show, given the right motivation, there's nothing a man can't do 


GUJARAT AMBUJA CEMENTS LTD. 
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ing the informal sectors by emphasising the 
importance of satisfying capital adequacy 
norms and other prudential requirements. 
Impliedly, to reiterate the reality of the so- 
called incentive structure, the institutional 
setting and bargaining dynamics created by 
the stabilisation and structural adjustment 
programmes of the post-1991 variety has 
embodied an intrinsic bias in favour of the 
private corporate sector and against non¬ 
corporate and household segments of the 
economy. 

Before concluding this section, it is worth 
pointing out the relevance of yet another set 
of data regarding the flow of institutional 
credit in favour of agriculture and allied 
industries (Table 11). As Gadgil (1986) put 
it, there is no gainsaying that “contribution 
of investment credit to private capital 
formation in agriculture has been much 
higher than that of production credit to costs 
of cultivation" (p 294), or as Rath (1989a:71) 
put it aptly: "Loan finance has become 
progressively important in fixed capital 
formation in the private .sector in agriculture, 
which in turn has become steadily more 
important in the total fixed capital for¬ 
mation in agriculture over the years” [sec 
also Rath 1989b]. In this respect, it is found 
that until 1989-90. the rate of increase in 
loans is.sued in the form of direct assistance by 
commercial banks, RRBs and co-operative 
banks for medium- and long-term purposes 
averaged almu.st 15 per cent per annum but 
during 1991-92 and 1992-93, there were 
absolute declines of 2 to 3 per cent each year 
in such loans even in nominal terms. 

Ill 

Upward Bias in Hou.sehold 
Financial Savings 

While seeking to question out hypothesis 
that the methodology of estimation probably 
gave n.sc to an overestimation of household 
saving in the form of financial assets, A-S 


contend that the behaviour of financial 
savings in 1993-94 could not be considered 
as an outlier and that household savings in 
currency and bank deposits in that year were 
not abnormal, but this contention tends to 
obfuscate the issue at hand. In the first place, 
a ‘fairly stable' upward trend in the ratio of 
gross financial assets is not necessarily 
inconsistent with equally ‘fairly sizeable’ 
year-to-year to fluctuations in it. We 
ourselves had emphasised the phenomenon 
of ‘a steady uptrend’ in household saving 
in the form of financial assets, but at the 
same time, as we were also dealing with a 
short-period analysis, we brought out, in the 
form of marginal propensities, fluctuations 
in the ratios of incremental financial saving 
to petsonal disposable income (PD Y) ranging 
from 0.6 per cent to 38.5 per cent since the 
beginning of the 1980s. It was the highest 
incremental financial saving to PDY ratio, 
in the past decade and a half, of 38.5 per 
cent for the year 1993-94 that was perceived 
by us as an outliner; we perceived as such 
also because we could pinpoint a specific 
aspect of the estimation procedure that was 
sure to produce an overestimation of 
household saving in the form of currency, 
bank deposits and company shares and 
debentures for that year. 

Without directly confronting the issues 
raised on the estimation procedure, A-S seek 
to depend on surrogates, but in the process, 
stumble into a grave conceptual and 
methodological error. They argue that the 
application of historical ratios of sectoral 
holdings of currency and bank deposits can 
lead to an overestimation of household 
financial savings only, nal of total domestic 
savings. According to them, an over- 
estimation of household holdings of currency 
and bank deposits will lead to an under 
estimation of the financial savings of some 
other sector and thus it will only affect the 
composition of savings, and not the total. 
This surely shows an incorrect understanding 


of the relevant concepts and estimation 
procedure involved. 

There are two statements in the A-S paper 
which are responsible for the apprehensions 
regarding the improper interpretation of the 
CSO procedure. Explaining the method of 
estimation, they state that “...household 
savings in CSO data (which account for 60 
to 80 per cent of total domestic saving) is 
a residual derived by deducting public and 
corporate savings (directly estimated from 
public and corporate accounts) from total 
saving” (p 2185). Following this statement, 
they do explain accurately that the household 
.sector's financial saving is arrived at by 
deducting the government (i e, public) and 
corporate sectors' holdings of financial assets 
from the total of such assets in the economy. 
The sum total of the instrument-wise annual 
increase in financial assets net of the increase 
in financial liabilities constitutes household 
saving in financial assets. However, in the 
universally-accepted kind of a procedure 
wherein the stocks of currency and hank 
deposits are apportioned between non¬ 
households and households on the basis of 
historical ratios, while the household 
holdings so arrived at (net variations therein, 
to be specific) constitute a necessary input 
fur estimating household saving in financial 
as.sets and form a constituent part thereot, 
the balance of currency and bank deposits 
assigned to non-households are not a 
constituent part of the estimated saving of 
the private corjiorate and public sectors. 
Their savings cannot be ordinarily 
apportioned between saving in the form of 
financial as.scts and that in physical assets. 
The savings of public and private corporate 
sectors are directly estimated briclly as. 
(i) excc,ss of current receipts over current 
expenditure for government administration 
and departmentai enterpri scs. and (ii) retai nrd 
earnings and transfers to reserves in the case 
of the non-departmental enterprises in the 
public sector and all private corporate sector 


Tablh 13. Aggkfuate TTeposits with .Scheduu-d Commerciai. Hanics (.SCBs) on Last Kepokiing Friday (LRF) and March 31 Basis 

(Ks vrore) 


No of Rep.iiling Last Aggregate Deposits Aggregate Deposits Fsliiiialed Household .Saving 

Funnights Reporting with SCBs on LRF _ with .SCBs on M arch 31 _in ihc tor i ii ot Dcposils 


Year 

(1) 

(2) 

Friday (LRF) 
(3) 

Absolute 

(4) 

Variation 

(5) 

Absolute 

(6) 

Variation 

(7) 

Bank deposits 
(8) 

DcposilsS 

(91 

1987-88 

26 

March 25 

118045 


118253 

1.531.5(4 6) 

14674(4.4) 

16504(5.6) 

1988-89 

26 

March 24 

140150 

22105(5.6) 

147160 

28907(7 3) 

14747(3 7) 

16686(4 2) 

1989-90 

26 

March 23 

166959 

26809(5.9) 

17.5441 

282M(6.2) 

1476.3(3.2) 

15855(3 5) 

1990-91 

26 

March 22 

192452 

25493(4.8) 

2(H774 

2933.3(5 5) 

16600(3 1) 

17499(3.3) 

1991-92 

26 

March 20 

2.30758 

38306(6.2) 

242068 

37294(6 0) 

20755(3 4) 

22588(3 7) 

1992-93 

26 

March 19 

268.572 

37814(5.4) 

281085 

39017(5.5) 

27542(3 9) 

.30337(4 3) 

1993-94 

26 

March 18 

3151.32 

4656(K5.8) 

333229 

52144(6.5) 

2922(K3.6) 

33495(4 2)# 

1994-95 

27 

March 31 

386858 

71726(7.6) 

386859 

536.30(.5.7) 

.57426(6.1) 

62927(6.7)# 

1995-96 

26 

March 29 

43.3819 

46961(4.3) 

4.36019* 

49160(4.5)* 

- 

54498(5 0)# 


* Rstiinatcd $ Comprise bank dcposils. non-bank deposits and trade debt (net). 

Figures in brackets are as percentages to GDP at current inarkcl prices - denotes not available. 
Source: RHl Bulletin, various i.ssucs, except for Columns (8) and (9) which arc from BBI Report. 
on Currency and Finance, various issues. # RBI, Annual Report, 1995-96. 
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enterprises and co-operative institutions."* 
Any reference to the portfoMo choices of 
non-household sectors having a bearing on 
their savings is not relevant to the issue at 
hand. Nor is the discussion on year-end 
bunching of the expansion in currency and 
bank deposits germane to the estimational 
issue discussed by us. 

Ordinarily, the above clarification would 
not have been necessary as it is a widely 
known feature of the saving estimation 
procedure but another categoric statement 
made by A-S in their paper, read in 
conjunction with the statement cited in the 
previous paragraph, has created a definite 
misgiving replete with implications for the 
subsequent interpretation of household 
saving in financial assets. Arguing that any 
upward bias in the estimation of household 
saving in currency and bank deposits can 
only lead to an over-estimation of household 
financial savings, not of total domestic 
savings, they emphasise that “an over¬ 
estimation of household holdings of currency 
and bank deposits will lead to an under¬ 
estimation of the financial savings of some 
other sector and will only affect the 
composition of savings” (p 2189). This has 
no factual basis in the CSO’s estimation 
procedure. What is more, it has no factual 
basis in any macro-economic analysis where 
It is generally found that flow-of-funds 
accounts present public and private corporate 
sectors as net borrowers while the household 
sector IS the net lender. In a flow-of-funds 
accounting framework, “households are the 
only net-saving domestic .sector in a modem 
economy” (Reynolds and Camard 1989). 
Surplus financial savings of the household 
sector go to finance the deficits of the public 
and private corporate sectors. 1'his is not to 
deny that private corporate businesses and 
public corporations as much as households 
are apt to make definitive portfolio choices 
in regard to holdings of their financial assets 
but, first, the private corporates and public 
corporations as broad institutional categories 
face excess of financial liabilities over 
financial assets, and second, a rise in their 
holdings of currency or bank deposits in any 
year docs not necessarily mean that their 
savings have gone up: the holdings of such 
financial assets may go up and yet their 
retained earnings (i e, savings) may fall 
drastically or may be nil or negative. 
Contrariwise, in the case of the household 
sector, any arbitrary and incorrect apportion¬ 
ment of the increase in currency and bank 
deposits in favour of that sector will lead 
to an overestimation of household financial 
savings and also of total domestic savings; 
there is nothing in the estimation procedure 
to counterbalance such inappropriate 
apportionment. The only counterbalancing 
factor is the addition to financial liabilities, 
the estimates of which arc generally 


independent of the estimation of household 
financial asset holdings. 

Again, on the question of the possible 
impact of sizeable foreign inward remittances 
by Indian expatriates on the growth of 
household saving in the form of money 
balances, A-S have made no attempt to 
appreciate the basic distinction we have 
sought to make between the expansions in 
money balances attributable to unilateral 
inward remittances from external sources 
and those originating in endogenously 
generated household incomes. In this respect, 
the bracketing of foreign inward remittances 
with money wages paid to households is 
conceptually and operationally inappropriate. 
Foreign inward remittances inject fresh 
money balances exogenously into the 
economic system, whereas payments of 
money wages by themselves need not do so. 
An autonomous injection of Rs 100 crore 
into the economic system through unrequited 
transfers from abroad, other things being 
equal, translates into an automatic addition 
to household saving in the form of financial 
asseta to the extent of say, Rs 70 crore 
(assuming 70 per cent is the household share 
based on historical ratios employed for 
estimation)," whereas the disbursements of 
wages to workers do not necessarily add to 
the stock of aggregate financial assets in 
the country. Even if the propensity to 
consume out of inward remittances is high, 
or alternatively, even if the resulting financial 
assets arc converted into physical assets by 
the recipient households without much lag, 
the additional financial assets initially 
injected into the system autonomously, still 
circulate unless the monetary policy has 
made a conscious attempt to contract the 
circulation of monetary assets. And in the 
scheme of estimation, so long as short-term 
monetary assets like currency and bank 
deposits remain outside the monetary system 
as constituents if the community’s financial 
asset holdings, or even if they interchange 
as between different financial assets, a 
proportion of such assets is accounted for 
in the estimation procedure as being held by 
the household sector. In discussions of year- 
to-year humps of financial assets, the 
requirement to focus on issues concerning 
money multiplier and the secondary 
expansion in monetary as.sets, their impact 
on prices and nominal incomes, or the longer 
term issues concerning the portfolio choices 
of households, the inflationary and other 
forces giving rise to larger holdings of 
monetary jssets, the relative yields on 
alternative assets, or the various theoretical 
hypotheses like life-cycle, permanent income 
and their derivatives - explaining hou.sehold 
motivations to choose their levels of 
consumption and saving - all these should 
not clutter the basic fact that in the current 
methodology of estimation, autonomous 


injection of flnancial assets in reality 
generally has a distinctly expansionary 
impact on household financial savings'^ 
unlike in the case of the disbursement of 
money wages. If, in a year of estimation, 
certain humps of individual asset accruals 
externally injected play a distinct role in net 
changes in total financial assets of the 
community, they get captured in the 
estimation of household financial savings 
for that year, and that too, based on historical 
ratios of sectoral ownership. While, 
theoretically, the constant ebb and flow of 
financial assets of households are influenced 
by various explanatory factors mentioned 
above in different degrees and with varied 
lags, the bloating of household saving in the 
form of short-term monetary assets should 
hold good in reality for short period of a 
year, irrespective of whether the household 
choices are as between saving and 
consumption, or as between financial and 
physical assets. 

rv 

Postscript and Perspective 

As indicated at the outset, we now have 
the CSO’s eiitimates of domestic saving 
and investment rates for one more year 
1994-95 and the RBI’s estimates of house¬ 
hold financial savings even up to 1995-96. 
How do they fare in relation to the earlier 
scenario of a persi.stent fall in these ratios 
and in relation to the broad perspective we 
sought to provide in our earlier paper based 
on that scenario'/ To recall briefly, we had 
argued that an outstanding and proven aspect 
of the success stories of the east and south¬ 
east Asian economies had been the role of 
their high levels of initial, and also 
progressively rising, rates of saving and 
investment as a contributory factor for their 
rapid growth during the 1970s and 1980s. 
But in the Indian case there did not appear 
to be any sign of i mpro vement in the domestic 
saving and investment ratios; in fact after 
three years of reforms the levels of domestic 
saving and investment remained below what 
they were prior to the reform process began. 
More significantly, we went a step further 
and contended that considering the evolving 
economic structure and societal propensity 
as also the public policy framework 
promoting them, which has .served as a 
constraint on exploiting the saving potential 
of the community, it is unlikely that the 
Indian economy would achieve rapid 
increases in domestic savings in a manner 
that the successful east and south-east Asian 
economies achieved as a precondition for 
rapid economic growth. 

In this respect, the broad picture that 
emerges from the recent trends is that neither 
the domestic saving rate nor the gross capital 
formation during the past three-year period 
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1993- 94 to 1995-96 would be higher than 
that attained during the three-year pre-reform 
period ending 1990-91 (see Tables 2 and 
12). The CSO’s official estimates up to 

1994- 95 suggest an improvement i n the gross 
domestic rate to 24.4 per cent after it fell 
persistently from the peak reached in 1990- 
91 at 23.6 per cent to 21.4 per cent in 1993- 
94. Likewise, the investment rate jumped to 
25.2 per cent after it fell from the peak ot 
27 percent reached in 1990-91 to2l.6percent 
in 1993-94. However, as has been commented 
uponearlier(‘Ovcrestimating Saving’, EFW, 
June 15, 1996:1424-25), the estimates of 
saving for 1994-95 are suspect due to a Haw 
in the estimation procedure. On a detailed 
study, it is found that the growth in deposits 
of scheduled commercial banks (SCBs), 
which constitutes an important component 
of household saving in financial assets, has 
been taken for 27 fortnights for the year 
1994-95 instead of the usual 26 fort-nights. 
In addition, the figure for 1994-95 embraced 
also the year-end closing bulge in bank 
deposits as the last reporting Friday fell on 
March 31 in that year. Asa result, as depicted 
inTablc 13, theincrease in aggregate deposits 
of SCBs. which went into the saving 
estimation, galloped from Rs 46,560 crore 
in 1993-94 to Rs 71,727 crore in 1994-95. 
On the other hand, the growth ol bank 
deposits for the comparable 26 toilnights 
would suggest that the absolute expansions 
were ot similar magnitudes during these two 
years. 

Rmploymg the non-comparable set ol'data 
ns indicated above, the RBI has estimated 
household saving in the lorm of bank deposits 
at Rs 57.426 ciore (or 6.1 per cent of GDP) 
(or 1994-95, which was a quantum Jump 
from Rs 29,220 crore (3.6 per cent of GDP). 
This is truly untenable.'' It is this Haw in 
the estimation procedure that contributed to 
the sizeable increase in household saving in 
the form of financial as.sets during 1994-95. 
It IS because of this inllated figure for 1994- 
95 that there appears a steep fall (from 11.3 
per cent to 9.1 per cent) in the household 
financial savings (net) during 1995-96 - far 
steeper than what it should be in reality. 

In the ab.scnce of worksheet inputs into 
the saving c.stimation, it is not possible to 
arrive at an accurate picture of the saving 
trends, particularly during 1994-95, after 
smoothing them for the coverage of non¬ 
comparable periods. '■* However, a rough and 
ready attempt suggests that the household 
saving in the form of financial assets appears 
to have been overestimated probably to the 
extent of one full percentage point for 
1994-95 and by the same token, there may 
have been some corresponding under¬ 
estimation for 1993-94.” Thus, the overall 
domestic saving rate may have been stagnant 
at around 23 percent during thc.se two years. 
No doubt, even this level of saving meant 


a recovery from the depressed level of 21 
per cent reached in the first two years of 
reform 1991-92 and 1992-93, but this 
recovery has had much to do, as explained 
in our original paper [EPWRF 1995], with 
the bloating of short-term liquidity in the 
system arising from the unprccedentoi capital 
inflows, particularly portfolio capital. This 
is also corroborated now by the RBI’s latc.st 
estimates of a drastic fall in household saving 
in financial assets, and possibly in aggregate 
dome.stic saving, during 1995-96. 

More recent trends in saving and 
investment referred to above and the nature 
of public policies pursued thus do not inspire 
confidence that any significant turning point 
may be seen in the medium-term in the 
otherwise sluggish saving .scenario. More 
rapid deterioration than ever before in 
inequalities in the distributions of incomes 
and assets, massive growth of rentier and 
non-functional incomes (as distinguished 
from wages, genuine entrepreneurial profits 
and other risk-based earnings), policy- 
induced impetus to conspicuous consumption 
amongst the middle-and high-income clas.se.s 
including that through drastic reductions in 
excise and custom duties on upper-class 
consumption goods and grant of consumer 
credit by banks and non-bank financial 
institutions, and significantly large imports 
of gold and silver'" with the implied leakage 
in saving, arc (he important constraints that 
continue to hold out threat against any rapid 
improvement in the saving-investment 
scenario. As has been emphasised by us 
earlier [liPWRF 1995!. any drastic attempt 
to improve public sector .saving, desirable 
as It is, may neverlhclcss, under the present 
social milieu, adversely affect hou.sehold 
disposable incomes and in turn household 
saving. 

Notes 

[Hxlcnsivc hciprendcred by Bhagyashree Mandkc 
and Parumita Debnalh in the preparation ot (his 
note IS gratclully acknowledged ] 

1 This is the general view in the context of the 
developed .is well as the developing countries 
“It IS 10 be expected .(hat the How-of-funds 
accounts (FFAs) will provide a more 
comprehensive covet ageof hou.sehold savings 
than do the national income tmd product 
accounts (NlPAs) This is because the 
accumulatiuii of financial assels and liabilities 
of households is directly covered by the 
financial accounts (except for informal 
transactions, many of which are 
inicrhousehold flows that would net out in 
the accounts anyway) Also, while the informal 
sector of the real economy may escape 
reporting in the NlPAs, the financial Hows 
that they permit may well be captured m the 
FFAs as changes in financial savings of (he 
producing units (which appear as households)" 
[Reynolds and Camard 1989.166). 

2 Through a slightly different perspective, the 
impact of underground activities on saving 


is said to be minimal. See Wilson el al (1989- 
140): “Thus, only when NIPA expenditures 
are estimated on the basis of methods tliat 
already implicitly include payments to 
‘underground’ sellers of services - for instance, 
payments for repair and maintenance of 
residential houses - would the addition of the 
'underground' income of the seller of such 
services add to saving Otherwise, the omission 
of underground activities from the statistical 
sources used in the preparation of the NlPAs 
likely reduces the estimates for income and 
expenditures by the same amounts, leaving 
the estimate for personal saving unchanged 
From the FFA perspective, there is a similar 
balancing of sources and uses of funds 
Consequently, the omission of underground 
activities in the NlPAs may not affect the 
difference between saving estimates in these 
accounts and those in the FFAs” 

3 The story of what was revealed by the only 
census of public limited companies that the 
RBI conducted in the 197()s and the problems 
associated with the hlowmg-up factor for the 
global estimation ot private corporate sector 
saving and capital formation, as also the 
absence of salisfacloiy paid-up capital senes 
and ptMir quality of sample for private limited 
companies, are all an indication of these 
misgivings |.Sec RBI 1982. 71-74 and Rama 
Rao 1990 219-2251 

4 The Raj Working Croup (p 49) quotes a report 
produced by the USA’s National Burc.iiJ of 
Economic Research (NBER) in 1958. 
Interestingly, the NBER's most recent study 
continues to atr a similar view .See Lipscy 
and Tice (1989- 9- lOl "However, the saving 
data, particularly tlic sectoral estimates, remain 
a we.ak clement iij the accounts, . (he quality 
change adfustment issue remains conirovcrsial 
and unsctllcd. and the discrepancies among 
savingc.stimates from difleient sources remain 
enonnous” The same theme is cxpres.scd m 
Reynolds and Camard (1988 161-162) 
"Household savings are always among the 
weakest figui es m the N IPAs. even in industrial 
countries with well.developed siatislical 
agencies, and the discrepancy between NIPA 
and FFA estimates can be considerable In 
Latin America, NIPA household savings have 
long been thought to be understated . . and 
are subject to substantial upward correction 
when matched with the coiiipurublc figure 
fiom FFAs " 

5 '‘Efloit has also been made to make use ol 
as much current data us possible in place 
of utilising (he propoition based on old 
bench mark surveys specilic mention may 
be made of the lollow up of suiveys ot the 
Economic Census (EC) The EC and its 
follow-up surveys have been specifically 
designed to fill in data gaps pertaining to 
unorganised segments of the non-.agriculturc 
S' .'lois of the economy" |C,SO 1988 2 I, 
see also'Ciotho.skar 1988 2014) 

6 We do not rule out the possibiliiies of 
estimalional eriors in foreign capital intlows, 
but their size and direction .should he of titc 
same genre as the other sources of sources 
and hence unlikely to alter the trend revealed 
III the official data 

7 As [ler the Annual Survey of Industries (ASI) 
for 1992-93, <i6 jrer cent of the number ol 
facturies, 1.3 98 per cent ol the gross taelory 
output and 2 69 per cent of the total fixed 
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capital belonged to the institutional categories 
constituting the 'household' sector. 

8 “That apart, the bigger en',erprises have got 
into the product lines reserved for SSIs using 
the lacunae in the 1970 administrative order 
that put a number of products on the reserved 
list. The Union Industry Ministry's order 
lacked the weight of law though it was only 
a decade and more later that the Bombay High 
Court struck down the reservadon policy as 
null and void. Thus, for a long period those 
units which should not have been around 
wen; producing the reserved goods openly on 
the strength of carry-on-business licences and 
covertly through their small-scale subsidiaries. 
A study in 1984 by the corporate policy group 
of the Indian Institute of Public Adminisbation 
had listed several such instances to make a 
case for tighter monitoring of the reservation 
policy. It was only after the high court's 
ruling that the central government acted to 
get an ordinance issued. But a long period 
of wilful neglect of glaring loopholes in the 
reservation policy made a mockery of the 
very idea of giving small and tiny sectors a 
fighting chance” ('Small Must Be Beautiful', 
Financitil Express. October 24, 1994). 

9 This IS not contradicted by the upward revision 
for 199.^-94 in the household physical assets 
formation from S.6 per cent of GDP in the 
1995 NAS to 6.6 per cent in the 1996 NAS 
(Table 3). This revision coincides with a 
corresponding downward revision in the GCF 
estimation for private corporate and public 
sectors together, thus, possibly proving that 
the household sector is the 'dumping ground’ 
for cstimatiunal errors in the aggregate GCF 
as well as those in the estimates fur the 
organised sectors. This expression is found 
m Holloway (1989. 146) .Such year-to-year 
levisions are also a common feature in the 
estimates for the US. See Wilson et al 1989. 
To an extent, this may explain the ‘styli.scd 
fact’ of the sectoral behaviour of capital 
formation in India, as pointed out by Joshi 
and l,ittle (1994. .315) and A-S (1995' 218.5- 
2186) 

10 This problem is confronted by all countries 
which combine data generated from flow-of- 
tunds accounts (FFAs; with those generated 
from national income and product accounts 
(NIPAs) See l-ipscy and Tice (1989: 11-12)- 
“In other words, financial saving is the net 
acquisition of assets less the incurrence of 
liabilities; measured saving thus includes 
measurement errors in both acquisition and 
disposition of as.scts and issuance and 
retirement of liabilities Heie. too. the 
household sector is mostly derived .as a 
residual, by subtracting known holdings by 
businesses and governments from known 
totals outstanding for most assets" See also 
Holloway (1989) on the government surplus 
or deficit of government saving and 
undistributed corporate profits as saving of 
the corporate sector in the NIPA For a 
comparison of the personal saving estimates 
under NIPAsand FFAs framework, see Wilson 
ct al (1989) 

11 An example somewhat close to this 
phenomenon is found in tlie ca.se cited of the 
influence of inward and outw.ird capital flight 
between Luiiii American countries and the 
U.S icsidcMts in the following .statements of 
George M von Furstenberg (1989: 150)- 
“Funds that onginally had arrived through 


capital flight may not have been identified 
as claims against the US, being credited instead 
to US residents - perhaps friends, relatives, 
ortheirproprietorships... Assuming the foreign 
private capital arriving in the US would, in 
good part, be (mis)represented os being owned 
by US residents once again, there would be 
an overstatement of household uses of funds 
in the US that is coupled with an 
understatement of capital imports”. A similar 
example given by him relates to the ebb and 
flow of dollars through the drug market (p 
151): “In reality, however, the undetected 
leeching of currency from the US into foreign 
hands leads to on overstatement of monetary 
assets owned by US households. Financid 
uses ore then overstated also because they ore 
determined by differencing estimates of stocks 
at different points in time". 

12 In such a discussion, the consequences of 
increased monetary assets on nominal GDP 
and hence on the ratios of saving and 
investment to GDP are not of direct relevance. 

13 There may have been a slight revision in the 
bank deposit data and hence the household 
component in it, but the details are not 
available. 

14 There could be various methods of 
smoothening such irregular series such as the 
use of annual averages, averages of a few 
year-end fortnights or March 31 data. The 
change would, of course, have to be considered 
carefully and the ume-series recastaccordingly 
on a consistent basis. Mihir Rakshit (1982 
and 1983) had raised the issues associated 
with the bunching of large-scale payments 
towards the end of the financial year “which 
will lead to an overestimation of saving of 
the unorganised sector”. We are not seeking 
to addre.ss the fundamental questions of the 
appropriateness of the existing methodology 
of estimation in this regard in the present 
paper 

15 This is on the assumption that the estimation 
should be ba.sed on March 31 figures of bank 
deposits as indicated in CSO 1989 

16 Imports of gold, which ranged from 1.50 to 
170 tonnes during the three-year period 1989- 
1991 (clandesiinc), galloped to a range of 304 
to 384 tonnes during the past four years 1992- 
1995 (both official and clandestine). At 384 
tonnes, the import value works out to 
approximately Rs 18,000 crore at domestic 
pnees. 
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Savings Rate in Indian Economy since 1991 

Pulapre Balakrishnan 

It has been widely noted that the estimated household saving rate has declined for almost three years running 
since 1991. This has been interpreted variously. The government of India has rushed to argue that the ‘measured' 
decline might only reflect a methodological practice. On the other hand, critics of the reform process have argued 
that the decline is not only real but a direct consequence of the strategy adopted which has encouraged increased 
consumption of durable goods. 

Both these arguments are considered here and found wanting. On the other hand, the behaviour of the household 
savings rate .since 1991 is relatively well explained by a persistence of consumption in the presence of an unanticipated 
shock in income. The decline in income is itself not too difficult to explain. It is often overlooked that since 1991 
the economy has seen not only reforms but also a conventional stabilisation programme that initially lowers growth. 


“...a man's habitual standard of life usually 
has the first claim on his income, and he is 
apt to save the difference which discovers 
itself between his actual income and the 
expense of his habitual standard.” 

- J M Keynes, The Oeneral Theory' 

HIS study is concerned with the behaviour 
f the savings rate in the Indian economy 
1 recent years. The first point to note when 
onsidering the behaviour of the savings rate 
1 recent years in the Indian economy is that 
lere is a multiplicity of estimates of savings 
1 choose from. Naturally, therefore the 
ucstion of which estimate one uses assumes 
aramount importance. An approach to 
hoosing among the sources is provided by 
le well known Working Group on saving 
ppointed by the government of India in the 
arly 1980s: "The most detailed and 
omprehensive estimates of saving and 
apital formation now available, published 
■y theCentral Statistical Organisation (CSO), 
re the outcome of a series of attempts from 
ne latter half of the 1950s to generate and 
mprovc the estimates of various components 
if national income; they arc also the most 
vidcly accepted official series, though the 
'lanning Commission and the Reserve Bank 
if India have continued to publish estimates 
iften slightly at variance with them” |RBI 
982: IJ. This view, though dating to 1982, 
vould find wide acceptance in India even 
uday. The savings estimates used in this 
tudy are therefore those put forth by the C.SO. 

I 

Savings Rate since 1990 

In Table 1 are provided the data on the 
iggregate savings rate in the I ndian economy 
ind its decomposition by ‘institution’. Some 
'f the features may be noted. First, ignoring 
lie reluctant increase in 1993-94, the gross 
iomcstic savings rate in the Indian economy 
las declined steadily since 1990-91. This is 
mirrored by the decline in the household 
'livings rate. The savings rate of the public 
H'ctor, which comprises the government 
<»lministration and the public sector 
iX'dertakings, has behaved mote erratically, 


but declines steadily after 1991 -92. To digress 
briefly, with hindsight it can now be said 
that the dramatic improvement in 1991-92 
of the public savings rate reflects the rcining- 
in of the budget deficit in that year as part 
of the imperatives of macro-economic 
stabilisation. Finally, in contrast to the 
behaviour of all the other savings rates, the 
rate of savings in the private corporate sector 
shows a more or less continuous increase 
since 1990-91. 

Savings of Houshhold Sector 

In Table 2 is presented evidence on the 
composition of household savings. The 
classification is, of course, that provided by 
the CSO, and the only one available. It 
decomposes aggregate savings by house¬ 
holds into savings in the form of financial 
assets and savings in physical assets. 

II 

Estimation of Saving and 
Investment in Indian Economy 

investment-. For the estimation of capital 
formation (and consumption) in the Indian 
economy the CSO employs the commodity 
Row method. Estimates of the value of 
construction, machinery and equipment and 
of changes in stocks for each of these two 
activities arc made separately. I'hus, capital 
fonnation is measured from data relating to 
production, export and import of items going 
into this category of investment and from 
estimates of the changes in stocks of these 
goods. In the case of ‘construction’ a base 
measure of the total value is obtained by 
inflating the estimated value of maienals 
used and adding to this factor incomes. 

Savings: When it comes to the estimation 
of savings, the economy is divided into three 
sectors and the savings of each estimated 
separately, and not always by the same 
method. 

The reconciliation: Where a discicpancy 
arises between the estimates of aggregate 
domestic savings plus net capital inflow 
from abroad and that of domestic capital 
formation the former is taken as the 


control I i ng total and the discrepancy i s treated 
as ‘errors and omissions’ 

A more elaborate exposition of the method 
of estimation is required and isbest provided 
in the Report of the Working Group on 
Savings: 

To begin with the economy is divided into 
three broad sectors: the public sector, the 
private corporate sector, and the household 
sector. Since the first two belong to the 
‘organised’ segment of the economy, 
estimates of both saving and capital 
formation at current prices can be made for 
these sectors from the published government 
and company accounts; and, if all the relevant 
documents arc available for this purpose, it 
should be possible in principle to avoid any 
significant errors in estimation. The problem 
ai ises pi imarily in regard to the ‘unorganised' 
household sector, for which such information 
IS not easily available; it needs to be noted 
(this IS of relevance when assessing the 
cvidcncel that this sectoi includes 
conceptually not only farm households 
engaged in agiicultural production but all 
unincorporated enterprises engaged in 
industry, trade, transport and finance, private 
‘charitable’ trusts, as also households that 
arc nut directly involved at all in pioduction 
of any kind (except very marginally perhaps 
through ownership of residential houses). 
The estimates for this large, heterogeneous, 
and unorganised segment of the economy 
covered by the household sector aie 
essentially in the nature of residuals derived 
by deducting the saving and investment esti¬ 
mates toi the public sector and privatccorpo- 
rate sec lor from estimates ol aggregate s,iving 
and aggregate investment independently 
ariivcd at tvii the economy as a whole This 
makes it a inattci ol crucial imiHirtance how 
these aggicgalcs arc estimateil 
The Itrst step heie ts to estimate aggregate 
domc.stic investment in the economy each 
year. This is done by identifying ihtec 
important forms in which physical assets 
can he accumulated (such as steel, cement, 
machinery and equipment) and/or the 
expenditures associated with such 
accumulation . What needs to be noted here 
IS that, white it is relatively simple to compute 
the available quantities each year of the 
mam commodities that go into fixed capital 
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tormation, there can be large margins of 
error in estimating the total capital outlay 
with which they are associated since they 
would depend on the correctness of a variety 
of norms used for this purpose. In the case 
of inventories also, while estimates of 
investment in the public sector and in some 
of the major industries in the private sector 
can be made without much difficulty, esti¬ 
mates of inventory accumulation in the rest 
of the economy are much more problematic. 
Consequently, the possible errors in 
estimation of aggregate investment in the 
economy are not only si/eabic but, in the 
present state of our statistical data base, 
quite indeterminate. The gross investment 
in the public sector and in the private 
corporate sector can be independently 
estimated from published accounts (as 
indicated earlier), and this is precisely what 
IS done at the second stage. But when gross 
investment in the household sector is derived 
at this stage as a residual, all the errors in 
estimation of aggregate investment in the 
economy (done in the first .step) and such 
errors as might enter into the estimates for 
the 'organi.scd' segment arc necessarily 
carried over to the estimates for this sector. 
Consequenlly these estimates of investment 
in physical assets within the household sector 
are subject to a possibly significant and 
iK’cessaiily indeterminate degree of error 
[RBI l9S2;.)-4] 

An accessihlediagrammatic representation 
of the estimation method described above 
appears in the Report of the Working Group 
and IS rcconiTicnded viewing for its 
conciseness. What has been provided here 
leaves out much of the detail. The ultimate 
source, of course, remains National Accounts 
Statistics - Sources and Methods produced 
by the CSO 1989. 

One point that may be seen to emerge from 
the discussion so far is that the methodology 
ol estimation ensures that the savings of the 
household sector in terms tif physical assets 
IS identically equal to the (unadjusted) 
estimate ol gioss capital formation in the 
household sector. Tlti s may have implications 
for the question that we are seeking to .study 
- the plau.^iblllty of the decline in the 
household (physical) savings rale. 

HI 

Sources of Bias in 
CSO’s Estimate 

Investment in 'Const/uction'and 'Machinery 
and lujuipinent' 

The nictliod of estimation ol the gross 
capital formation in the Indian economy is 
the ‘commodity-flow’ method. The 
competing methodology, of course, is the 
'expenditure' method of national income 
accounting. Clearly, it is because of the 
infeasibilily of adopting the expenditure 
methotl that the C.SO uses the commodity- 
flow method. Even at the out.set we can .see 
the limitations of using the same method for 


estimating the value of heterogeneous types 
of ‘construction’ and the use of arbitrary 
ratios of the output of ‘partly capital goods’ 
such as furniture and fixtures, locks, cameras, 
etc, as investment. 

Now let us take a slightly more detailed 
look at the method of estimating the value 
of construction. For this, the CSO considers 
two types of construction; ‘pucca’ and 
‘kutcha’. The value of ‘pucca’ construction 
in any one year is arriv^ at as follows: (I) 
Estimate the production of the five basic 
materials used in construction activity: 
cement, iron and steel, timber and round- 
wood, bricks and tiles and permanent fixtures 
and fittings. (2) Estimate the total material 
cost of con.struclion by the use of a given 
ratio of the live basic materials mentioned 
above to total materials cost. The ratio is 
taken to be 65.9 for 1970-71. (3) Now work 
out the total outlay on construction by 
assuming a certain ratio of factor incomes 
to the cost of material inputs. The ratio is 
taken to be 60 per cent for 1970-71. 

The ratios mentioned arc adjusted from 
year to year to take into account changes in 
the relative price of the five basic materials 
mentioned above and the rest and the relative 
variation in wage rates and the prices of 
materials used in construction. 

Kutcha construction ts estimated by 
assuming that its value stands in a certain 
fixed relation to that of the corresponding 
pucca construction. 

Rakshtt (1982,1983) has pointed to three 
possible sources of bias in the estimation of 
gross capital formation in construction by 
the commodity-llow method of the CSO: 

(a) Labour-augmenting technical progress 
and the greater use of the five basic materials 
due to the shift to high-rise construction is 
likely to have altered the ratio of basic 
materials to both the total and wages. With 
the ratios remaining constant, these changes 
lead to an overostimation of factor incomes 
and the cost of i laterials other than the five 
basic ones used in construction. 

(b) The fixed proportions used in deriving 
the value of kutcha construction are mostly 
ratios based on sample studies conducted in 
the late 1950s and the early 1960s. Since 
the ratio ot kutcha to pucca housing may be 
considered to have declined over the three 
decades, a systematic overestimation of the 
value of the former may be expected. 

(c) The commodity-llow method can 
overstate the ti.sc of the five basic materials 
used in construction and thus lead to an 
overcstimp'e becau.se it docs not correct for 
change in stocks, and ‘the change in stocks’ 
is already counted as capital formation. 
Though this occurs when the commodity- 
llow method is used in the estimation "of 
investment in machinery and equipment also, 
unlike in the case of ‘partly capital goods’ 
that constitute investment, an overestimation 
of the live basic building materials has a 


multiplier effect for these materials are first 
evaluate as inputs into pucca construction 
and then kutcha construction is evaluated as 
a fixed proportion of this overvalued outlay 
on the pucca. Rakshit calculates that for one 
cagegory of construction the multiplier 
associ at^ with the overvaluation can amount 
to as much as 3.13. 

Valuation of imports and estimation of 

capital formation 

It is widely recognised that controlled 
trade and exchange rate regimes lead to false 
reportage of the value of trade, and indeed 
many foreign exchange transactions. 
However, it is the overinvoicing of imports 
done with a view to gain access to scarce 
or rationed foreign exchange that is relevant 
to the problem of estimating domestic capital 
formation. For instance, the underinvoicing 
of exports does not affect the estimated 
value of machinery or equipment available 
for domestic capital formation, nor would 
the false reporting of the import of goods 
other than capital goods. But false reporting 
of capital goods imports can affect the 
measure sought. Nevertheless, and this is 
directly relevant to the issue that we are 
concerned with ultimately in this study, it 
has no effect on household saving. An 
appreciation of this is ncces.sary when 
confronted with the plausibility that the 
incentive to overinvoice may have decrea.seu 
after the progressive freeing of the rupee 


TaBI H I CoMI>(>.SI IION or AtKiREOATH SAVINtiS 


Year 

Aggre¬ 

gate 

Public 

Private 

Corporate 

House 

hold 

1990-91 

2.17 

1.0 

27 

20.0 

1991-92 

2.10 

2.1 

.1 2 

17.8 

1992-9.3 

20.0 

1..S 

1.0 

15 5 

199.1-94 

20.2 

02 

40 

16') 


Source. National Accounts Statistics /9V.'), C.SO, 
calculated 


Table 2; The Comtosition of 
Household Savinos 


Year 

Aggregate 

Financial 

Physical 

1990-91 

20.0 

8.7 

II .1 

1991-92 

17 8 

10.1 

77 

1992-9.1 

15 5 

7.8 

7.7 

1993-94 

16.0 

10.3 

5.6 


Source' .See Table 1. 


Table 3; Import of Capital Goods - 
Machinery 

(Rate of growth in dollars) 


Year 

Electrical 

Non-Electrical 

1990-91 

-15.3 

0.1 

1991-92 

-83 2 

-37.4 

1992-93 

27.7 

ll.g 

1993-94 

0.5 

23.2 


Source: Economic Survey 1994-95', calculated. 


2528 


Economic and Political Weekly Special Number September 199t) 



>incc iwi, ai least tor current account 
transactions. 

A clear statement of the implications for 
the estimation of capital formation of the 
incorrect reporting of the value of imports 
appears in Rakshit; “Overinvoicing in respect 
of imports of ci^rital goods, on the other 
hand, directly results in an overestimate of 
investment under the commodity-flow 
method. Note, however, that since capital 
goods are imported almost exclusively by 
their final users in the private corporate and 
public sectors, an upward bias will arise in 
the estimates of either non-household saving 
or net capital inflow from abroad... It thus 
appears that inflated accounts of investment 
costs on the part of producers in the private 
corporate and public sectors can, after all, 
produce an overestimate of domestic capital 
lormationcven under an otherwise foolproof 
commodity flow method, if the overstatement 
of costs relates to the imported component 
of investment projects” [Rakshit 1982:569, 
italics added]. This aspect must he borne in 
mind when evaluating the possible 
implications'for the estimate of capital 
formation of the removal of the incentive 
to overinvoice imports after the freeing of 
the lupee on current account since 1991. 

rv 

Two Views on Recent Behaviour 
of Savings Rate 

The firsi point to take note of when 
considering the measured decline in the 
savings rate since 1991 is that the behaviour 
of the savings rale in India has posed a 
problem to economists even in the past. For 
instance, the very considerable rise in the 
savings ratealongside stagnant growth during 
the 1970s had generated much attention a 
little over a decade ago [Rakshit 1982]. So 
it is not as if the most recent period is 
egregious by virtue of the non-constancy of 
the savings rule that has been observed. In 
fact, as I shall argue, it is relatively easy to 
provide an economic explanation of the 
behaviour of the savings rate in lecent years. 
This is done by means of a simple econo¬ 
metric model. But prior to that I consider 
two arguments that have ficen made regarding 
the behaviour of the household savings rate 
in the Indian economy since 1991. 

(a) The household saving in physical assets 
IS underestimated, 

Athukorala and Sen (1995) argue that the 
measured household physical savings rate 
is very likely an underestimate, and that the 
decline in the savings rate is an artefact. 
Given the definitional equality between 
hou.sehold capital formation and household 
saving in physical assets, i e, they are the 
same thing, Athukorala and Sen conduct 
their entire argument in terms of ‘household 


capital lormation'. iitey start by referring 
to a divergent pattern in the behaviour of 
household and private corporate capital 
formation and argue that this is untenable. 
They then state that this divergent behaviour 
is a sort of ‘stylised fact’ for the Indian 
economy and that ergo it points to an 
estimation bias in the CSO methodology; 
“The negative relationship between the two 
investment rates is, therefore, difficult to 
explain in terms of economic behaviour. 
Since the estimates for private coiporatc 
investment can be considered to be more 
reliable (obtained as they are from the RBI’s 
sample of firms), one can expect that in a 
context where corporate investment exhibits 
an increase (decrease) any underestimation 
of gross domestic capital formation by the 
commodity flow method in a given year 
would result in a spurious downward 
(upward) movement of household capital 
formation (and therefore household saving 
in physical assets) in that year” [Athukorala 
and Sen I985;2I86|. 

The first problem with this argument is 
that it is ad hoc. Naturally, if the CSO 
measure of gross capital formation is an 
underestimate ‘in a given year’, then the rest 
of the argument follows. But the point is to 
suggest why the CSO methodology is prone 
to underestimate gross capital formation for 
the period since 1991 A second thnisi that 
the Athukorala-Scn position must deal with 
IS an empirical one. This is that in at least 
one of the years in the sample, the divergent 
movement in private corporate and house¬ 
hold capital formation holds but barely. In 
1993-94 the value of household saving in 
physical assets takes a large fall at a time 
when corporate saving is more nr less steady. 
Since the ‘underestimation’ argument is 
based on an accounting relation it must hold 
without lags, and it would be hard put to 
explain this contemporaneous behaviour 
that I have referred to. But the more difficult 
point to accept is the Athukorala-Sen 
suggestion that from the 1990s on the CSO 
methodology begins to underestimate 


capital formation, or if an underestimation 
already existed its extent actually increases 
from 1991. It is in sharp contrast to the 
Rakshit view that the commodity-flow 
method of estimating capital formation is 
very likely an overestimate. Rakshit has 
provided reasons for his conjecture [Rakshit 
19821. 

Athukorala and Sen (1995) provide two 
explanations of why “.. recent developments 
in the Indian economy since 1991...render 
the old methodology of measuring capital 
formation vulnerable to measurement 
errors...” [Athukorala and Sen 1995:21X8) 

I shall evaluate them even as I .state them. 
First, they refer to the “ongoing process ol 
‘informalisation’” of Indian industry since 
the early 1980s and quote Ahluwalia to 
suggest that “...small industry is the home 
of unrecorded growth...” [Athukorala and 
Sen 1995:2188]. Then they argue “In a 
context where the relative contribution ol 
informal sector production units continue to 
grow at a rapid rate, estimates ba.scd on the 
commodity-flow method are likely to 
undersiatedomesticcapital formation, unless 
the estimation procedures are revised on a 
continual basis to capture construction 
material, machinery and other investment 
goods produced in the unorganised sector” 
[Athukorala and Sen 1995:2188) This line 
of reasoning is unhelpful for three reasons 
First, it is difficult to imagine cement and 
iron and .steel, the principal building materials 
in the CSO’s schema, not lo mention any 
significant range of investment goods, iK-ing 
produced in the unorganised sceior. 
Secondly, even if the CSO is mi.ssmg out on 
the commodity flows oiiginating I'lom the 
unorgani.sed sector so it must miss out on 
income generation - this being, ostensibly, 
the home of unrecorded growth - and since 
we are concerned with the rate of capital 
formation wc would have to make siioiig 
assumptions regarding relative r.nes ol 
growth of capital formation and income, 
respectively, to generate a declining rate ol 
capital formation. But more damaging lor 


Tabij: 4' Private Final Consumption Expendiiukl by Type or Goons 

(K.\ crore in t uneiil/iii< cO 



1980-81 

1990-91 

1991 92 

1992 93 

1993 94 

Durable 

1507 

7926 

7771 

8404 

8()9S 

Semi-durable 

12779 

45837 

47707 

48416 

.S7(m9 

Non-durable 

67378 

210995 

249889 

276612 

309442 

Services 

17628 

67606 

79432 

91123 

104 3M) 

Source: CSO (199.5). 






Table 5; Pf.rcxntaoe Share of Type 

OF Goons IN Privail Finai CoNsi sinioN KxiTNuni'ni 


1980-81 

1990-91 

1991-92 

1992-91 

1993 94 

Durable 

1.5 

24 

2.0 

2 0 

1 8 

Semi-durable 

129 

1.3.8 

12.4 

114 

11 9 

Non-durable 

67.8 

63.5 

65 0 

65 1 

64 5 

Services 

17.8 

20 3 

20.6 

21 5 

21 X 


Source: See Table 4. 
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As on 

Parameters 

31.03.95 


Ra. 

Total Business 

22839 

Deposits 

15403 

Advances 

7436 

Investments 

6115 

Spreao (Interest Fnrned 


less Interest E xfiended) 

5b(> 

Productivity p"' I'mployee 

0 74 

Priority Sector Credit as 


ol NBC 

38 22% 


As on 
31.03.96 
Rs. 

270()« 

17H9? 

9116 

6700 

697 
0 87 

39 14% 



. Reborves |ump tiom 75% of naid-up capital to 266% (including revaluation 
reserves of Rs 580 croros). 

. Capital adequacy 9 5% 

. Non Performinq Assets below 6% of total advances (net of provisionl 
. Branch network 2004. up by 95 b'anches 
. Loss making branches -only 3 out of 2004 as against 16 last year 



The Sank more or less doubled Its size in business mix between March'93 and March'96, 


from Rs.13.000 « crores to Rs.27.000 + crores Solid with liquidity of Rs.300 - 500 
crores at any given point of time throughout 1995-96 - the year of the crunch 



UNION BANK OF INDIA 

f/ooc//yeo/)fe (o /nin/i a>i4/i 
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this process of informalisation was believed 
to have gathered pace were a period of 
sustained growth of the rate of saving in 
physical assets in dte household sector [RBI 
1982]. The second explanation provid^ by 
Athukorala and Sen (1995) is that there has 
been a rapid growth of capital (and 
intermediate) goods imports as a result of 
import liberalisation since 1991. “This rapid 
growth in the post-reform period implies a 
continuous increase in the share of imported 
capital goods in total domestic availability 
of capital goods. Given the time lag involved 
in the compilation of trade data, it is likely 
that the estimates of total fixed capital 
formation obtained by using a historical 
ratio of imported to total available capital 
goods understate increases in capital for¬ 
mation based on imported capital goods in 
the post-reform economy. at least in the most 
recent year for which data is reported” 
[Athukoralaand Sen 1995:2189]. Athukorala 
and Sen do provide .some evidence of the 
rate of growth of capital goods imports but 
none to establish that the ratio of imported 
to domestically produced capital goods that 
enter fixed investment has increased. 

In Table 3 are provided data on the rate 
of growth of the import of machinery. Since 
the original data are in values we cannot, 
of course, be certain that the rates of growth 
necessarily translate into higher numbers of 
goods, but let us assume for a moment that 
this is the case. Let us further a.s.sume that 
the CSO always works with historical ratios 
of imported to domestically produced capital 
goods, and that this is always a couple of 
years outdated as Athukorala and Sen 
suggest. Then, comparing these figures with 
those for the growth of these segments of 
Indian industry [Economic Survey J994-95] 
it appears that, over the sample period, there 
would be both an overestimation and an 
underestimation, respectively, depending 
upon the year chosen. This is a rough and 
ready exercise, especially since, as 1 have 
already mentioned, the data is for values 
while any argument pertaining to the 
commodity flow method must refer to 
quantities. But nevertheless, we can say with 
some confidence that the argument that the 
CSO methodology, based as it is on historical 
ratios of imported to domestic machinery, 
would have underestimated capital forma¬ 
tion in the years since 1991 is very definitely 
false at least for the year 1991-92, the year 
in which household saving in physical assets 
shows its largest decline. In that year the 
behaviour of imports and aggregate capital 
formation in the economy move in the same 
direction. 

But let us assume, for the sake of argument, 
that there is divergence in the rates of growth 
of imports of capital goods and of the 
production of their domestic counterparts. 
Now even if this were the case, there is little 
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this would underestimate aggregate capital 
formation. Only because the CSO’s stated 
methodology makes no reference to historical 
ratios of imported to domestically produced 
capital goods in capital formation. 1 cite 
from the CSO’s statement of the 
methodology; *To the ex-factory value of 
capital goods produced domestically, the 
amount of excise duties, imports and import 
duties are added. From the total thus obtained, 
the value of re-exports is deducted to obtain 
the availability of capital goods. The value 
of capital goods so obtained is then marked 
up for trade, transport and other charges to 
obtain the value at purchasers' prices. Trade, 
transport and other installation charges have 
been estimated for 1980-81 on the basis of 
data collected from leading manufacturing 
firms in the country. From the total value 
at purchasers’ prices thus obtained, the value 
of exports is deducted to obtain the value 
of capital formation at site” [CSO 1989:234]. 
It is clear from this statement of the 
methodology for the treatment of imports in 
the estimation of capital formation that there 
is no basis for the argument that it is prone 
to bias as the ratio of imported todomestically 
produced capital goods alters. This ratio ju.st 
docs not enter into the picture. 

Finally, the Athukorala-Scn argument 
draws its significance from aclaimed inverse 
relation between measured capital formation 
in the private corporate and the household 
sectors of the Indian economy - a “styli.sed 
fact” in their view. Now, it is certainly the 
case that for the three years since 1990-91, 
household saving in physical assets has 
declined even as private corporate investment 
has increased. This, it is suggested, is a sure 
sign of the bias in the CSO methodology. 
It is also indeed correct that given the e.stimate 
of private corporate investment the 
appropriate measurement of aggregatecapital 
formation in the economy is of significance 
to the estimate of household saving in 
physical assets, the latter estimate being in 
the nature of a residual. However, a closer 
look at the relevant figures for gross domestic 
capital formation as a percentage of GDP 
at current prices by institution over a longer 
period reveals that an inverse relation is 
evident only in the 1960s - during which 
period the household saving in physical assets 
increased while private corporate investment 
decreased - and that this is not so in the 
19S0s and 1960s [RBI 1982: Table 4.3] 

(b) The household saving rate is correctly 
estimated dnd it has declined for a 
plausible reason. 

There is the view that the reforms have 
contributed to the decline in the savings rate 
by leading to increased consumption 
expenditure, especially expenditure on 
consumer durables. This is easily tc.sted, at 


least at me tuuimcniary levci. in i ame 4 are 
provided annual expenditure by broad 
consumption groups. We find that the annual 
average rate of growth in the expenditure 
on consumer durables is perhaps higher 
during the 1980s than it has been in the 
period since 1990-91. For more conclusive 
evidence the figures in Table 4 are converted 
into percentage shares of aggregate final 
consumption expenditure and the evidence 
is presented in Table 5. We now see that 
while the percentage share of durables is 
certainly higher than it was in 1980-81 it 
is substantially lower than it was in 1990-91. 
There appears to be little evidence that 
increased expenditureoncon.sumerdurables, 
or even .semi-durables for that matter, have 
led the increase in consumption that implies 
a reduced rate of saving. 

Even though the evidence represented by 
final expenditure on durables is fairly 
conclusive, it would be of interc.st to seek 
the exact counterpart figures on production. 
These arc presented inTablc 6. The evidence 
is so clear-cut that it is not necessary to 
discuss it. There is little basis for the view 
that the proliferation of consumer goods, the 
increased production of which was unlca.shed 
by the liberalisation process, has contributed 
to the decline in the savings rate. Consumer 
goods remain on the banned list of imports 
so the data on pnxluction alone is relevant here. 


While the evidence does not support the 
view that the savings rule may have declined 

TABLt 6. Ratfs or Growth of Proouciion or 
Consumer Goods 

Year 

Consumer Durables 

Non- 


Goods 

Durables 

1991-92 

1.5 -10 7 

47 

1992-93 

18 -0 7 

24 

1993-94 

3 1 15.2 

0.5 

Source. Economic Survey 1994-95, Table 6 3 


Table 7 Rate of Growth 


Year 

GDP Manufacturing 

19K0s 

6 2 

77 

1990-91 

5 4 

9 0 

1991-92 

0.9 

0.8 

1992-93 

43 

22 

1993-94 

4 3 

3.6 


Source. Economic .Survey 1994-95, calculated 

Table 8- .Savinos and Growth - 
A Siatisticai.Test 

Vanablc 

Coefficient 

Ay, 

0 15 


(2.24) 

S,.l 

0.96 


(35 69) 


t - ratios in parenihescs, dependent variable is 
the savings rate; N = 44; R' = .99 see = 1.46, 
serial correlation, chi'(l) = 079; Forecast 
chF (.3/3) = 1 57; Chow: F |(.3. 38)1 = 1.37 
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due 10 the increased expenditure on durables 
we cannot rule out an increase in expenditure 
on one important item considered 
consumption in the Indian system ofnational 
income accounting. This is expenditure on 
gold. Among the macro-economic reforms 
in the Indian economy since 1991 has been 
the relaxation of the import of gold. 
Insuiriciently well understood, the policy 
was geared to prevent unobservable capital 
flight, referred to as ‘hawala’, and thus to 
pave the way for the final floating of the 
rupee. Whilcaccuratecstimatesofthcimport 
of gold into the economy and thus the 
increased expenditure on the same following 
upon the relaxation of imports are not 
available, it is widely believed to have 
increased. The World Gold Council provides 
estimates of the consumption of gold by 
major consumers of the metal. F'igures from 
the Council’s Report for 1994 are cited in 
Vaidyanathan (1996). These .suggest that the 
demand for gold in India is only a little less 
than the combined demand of China and 
Japan. Since India produces little ol the 
metal the greater part of gold consumption 
has to be imported. The World Gold 
Council's estimates ol consumption of gold 
has been u.scd in the estimate [Sinha 1996] 
that Rs 20,0(M) crorc worth of gold was 
imported m the year 1995. The saving of 
the household sector in the year 1994-95 
amounted to Rs 1,78,696 crorc |C.SO 1986: 
Statement 6). Since the figures on gold 
consumption are imperfect estimates they 
arc to be seen here only as providing 
perspective. In this light, we can now .see 
that with expendilureon imported gold alone 
exceeding 10 per cent of household saving 
.substantial shifts in the houscholil expendi¬ 
ture on gold can aflect the measured savings 
rate. This is so because expenditure on gold 
IS treated as cotisumption under the national 
income accounting procedure adopted. 

However, the important task of providing 
reasons foran increased propensity toexpend 
on gold remains. Liberalisation of gold 
imports was announced only m March 1992, 
in Maninohan .Singh’s second budget, and 
was to he applicable from the year 1992- 
9.J on. So It cannot account lor the decline 
m the savings rale starting 1991-92. Finally, 
the argumcnl that the heightened uncertainty 
in the economy .since 1991 has been reflected 
in the increased hoarding of gold thus 
accounting lor the decline in the measured 
savings rate is plausible but dil licult to verify. 

V 

Behaviour of Household Savings 
since 1991: A Suggested Interpretation 

Among the views considered so far in this 
study are' (I) that the decline in the savings 
latio is an ‘artefact’ the rc.sult of faulty 
estimation and (2) the decline in savings is 
real indeed and brought about due to 


increased consumption expenditure, in 
particular, expenditure on consumer durables 
the production of which was impelled by the 
liberalisation of the Indian economy. Taking 
up the latter argument first, we find little 
evidence for it. Quite simply, expenditure 
on consumer durables has not led aggregate 
consumption expenditure during this period. 
I have also considered in some detail the 
arguments put forward for the view that the 
CSO methodology per se underestimates 
capital formation and thus household .savings, 
and concluded that these are not satisfactory 
as accounts of why the measured rate showed 
a decline. One .source of underestimation 
can however be thought of and I do so in 
due course. But first I consider the possibility 
that, assuming the estimation to have been 
done right, there may yet be a plausible 
explanation of the behaviour of savings in 
the period since 1991. 

A clue to the understanding of the 
behaviour of savings in the Indian economy 
since 1991 isprovided by looking alaslightly 
longer time senes. Two features emerge. 
First, a decline in the aggregate savings rate 
accompanied by a decline in the rale of 
saving in physical assets by the household 
sector is not a new phenomenon in the Indian 
economy. It is a feature countenanced also 
in the second half of the 1950s [RBI 1982: 
.Statistical Annexure 11. Interestingly, as at 
present, this coincided with a major policy 
initiative - the launching of the heavy 
indu.striali.sation programme as.sociated with 
the Second Five-Year Plan. So neither quick 
resort to arguments of faulty estimation nor 
the argument regarding the easy availability 
of consumer goixis is inevitable, as it were. 
The second of the two features that I refer 
to may well contain the clue to the observed 
decline in the savings ratio. 1'hai is, the 
savings rate appears to be related to the rate 
of growth of the economy, among other 
things. This has been remarked upon, in a 
similar contexi in the past, by the Working 
Group on Savings and I quote: “In the 
period since the middle of the I97{)s there 
have been some other special factors that 
could explain the quickening of the rate of 
saving in the household sector. One is simply 
the higher rate of growth ofnational income 
in the four-year period from 1975-76 to 
1978-79; during this period the average rate 
of increase of real income m the economy 


was^s high as 6.5 percent per annum” [RB] 
1982:47]. 

Now the decline of the savings rate since 
1991 is no longer so difflcult to explain. This 
period has seen a slowing down of the rate 
of growth of the economy. The rates of 
growth of GDP and of the manufacturing 
sector arc presented in Table 7. 

It has long been recognised that an 
implication of the life-cycle theory of saving 
is that the proportion of income saved is a 
function of the contemporaneous rate of 
growth [Farrell 1959]. This was first tested 
by Houthakker (1965). Later Modigliani 
(1970) exploited this idea to explain inter- 
country differences in the .savings rate. The 
relationship between savings and growth 
has been recently re-examined by Carroll 
and Weil (199.1). They write: “...in a 
comprehensive study of the determinants of 
saving rales in the OECD countries in the 
period from the 1960s to the 1980.s, Boswoilh 
(1993) found that the growth rate of income 
was the most important determinant of 
saving. Looking over longer spans of time, 
Maddison (1992) also finds a positive relation 
between saving and growth.” Interestingly, 
as reported by Carroll and Weil, among the 
economies in the Maddison sample is India 
over the period 1890-1913. Now it is well 
known that the correlations that these are 
ba.scd on cannot establish causality This is 
an important issue. For instance, in the neo¬ 
classical model of growth epitomised by the 
work of Solow, higher saving will lead to 
higher growth, thus pioducing a positive 
relation. C^trroll and Weil try to resolve this 
by theuscofGraiigcr-C'au.sality tests which 
they report as favouring the view that 
income growth causes saving. Now, of 
course, thequestion ol the precise mechanism 
IS to be faced. Obviously the underlying 
consumption function is the issue. Carroll 
and Weil point out that a version ol 
Modigliani’s Life Cycle Hypothesis with 
habit formation and uncertainty regarding 
income can account for the observed 
behaviour. Essentially, givenaprevious habit 
stock, consumption will adiust only 
sluggishly to changes m income. They do. 
however, acknowledge that whi*'*. habit 
formation could potentially cause a positive 
relation between short-term growth and 
saving, for this result to materialise the ‘habit 
slock effect’ ought to he large in relation to 


Tablc 9: Capital Formation by iNsnirmoN 

(Current rupeet crore) 



1980-81 

1990-91 

1991-92 

1992-93 

1993-94 

Public 

11693 

.50176 

.58714 

.59669 

66004 

Coriwraic 

3.541 

20291 

.34351 

42108 

56472 

Household 

11042 

.53.537 

4.3711 

49401 

41903 

Constn 

6241 

29991 

32639 

36263 

37077 

Plant 

4801 

23,546 

11072 

13138 

482t 


Note: ‘Constn’ is Construction and ‘Plant’ is Machinery and Equipment in CSO parlance. 
Soune- Adapted from 'Statement 19’. CSO (1995). 
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the ‘human wealth effect' of growth which 
tends to increase consumption. 

As a test of the hypothesis for India 1 first 
estimate the following model for the period 
1951 to 1994: 

S. = “«+ “.Ay, + e. 

where s is the hou.schold savings rate. Ay 
is the rate of growth of real income, and e 
is the error term. 

Subsequently, it is rc-cstimated for the 
period up to 1991, used to forecast the savings 
rate for the three years that follow, and tested 
for parameter stability. Since the Life Cycle 
Hypothesis concerns personal savings, as 
oppo.sed to corporate or government saving, 
the dependent variable is the savings ot the 
‘household’ sector of the Indian economy. 
Note that while .so far in the argument I have 
used the framework of the CSO and discus.sed 
the household savings in physical assets and 
in financial a.s.scts separately, the econometric 
model is specified with aggregate household 
saving as the dependent variable The. is 
done on the understanding that while the 
separation of aggregate saving ol the 
household .sector into saving in financial and 
physical assets may be a convenient factor 
in estimation it is not a classification with 
any economic-theoretic content, lor an 
explanation of how households arrive at 
theirehosen allocation between the two ty|x;s 
of assets remains This point has been 
correctly stiessed by Rakshit (198.1) in his 
review of the report of the Working Group 
on Savings. The data on savings and on the 
rate of growth (of GDP at factor cost at 1980- 
81 prices) is taken from the KrononiirSiinrY 
1994 - 95 . Tlic ordinary lea.st squares csiimaics 
are reported in Table 8. 

In the estimate, the coefficient on the 
growth variable Ay, is positive suggesting 
that we are not olf the mark in hypothesising 
that the savings rate is iiilliienced by the 
contemporaneous late of growth. I’Uithcr, 
when the model is re-estim<itcd tor the period 
19.S0-5I to 1990-91 and used to forecast the 
savings rate for the three years since the test 
statistics (see under ‘Forecast’) do not reject 
parameter stability. This is to he interpreted 
as conveying that the behaviour of the savings 
rale since 1991 is noi egregious in light of 
the associated growth in real income. 

Admittedly, the econometric analysis here 
is rudimentary and much remains to be done. 
For a start we should perhaps be estimating 
a system of equations and work with more 
sophisticated specifications. .So the results 
must be seen as being indicative, no more. 
However, even while it may not constitute 
a complete explanation, the slowing down 
of the growth rate of the Indian economy 
since 1991 must be taken into account when 
evaluating the dip in the savings rate 
coincident with that date. In particular, it 
needs to be noted that it isthenon-agricultural 
sector of the economy that has been affected 


most, and there is the view [RBI 19»2:46] 
that the marginal propensity to save is higher 
in this segment of the Indian economy. 
Industrial growth remained depressed for all 
the three post-reform years for which we 
have data on savings. In 1994-95 the 
indiistnal production rale has finally regained 
something like the average rate for the 198()s 
It would be interesting to sec how the savings 
rate, in particu::<r the household saving rale, 
performs in that yea,. The data are yet' to 
be in. 

As for the relationship of all this to the 
reform process and liberalisation in 
particular, it needs to be remembered that 
the period .since 1991, especially the early 
years is also one that saw the inslitulion of 
a true-blue stabilisation programme. 
Conventional stabilisation programmes lead 
to a slowing down ot growth, widely agreed 
to he an inevitable consequence which some 
assert is a temporary phenomenon. Now, 
once you allow lor the persistence of 
consumption, which must link savings to 
(real income) growth, the observed behaviour 
of the savings ratio in the Indian economy 
IS neither diilicult to explain, nor a mattci 
to be reconciled against all odds with the 
liberalisation process. 

1 nowieturn to a feature that I have referred 
lo earlier. This is that the hoii.sehold saving 
in physical assets, being derived (as a 
icsidual) Iroin data on gross domestic capital 
lormation is actually equal to capital 
loiinatiori in the household sector. 1'his 
leaiure has been used variously to comment 
upon the estimates ot the .savings rale in 
recent years in the Indian economy. For 
instance, as mentioiieil earlier on, Athukorala 
and .Sen have releried to the, alleged, 
diveigence in the household and corporate 
capital loimation rates as sugge.stive o! 
e.stimation bias. There is the view that tins 
delinitionof saving has a tendency lo mislead. 
Rakshit (1982. 198.1) has argued that while 
it may be convenient for the RBI to estimate 
aggregate household saving in this way, the 
classilication has no substantive content 
when It comes to the explanation ol saving. 
Household savings in physical assets only 
refers to that part of household siiving that 
has found its way into capital loi mation. The 
savings decision must be explained in the 
aggregate, as it were. This is a powerful 
argument indeed but not one that cannot be 
cotinlcred. Savings and investment decisions 
are indeed separate in advanced industrial 
economics. In fact, this is the foundation of 
Keynesian economics. However, it is entirely 
conceivable that in segments of the Indian 
economy thc.se two fundamental decisions 
are vested in the same unit, the ‘household’ 
(Kttrien (1972) terms these ‘producer 
households'). If this is conceded, then some 
of the standard aigumcnts advanced lor why 
capital formation gets depressed during 
stabilisation and adjustment programmes 


now get a new lease of life. Since these are 
well known I do not develop the argument 
[Serven and .Solimano l'W3|. Nevertheless. 

It needs to be emphasised that the registered 
decline in household investment in ‘plant 
and machinery’ is indeed very high and 
remains an issue that requires special 
consideration. Data on capital lormation by 
iiisiiiution IS given in Table 9. Recall that 
for hosueholds. capital formation equals 
savings in the lorm of physical as.scts. 

In conclusion, ( wish to point to one item 
ol expeiuliime which has a bearing on the 
Imding ol a declining saving rate. This is 
the rising price of lanil in the Indian economy 
lor anotii a decade now. When hou.seholds 
invest III resideiitiiil property the price of 
land IS of course factored into the price ol 
the property Now, the conimodily-lluw 
nietIUKi used by t he ('.SO altempi s lo estimate 
the material investment in construction. Rven 
when It does gel right the value ol such How 
It, in full awareness ol course, excludes the 
outlay towards the purchase ol laml The 
point of this IS to convey that it is no* 
necessary to lesoil lo aiguinents of incorrcci 
nicasuremem lo imdeisiand the declining 
savings ratio in the Indian economy Rising 
real estate prices may well Ih' pari ol the 
explan.ilion. Now ii does not even matler 
that they may Iv under-repoitcd in 
documentation of the trans.iciion This iieni 
IS just not captured in ihc esimiales ol capital 
lormation, Thcie is .some leason to believe 
that aceiiain atnoiiiitofexteinal inllowslhat 
followed altei fiic policy shilts since 1991 
may have been diiecled inio leai estate, 
bidding-iip the puce of land m urban India. 

VI 

Mstimatum tif lluiisehold Saving in 
Financial A.s.scts 

I coininence with a general conimeni on 
the methodology adopted loi Ihc estimation 
of hou.sehold savings in liulia. As a concept, 
ihe saving ol the household sector is the 
balancing item on the income 'aid outlay 
account ol the household and should equal 
the sector’s current income over current 
expendilure. This is accepted in principle 
even by the (’.SO (1989). I lowevei, a direct 
esti mate ol household saving as Ihe di ffei cncc 
between incoine and expendilure is not 
available, and therelore. il must be estimated 
by deducting Irom the economy wide figure 
lor capital toimalion and linancial saving, 
r,s]x-ctively. the csiim.itc.s of the same for 
the public and pi i v.ite corporate sectors. The 
implications of such a procedure for the 
available estimates ol household savings in 
physical iissets has been considered earlier 
on III this study. I now look at some ot the 
implications as they may arise in the case 
of the estimation ol linancial savings. 

A brief statement on the method of 
estimation ol household saving in financial 
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assets is provided in the Report of the 
Woricing Group on Savings; 

The household sector saving in the form of 
financial assets is estimated instrumentwise. 
The instruments of financial saving are; 
currency, net deposits, investment in shares 
and debentures issued by the corporate sector, 
net claims on government in the form of 
small savings, central and state government 
securities, and net increase in the claims of 
households in life insurance and provident 
funds. In respect of all of these, the basic 
information on year-end totals is obtained 
from the accounts of the financial institutions 
and government budgets (supplemented with 
special returns) and the estimated holdings 
of the private corporate sector and the public 
sector are deducted to arrive at the holdings 
of the household sector.‘Some of the 
instruments arc presented in net form by 
making adjustments for the liabilities 
incurred by the household sector against the 
institutions in which those financial assets 
ore held. 

It was generally agreed that the data base 
for the estimation of financial saving was 
comparatively firm [RBI 1982:83. Note this 
observation}. 

EPWRF (1995) had made some 
observations regarding the estimation of 
saving in the Indian economy, ail of which 
amount to the claim that household saving 
in financial assets may have been 
overestimated in the 1990s. The crucial 
observation concerns the very high financial 
inflow into the Indian economy following 
upon both the relaxation of curbs on foreign 
investment and the floating of the rupee 
more generally, at least on current account. 

I consider the arguments concerned. 

EPWRF (1995) first focuses on the 
increased poitfnlio investment by financial 
companies. It is pointed out that under the 
present methodology a part of the increase 
in the domestic currency is automatically 
accounted as saving of the household sector. 
EPWRF (1995) wavers a little between 
giving prime importance to the argument 
that portfolio investment should be treated 
as foreign saving and the one that in the 
allocation of the increased currency 
consequent upon such inflows the use of 
outdated ratios tends to overestimate 
household saving. On the latter question. 
Athukoralaand Sen (1995) point out correctly 
that, under the extant methodology, what 
results from the use of inappropriate ratios 
is only the overestimation of household 
saving (in currency) not aggregate financial 
saving in the Indian economy. That is, we 
may have unearthed a sort of allocation 
problem here, rather than a problem of the 
correct estimation of the volume of saving 
in the aggregate. This is clear in the CSO's 
statement of the methodology it adopts: “On 
the question of cash in hand, the Advisory 
Committee on National Accounts in its 
meeting held in June 1987 had suggested 
that the present procedure of estimating the 


currency with the households by deducting 
from the total currency the currency held by 
various institutional sectors may be 
examined. It had further suggested that a 
simple procedure of possibly taking a 
proportion of the total currency in circulation 
might serve the purpose. Accordingly the 
RBI, on the basis of past trends of currency 
holding of the household and non-household 
sectors, estimated this proportion to be 0.93 
which has been used for estimating the 
currency holding of the households from 
1985-86onwards" fCSO 1989:220-21 ]. TTiis 
more or less disposes of, given the concerns 
motivating this study, any real interest that 
we might have entertained via-a-vis the 
EPWRF's contention regarding the 
consequences of increased portfolio 
investment. Moreover, the focus on the 
extremely high inflows of 1993-94, even 
though EPWRFemphasi.ses that in principle 
the problem exists in other years as well, 
does rob the argument of a more general 
appeal. The point is that the household saving 
rate in financial assets is (Table 21) almost 
as high in 1991-92 as it was in 1993-94 the 
year that the EPWRF has focused on 
[EPWRF 1995: Table 21]. However, the 
question of the appropriate treatment of 
portfolio investment is indeed important and 
the EPWRF (1995) is the only study to have 
raised this point. But there appears to be a 
bind. While the automatic treatment of such 
inflows as domestic savings is certainly 
inappropriate, the EPWRF's suggestion that 
it be treated as foreign saving because it goes 
to increase capital formation (EPWRF 
1995:1031] is untenable because many 
foreign institutional investors buy scrips in 
the secondary market, and this does not lead 
to capital formation. 

On the question of private transfers or 
‘foreign remittances on private account' 
EPWRF (1995) has a more complete 
argument. It deserves attention and I quote 
at length; 

The nature of increases in foreign inward 
remittances on private account, including 
their sharp jump in rupee terms during the 
past three years due to a sizeable depreciation 
of the currency have been spelt out earlier. 
Such remittances are treated as unrequited 
transfers and included under the current 
account of the balance of payments (BoP). 
However, their treatment for national 
accounts purposes differs somewhat. In this 
regard, the UN Sy.stem of National Accounts 
(SNA) lays down clear guidelines for 
dividing such transfers between capital 
transfer.- and unrequited current transfers, 
with capital transfers from the rest of the 
world constituting an independent source of 
finance for accumulation and current 
transfers as additions to the recipients' 
income account. According to the SNA, 
capital transfers are those grants which the 
recipient uses for financing accumulation; 
alternatively, the payer may consider that 
he is placing part of his saving at the disposal 


of the recipient. On both the counts such 
transfers should appear as part of capital 
finance. On the other hand, if the recipient 
utilises the grant to finance his consumption 
expenditure, the size of saving on the 
consolidated accounts of the recipient and 
the payer would be correspondingly reduced; 
such transfers then part^e the character of 
current transfers. The main criteria adopted 
to distinguish capital transfers from 
unrequited current transfers are therefore 
the purposes for which the transfer is to be 
utilised, the basis and source of the payment, 
and the frequency with which the transfer 
occurs from the point of view of either the 
payer or the recipient (UN SNA, 1968, para 
7.77, p 131). 

In the Indian system of National Accounts 
Statistics (NAS), the CSO, considering the 
difficulties involved in classification, has 
opted for treating all transfer payments on 
private account as current transfers (and all 
on government account as capital transfers) 
[CSO 1989: 330]. It should be pointed out 
that considering the enormous size of private 
transfers now taking place, it is inadmissible 
to assume that all such private transfers are 
of a current nature intended for consumption 
purposes. First, if we have to be true to the 
UN SNA framework, it would be ncces.sary 
to classify a part of such transfers as capital 
transfers flowing from savings of the non- 
re.sident Indians living abroad which are 
used for capital accumulation purposes in 
India. If such a presumption is accepted, the 
implication for household saving and 
investment estimation, and in turn, for the 
aggregate domestic saving and investment, 
is of a significant nature. Briefly, under such 
a dispensation, of the total private transfers 
indicated above, the part designated as capital 
transfers will have to be deducted from 
household saving in the form of financial 
assets and simultaneously added to the 
amount of capital inflow from abroad as 
they would represent that pan of the saving 
of the rest of the world used as a source of 
finance for accumulation in the domestic 
economy (EPWRF 1995:1034]. 

The logic of the EPWRF argument is 
impeccable. The part of foreign inward 
remittances that goes into capital formation 
must be treated as foreign savings. Secondly, 
to assume that all such remittances go directly 
to augment domestic saving would indeed 
be wrong. 

Two responses may be made to the EPWRF 
argument. The first, made by Athuknrala 
and Sen (1995), provides a sort of empirical 
evaluation of its significance. It is that even 
if it is taken to be the case that remittances 
are fully translated into household financial 
saving, the "... increase in remittances could 
account for only about 0.7 percentage point 
increase in the average rate of household 
financial saving in 1991-92 and 1993-94 
over the average level for the preceding 
three years [calculation based on Table 7 in 
EPWRF 1995” [Athukorala and Sen 
1995:2189.1 have treated the Alhiukorala- 
Sen estimate as correct]. 
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argument has a bearing on the investigation 
of the measured decline in the household 
savings rate since 1991. This is that if we 
are to take the EPWRF's suggestion and 
treat the substantially increased foreign 
remittances since 1991-92 as evidence of 
repatriation for purposes of capital accumu¬ 
lation, then fluctuation in such remittances 
would not enter the household (financial) 
savings rate and this would rob the EPWRF 
(199S) argument that estimates of this rate 
for the 1990s is actually an overestimate' of 
much of its sting. 

In this discussion I have not discussed 
sources of bias in the estimation ofhou.schold 
saving that arc of a perennial nature. I refer 
to the tendency to estimate year-end figures 
which had introduced the incentive for 
various forms of ‘window-dressing’ such as 
the bunching of transactions. Instead 1 have 
only considered those aspects of the 
methodology that have particular bearing on 
the behaviour of the savi ngs rate in the years 
.since 1991. 

VII 

Postscript 

It is customary in traditional econometric 
practice to test one’s model again.st data 
from outside of the sample In time-series 
analysis the terrain u.sually chosen is the 
post-sample period. 1 have in this study 
looked at the evidence for the three years 
following 1991 up to and including the year 
1993-94. In this connection, the publication 
on February 2,1996 of the Quick F,stimate.s 
of national income, consumption 
expenditure, saving and capital formation 
for the year 1994-95 provides a research 
opportunity rather like that of an out-of- 
sample period test. Essentially, we would he 
interested in the relationship between the 
overall growth in the economy and the 
behaviour of the household savings rate 
during this year. Domestic saving as a 
percentage (if GDP at market prices amounted 
to 24.4 per cent in 1994-95. The figure for 
household saving is 18.9 per cent. The 
growth rate of GDP was 6.3 per cent. 
Figures of the savings rate and of the rate 
of growth in previous years are to be found 
in Tables 1, 2 and 7, respectively. ITie 
contemporaneous rise in the household (and 
aggregate) savings rate and the growth in 
real income (GDP) is consistent with the 
explanation of the behaviourof the savings 
rate since 1991-92 that has ’oeen provided 
earlier on in this study. What lends particular 
credibility to the argument that short-run 
fluctuations in the savings rate are to be 
seen as resulting from a steady growth of 
consumption in the face of downward 
fluctuations in real income growth is that 
it is the component ‘household’ saving that 
fluctuates most and also, more importantly. 


must cioseiy wiin tnc growth rate, in the 
economy.’ 

It has not escaped my attention though 
that the behaviour of the savings rate in 
1992-93 is at odds with the argument 
attempted to be captured in the econometric 
model above, ormorc generally, the argument 
that the savings rate is related to the rate of 
growth. In 1992-93 the savings rate declines 
despite the i mpro vcment i n the rate of growth 
[Tables 1 and 7] thus constituting some sort 
of a puzzle. In tact, it was this (baturc that 
had led the government of India to suggest 
that the methodology of estimation may be 
erroneous {Economic Survey /*>94-95:31. 
While the question of explaining the dccitne 
in the savings rate in that year remains, the 
reference to estimation bias may be a little 
rushed yet. Tliere are at least four reasons 
to suggest this. First, recall that it was in 
April-May of 1992 that the financial scandal 
relating to the use of government securities 
came to light. It is entirely conceivable that 
this led to a certain cautiousness with regard 
to the forms of saving adopted by households. 
This ts reflected in the very considerable 
decline in hou.sehold saving in financial 
assets in 1992-93 [Table 2J. There was an 
across- thc-board deflation of stock prices m 
that year. Secondly, in March 1992 the 
government of India liberali.scd the import 
of gold with likely consequences for the 
measured savings rate, as I have discus.scd 
above. Import of gold into the economy in 
the years 1990, 1991, 1992 and 1993, res¬ 
pectively, amounted to 506, 319, 2,46,378 
and 3,489 in thousands of US dollars 
{International Trade Statistics Yearbook 
1993, UN Statistical Office, New York). 
The surge in 1992 is extraordinary and 
unmistakable. (Of separate interest too is the 
quick response of the Indian economy to 
shifts in policy.) Third, in the first flush of 
its successful handling of the crisis of 1991 
and, even more importantly, with the IMF- 
programme no longer in place the 
government had slackened in its resolve to 
rein-in government spending. Public saving 
in that year declined [Table I j. All three 
factors act on the savings rate independently 
of the late of growth of income in the 
economy. Finally, in a return to the argument 
of the causal importance of growth we might 
point out that while it is the ca.se that GDP, 
led by an exogenous improvement in 
agricultural production, turns around in 
1992-93 the rate of growth of manufacturing 
remains a paltry 2.2 per cent [Table 7|. We 
are familiar with the argument that the 
marginal propensity to consume out of non- 
agricultural incomes may be higher than it 
is out of agricultural ones. So, while it is 
indeed the case that the behaviour of the 
savings rate in the year 1992-93 cannot be 
explained in terms of the growth in real 
income perfectly plausible explanations can 
be put forward, as they have been here. 


(I am grateful to Mridul S.-iggar and A Vasudevan 
of the Reserve Bonk of India and Lant Pritchen 
of the World Bank. Errors, if any, con only be 
mine.) 

1 This was written some weeks before the figures 
for 1994-95 were announced. See Section Vll. 

2 And, as a corrollary, that the actual decline 
in the household saving rate during this period 
is greater. 

.t The figures for the savings rate of the public, 
private corporate and household sectors of ihe 
economy for the year 1994-95 are 1.7, 3.8 and 
18.9 per cent, rc.spectively. See CSO (1996). 
Thc.se figures may be read along with those 
in Table I and in conjunction with the figures 
on growth in Table 7 
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Explaining Post-Refonn Industrial Growth 

C P Chandrasekhar 

h close scrutiny of the estimates of capital formation in the post-reform period sIwm s that no linkage can he 
established between liberalisation, private investment and industrial growth. What liberalisation has done is to 
unleash a consumption boom, fuelled by a surge in consumer credit that has accompanied financial sector 
reform. Such a boom not only increases balance of payments vulnerability, hut also o/fers. in terms of markets, 
only a once-for all boost that would e.xhaust itself unless .some other stimuli ensure expansion of the home market 
for manufacturers. 


AMONG the indicators chosen by advocates 
of the ‘economic reform' of the 199()s as 
proof of its success, the growth in industrial 
production is the most persuasive. It is still 
true that the average rate of industrial 
growth (as measured by increases in the 
index of industrial pnxluction (IIP)) over the 
five post-reform years (1991/92-1995/96) 
is, at 7.4 per cent, below the 8.3 pei cent 
recorded during the immediately preceding 
five-year period (1986/87-1990/91). 
However, an examination of annual giuwlh 
rate figures sugge.st that they have risen 
almost consistently over the last five years, 
from 0.6 per cent in 1991 -92 to 2.3 per cent 
in 1992-93, 6.0 per cent in 1993-94, 9.4 
per cent in 1994-95 and 12 0 per cent in 
1995-96 (Table I). This sicpwise lelnrn to 
annual rates similar to, or even better than, 
those which prevailed during the 198()s 
manufacturing boom has eiicouiaged the 
vicwthatallci ashortperiodol a.stabili.salion- 
induced decline in giowth i ates, manufactur¬ 
ing production is once again entering a phase 
of secular growth. 

Needless to say, the more recent IIP 
estimates are still provisional. And, if 1993-94 
is any indication, the olficial index of 
production sees rathei volatile changes in 
the course of the loutine revisions made to 
it from its ‘provisional' to its 'final' form, 
rendering it a doubtful measure of the degree 
of buoyancy of manufacturing. When official 
spokesmen confidently quote 6.1 per cent 
as the rate of growth of manufacturing 
production in 1993-94, few remember that 
that figure is the culmination of a senes ot 
revisions. Thus, the Reserve Bank ol India's 
Report on Curreiu y and Finance, released 
towards the end of the calendar year 1994 
had estimated the growth in the index of 
manufacturing production in 1993-94 at 
just 2.37 per cent. A lew months later, the 
official Economic Survey fr.nn the finance 
ministry released just before the budget in 
February 1995 provided a revised estimate 
of 3.61 per, cent. Subsequently, that figure 
was rcvi.sed thrice over, initially upwards to 
6.1 per cent then to 5.6 per cent and finally 
again to the 6.1 per cent figure doing the 
rounds in official statements now. Such 


dramatic changes over relatively .short 
periods of time do induce an element of 
scepticism about the veiacity of the figures 
provided and therefore about the reported 
rate of giowth. 

This scepticism is com|x>unded by an 
analysis of the sectors accounting for the 
revisions in the index, which have led to 
significant changes in the rate of growth of 
manufacturing in any period. A substantial 
part of the rise in the growth rate on account 
of the revisions of the 1993-94 manufacturing 
production index Irom 2.4 per cent to 6.1 
per cent is due to revisions in just three 
sectors, vi/„ cotton textiles (resulting in a ri.se 
in its growth rate from 3.6 to 6,9 per cent),' 
leather and fur products (6.1 to 8.8 per cent) 
and basic metal and alloy products (5.1 to 
33.4 per cent). This concentration of the 
effects of the revision gives cause for concern 
Irccaiisc a few sectors, in any case, account 
lor a dominant share of growth in particular 
years during the 1990s. Thus, rates at the 
two-digit level indicate that, in 1993-94, 
three (out of 17) sectors - beverages, jute, 
hemp and mesta products and basic metals 
and alloy products - recorded remarkably 
high rates of growth of 21 2, 18.6 and 33.4 
per cent, respectively. On the other hand 
there were lour - lood. metal products, 
electrical machinery and ‘others' - which 
registered a decline in the value of the 
index of pnxluction in that year. Thus one 
.sector which 'benefited' from significant 
revisions in the index of production, namely, 
basic metals and alloy products itscit would 
have, with a weight of 9.8 out ol manu¬ 
facturing's total of 77.11, helped the manu¬ 
facturing .sector notch up a growth rate ol 
4.2 per cent.- 

This experience is telling because .signi¬ 
ficant differentials in growth performance 
at the two-digit level persi.stcd in subsequent 
years as well. Thus, in 1994-95 five out ol 
17 sectors (chemicals, metal products, non¬ 
electrical machinery and machine totils, 
electrical machinery and appliances, and, 
transport equipment), which accounted loi 
a third ot numulacturing's weight in the 
general index, could account for two-thirds 
of the growth ol the manufacturing sector 


These sharp vanaiions in the rate ol growth 
across sectors, or the lack of a 'synchronised 
recovery', tend to reinforce doubts about the 
reliability of the index They also suggest 
that generalised oi omnibus stimuli to the 
recovery like government expenditure or a 
surge m public and private investment, are 
either being counteracted by othei factors 
(like import liberalisation) withgreaicreffeci 
in specific sectors or are less significant as 
explanations for giowth in the posi-ieloin> 
period. In tact, post -relorm industrial giowth 
trends as rellecled in iiiovemcnts in the IlF 
are pu/./ling for three reasons l-irst, while 
the industrial 'recovery' in 1993-94 was 
accompanied by a sliaip n.se in the liscal 
dclicit in the centiai budget to 7.5 pei cent 
ot GDP, the subsequent two years have 
actually .seen a leduction iii that deficit to 
6 9and5 9percenl.lespeclively inasmuch 
as deficit spendipg by the govenimcnt diiectly 
and indirectly (thiough its niiome etfecist 
spurs indu.strial demand, the high late oi 
industrial giowth in ycaisol relatively lowei 
deficits IS noteworthy .Seiorid. the vcais ot 
high giowth have been ones in winch the 
governincnt has vigorously pin sued a 
strategy ot import libcralisalioii and ciis 
toms taiill icduction, resulting in a huge 
inHow III imported maiuil.iitines into llie 
Indian niaikct To the extent that such 
imports displaced local prixluction cater¬ 
ing to domestic demand, it should have 
slowed down the growth in industrial output 
Finally, in recent yeais leal iiileicst lates 
have iisen to extrcniclv lugh levels by 
historical and iiiiernalional siandaids Tins 
should have distouraged indiisiiial 
invesiment and theicloie llie growlh ol 
domestic produiiion. 

The significance ol these lai tins that should 
have contributed to slower indiistiial growth 
airing the 199()s needs closci siiutuiy In 
the discussion suiroiinding the (actors 
explaining the sliaiti slow-down in iii'lusirial 
giowth III the immediaie post-relorm years 
(1991-92 and 1992-93). live lactors were 
assumed to diive industrial growth These 
factois had emerged as sigiiilicaiit in 
explaining palteins ol the second episode ol 
post lnde[)cndence iiidiisirial giowth starting 
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formation in the public and private sectors 
provides a stimulus for industrial growth in 
the form of both the direct demand or 
purchases that such expenditures involve, 
and the indirect demand resulting from 
incomes generated by investments. Second, 
the current expenditure of the government 
also serves as a demand stimulus and 
therefore as a spur to industrial growth. 
Third, the relaxation of government controls 
on imports during the late 1970s and the 
1980s can have contrary effects on industrial 
growth. This has been seen by some as 
having stimulated industrial growth because 
of enhanced access to capital goods, 
intermediates and components, and by others 
as having adversely affected manufacturing 
production bccauseof the ‘deindustrialising’ 
effect of increase in manufactured imports. 
Fourth, the performance of the agricultural 
sector, being a source of demand as well as 
of supply of crucial agro-industry inputs for 
the industrial sector, affects industrial growth 
from the demand and supply sides. Finally, 
some have ahso stressed the role of access 
to finance and the cost of such finance, 
which could prove a supply-side constraint 
on industrial growth. 

An examination of the relative significance 
of these factors as stimuli for the growth of 
manufacturing production during the years 
1975-92, and therefore as explanations for 
the immediate post-reform recession yields 
some interesting conclusions. To start with, 
the analysis suggests that agricultural output 
and prices, as well as credit variables like 
the volume of bank credit to the commercial 
sector or interest rates, have little proximate 
association with changes in manufacturing 
production during this period and are 
therefore inadequate as explanatory variables 
for rate of growth of manufacturing output. 
Thus, although agricultural output declined 
in 1979-80, 1982-83 and 1991-92 which 
were all years when manufacturing growth 
dipped, manufacturing continued to have 
high growth during the period 1984 through 
1987 when there was negligible agricultural 
growth. In any case, what is important about 
the early 1990s recession was that it was 
sustained through a year of excel lent harvests 
in 1992-93. Similarly, while there was a 
marked fall in the growth of credit after 
1988-89, the credit squeeze came at least 
a year before the onset of recession in 

1991- 92 and the latter was not reversed in 

1992- 93 despite credit increasing by 5 per 
cent in real terms. Moreover, although real 
interest rates were on the rise since 1989-90, 
tho.se rates were during 1991-93 no higher 
(after allowing for inflation) than those 
prevailing between 1981 and 1987, when 
manufacturing sector growth was rapid. And 
the general argument which attributed the 
recession to a supply-side financial squeeze 


is even less lenaoie wnen account is laxen 
of the fact that the share prices rose sharply 
starting 1991-92 and record amounts of 
capital were raised in primary issues. 

Thus, although they are plausible 
determinants of manufacturing growth in 
general, agriculture ancfiinance do not seem 
to have been major factors behind the 1990s 
recession. However, since it can be 
misleading toconsider possible determinants 
one-by-one, all the variables discussed above 
were introduced simultaneously into a 
regression exercise, along with other 
variables, to explain manufacturing growth 
between 1975-76 and 1992-93. Neither 
agriculture nor the financial variables were 
found to be significant. On the other hand, 
the level and rate of total capital formation, 
government expenditure and import 
competition did emerge as significant 
explanatory variables.* As suggested by the 
statistical results the fitted equation quite 
closely approximated the actual values, and, 
in particular, predicted accurately the onset 
of the recession in 1991 and the continuing 
sluggishness of manufacturing thereafter, 
although the model itself used data from the 
pre-recession period to estimate the 
parameters. 

What the estimation indicates is that the 
dominating influence on industrial growth 
in the period after the mid-1970s was the 
rate of change of real gross fixed investment 
in the private and public sectors. Since 
investment in any particular year cannot be 
expected to contribute to output through 
higher capacity creation in that year itself, 
this suggests that the pnncipal factor driving 
industrial growth was the rate of change of 
investment demand. This feature also helps 
cement a relation between the level of total 
real fixed capital formation in any particular 
year and the rate O' growth of manufacturing 
production in the subsequent year. However, 
even in 1991 -92, when ‘import compression’ 
was held to account for the recession, the 


level m manuracnirea imports in real terms 
was less important as a factor explaining the 
industrial downturn than the cutback in gross 
fixed investment. In fact, when we look at 
the relation between the rates of growth of 
manufacturing production and those of 
manufactured imports, we find that while in 
general the two move in tandem, there are 
instances, such as in 1984-85 and 1987-88, 
when high manufacturing growth continued 
although import compression was greater 
than in 1991-92. Not surprisingly, the 
evidence suggests that duringthe early 1990$ 
it was not import reduction that was driving 
the recession, but the reduction in output that 
was dampening the rate of expansion of 
imports, lliat is, while periods of decline in 
manufacturing production do slow down 
import growth, liberal imports can and do 
rob the domestic manufacturing sector of the 
full benefits of any increase in the home 
market. 

In fact, this asymmetric relationship with 
the rate of change of manufacturing output 
appears to be true of real total central 
government expenditure as well. Clearly, 
the increase in such expenditure has provided 
a stimulus to industrial growth, since periods 
of rising government expenditure are also 
ones in which the rate of growth of 
manufacturing output is high. However, 
while real central government expenditure 
does fall to an extent in 1979-80 and tapers 
off during the early 1990s because of the 
enforced cut in the ccntial government’s 
fiscal deficit, the extent of the recession 
appears to be far more severe than warranted 
by the trend in real government expenditure. 
’Flic model suggests that the demand impetus 
provided to manufacturing by government 
revenue expenditure i s less than that provided 
by investment expenditure, whether private 
or public, although public investment clearly 
has a greater demand impact on manu¬ 
facturing sector than private investment. 

All this makes clear that it was the 


Tabu. 1; Indices of iNDUsnuxL Production 


General 

Index 

Annual 
Rate of 
Growth 

Manu¬ 

facturing 

Annual 
Rate of 
Growth 

Mining 

and 

Quarrying 

Annual 
Rate of 
Growth 

Electricity 

Annual 
Rate of 
Growth 

1986-87 

155.1 

9 1 

149.7 

9.3 

177.9 

6.2 

168.1 

10.3 

1987-88 

166 4 

7.3 

161.5 

7.9 

184.6 

3.8 

181.0 

7.7 

1988-89 

180.9 

8.7 

17.5.6 

8.7 

199.1 

7.9 

198.2 

9.5 

1989-90 

196.4 

8.6 

190.7 

8.6 

211.6 

6.3 

219.7 

10.8 

1990-91 

212.6 

8.2 

207.8 

9 

221.2 

4.5 

236.8 

7.8 

1991-92 

213.9 

0.6 

206.2 

-0.8 

222.5 

0.6 

257.0 

85 

1992-93 

218.9 

2.3 

210.7 

2.2 

223.7 

0.5 

269.9 

5 

1993-94 

2.32.0 

6.0 

223.5 

6.1 

231.5 

3.5 

290.0 

7.4 

1994-95 

253.7 

9.4 

245.4 

9.8 

248.8 

7.5 

314.6 

8.5 

1995-96 

284.2 

12.0 

278.7 

1.3.7 

265.7 

6.9 

340.0 

8.1 

Trend (1986/87 









1990/91) 

8.3 


5.9 


8.6 



9.2 

Trend (1986/87 









1990/91) 

7.4 


4.7 


7.9 



7.4 


Source' Economic .Survey, various issues. Economic and Political Weekly. August 3,1996 and CSO’s 
Press Release, August 19, 1996. 
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deceleration in the rate of change of gross 
fixed capital formation in the public and 
pti vatesectors that was primarily responsible 
for the early 1990s recession. The question 
that arises is: what factors accounted for 
the deceleration in real investment growth? 
To those acquainted with the effects of 
IMF-type ‘macro-economic adjustment’ 
elsewhere in the developing world, the 
deceleration in product!veinvestment should 
not come as a surprise. As a multi-country 
research project co-ordinated by economi sts 
in the Policy and Research Division of the 
World Bank’ suggests, there are a number 
of elements of such an adjustment package 
that affect capital formation adversely. To 
start with, a principal component of adjust¬ 
ment is a reduction in public expenditure. 
With a pre-existing administrative apparatus 
and a stock of debt which make a reduction 
in government consumption spending and 
interest outflows difHcult to ensure, public 
expenditure cuts more often than nut result 
in a cutback in capital formation in tlie 
public sector. Hence, if adjustment is not to 
result in an overall deceleration in investment, 
capital formation in the private sector must 
increase, if is to do more than neutralise the 
brake on public investment. 

Whether private investment will step in 
to take on the role of public investment 
depends on whether there is any pronounced 
positive association between public and 
private invc.stments. Many economists have 
argued for such an association in the Indian 
economy.” Even the studies undertaken as 
part of the World Bank project mentioned 
above found “strong complementarities 
between public and private investment for 
a panel of Latin American, African and East 
Asian countries.” The significance of this 
evidence needs to be noted. There are many 
who have argued that public sector capital 
formation, financed with public sector 
deficits, constitutes adraft on private savings 
and therefore pushes up interest rates and 
reduces private s«;tor access to credit. What 
the evidence suggests is that, even if true, 
the consequent positive effect of reduced 
public expenditure on private investment is 
overwhelmed by the adverse impact of 
declining public capital formation on .such 
investment. 

A preliminary exercise provided more 
detailed evidence on the influences cxplain- 
ingpri vate investment trends in India. Private 
investment consists of two components: that 
undertaken by the ‘household sector’ which 
also includes small business; and that 
undertaken by the “corporate sector”. 
Needless to say, the dominant influences on 
these need not be the same. A detailed 
statistical analysis that took account of all 
thb variables mentioned above for the 15- 
year period 1977 to 1992 did find that the 
principal determinants of household and 


corporate investments varied to an extent.’ 

In the case of household capital formation, 
the real interest rate appeared to have a 
strong negative effect while fixed capital 
formation in the government sector had a 
weak positive effect, although the latter 
relationship was better when lagged by one 
year. In the case of corporate fixed 
investment, fixed capital formation in the 
public sector had a strong positive effect 
while relative prices which can affect 
industrial profitability (such as the relative 
price of agricultural products with respect 
to manufactured goods or the real effective 
exchange rate) also exerted their influence 
in the expected manner. Thus, in both cases, 
fixed capital formation by the government 
was a significant determinant, but as expected 
the responsi veness of fixed capital formation 
in the household sector to this was far less 
than in the case of the corporate sector. What 
is more interesting is that while the level of 
the interest rate was significantly inversely 
related to capital formation in the household 
sector, it was not a significant negative 
influence on fixed capital formation in the 
corporate sector. 

All of this points to the strong comple¬ 
mentarity between public investment and 
private investment in the Indian economy. 
Rather than ‘crowd out’ private investment 
by its draft on private savings, public 
investment through its demand-generating 
effects and its provision of crucial 
infrastructural support, ‘crowds in' private 
investment. Hence, to the extent that a 
macroeconomic adjustment programme 
involves a reduction in the rate of growth 
of real public investment (as part of the effort 
to reduce the fiscal deficit), private investment 
is also likely to be depressed. This means 


that unless there is some major structural 
shift in the factors that drive private 
investment, such investment is unlikely to 
compensate forthe reduction in public capital 
formation that adjustment involves. 

The advocates of reform in India did expect 
such a structural shift. Thus, even when 
industrial growth was stilt low, the official 
Economic Survey argued that “structural 
reforms have had a positive impact on the 
investment climate in the country” and that 
“the conventional indicators suggest that the 
investment climate has remained buoyant”.* 
Clearly, the impression was that even if in 
the immediate aftermath of adjustment in 
private investment did not increase to the 
requisite degree, in course of time the ‘animal 
spirits’ of private entrepreneurs would 
respond adequately to the incentives that the 
liberalisation associated with adjustment 
involves. Those incentives came from vanous 
elements of the liberalisation programme 
aimed at facilitating private investment: the 
dismantling of government controls on 
capacity creation, production and pricing; 
improved access to imported capital 
equipment, raw materials and intennediates; 
and easier possibilities of technical and 
financial collaboration with foreign 
entrepreneurs. 

For these advocates of reform, the fact that 
despite several dampening influences, India 
witne.s.sed an industrial ‘boom’ of sorts 
implicitly suggests that liberalisation has 
permitted private industrial investment to 
break with its many-sided dependence on 
public investment, and register autonomous 
increases so long as access to finance is 
ensured toentreprcncurs. According to them, 
with stock market and capital market reforms 
and liberali.sed rules with regard to foreign 


Tabu-. 2: Comronents of Gross Capital Formation by Type op Assets and by Insiitution 

(Rs trare at l9H0-fil pru ts) 


1990-91 

1991-92 

1992-93 

1993-94 

Q 

1993-94 

1994-95 

Q 

Gross fixed capital fonnation 

50,317 

49,063 

49,825 

51.695 

54,189 

62,207 

Public sector 

20,601 

21,003 

19,350 

20,440 

20.765 

23,669 

Private corporate sector 

9,752 

14,516 

16,229 

21,056 

20.6.54 

22,152 

Household sector 

19.964 

l.3,.544 

14,246 

I0.2(K) 

12.770 

16,386 

Machinery and equipment 

31,559 

29,853 

.30.534 

32.579 

.14,.->4.3 

40,830 

Public sector 

11,7.50 

11.837 

10,599 

11.569 

H.690 

14.220 

Private corporate .sector 

8,759 

13.143 

14.671 

19,131 

18,7.52 

20,104 

Household sector 

11,050 

4.873 

5,264 

1,879 

4,101 

6..506 

ConsUuction 

18,758 

19.210 

19.291 

19.117 

19,646 

21..377 

Public sector 

8,851 

9.166 

8,751 

8,871 

9.075 

9,449 

Private corporate sector 

993 

I..373 

1..5.58 

1.925 

1.902 

2.048 

Household sector 

8,914 

8.671 

8,982 

8,-321 

8,669 

9,880 

Change in stocks 

6.9.54 

1.829 

.5.1.50 

1.126 

-626 

1,951 

Public sector 

987 

-970 

1,099 

1,408 

489 

449 

Private corporate sector 

2.280 

1.014 

2,213 

-1,165 

-2,387 

-979 

Household sector 

3,687 

1,785 

1,838 

883 

1,272 

2.481 

Cross capital fontuition 

57,271 

.50,892 

.54,975 

52,822 

.53..563 

64,1.58 

Public sector 

21..588 

20,033 

20,449 

21.848 

21.2-54 

24,118 

Private corporate sector 

12,032 

l.5..5,30 

18,442 

19,891 

18,267 

21.173 

Household sector 

23.651 

15,329 

16.084 

11.083 

14,042 

18,867 


Source: National Accounts Statistics and CSO Quick Estimates Press Kelcase. 
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apital entry having ensured such access to 
Inance, the 'animal spirits' of entrepreneurs 
/ere significant enough to set off a wave of 
nvestment that helps lift the rate of industrial 
irowth. Capital formation estimates appear 
0 partially corroborate that case. Thus, with 
;ovemment capital formation stagnating, 
vhile agricultural product prices were rising 
nd the real exchuige rate depreciating in 
lie early 1990s, capital formation in the 
private corporate sector should have been 
dversely affected (Table 2). However, CSO 
igures suggest that capital formation in 
he private sector (at 1980-81 prices) rose 
rom Rs 12,032 crore in 1990-91 to 
Is 15,329 crore in 1991-'92, Rs 18,442 
rore in 1992-93 and stood at Rs 18,267 
rorc in 1993-94. Relative to GDP, this 
mounted to a rise from 4.6 per cent in 
990-91 to 5.9 per cent in 1991-92 and 6.7 
cr cent in 1992-93 (Table 3). The 1993-94 
igure stood at 6.1 per cent. In the case of 
ouschold capital formation, with govern- 
nent capital formation stagnating between 
990-91 and 1993-94 while interest rates 
emained high, this segment of private capital 
ormation should have also been dampened, 
fere, the evidence indicates that it was. 
Vt constant 1980-81 prices it fell from 
Is 23.651 crore in 1990-91 (11.3 per cent 
pfGDP).toRs 15,329 crore in 1991 92(7.8 
ler cent), rose marginally to Rs 16,084 crore 
n 1992-93 (7.7 percent) and then fell again 
oRs 14,042 crore in 1993-94 (6.6 per cent). 
Thus, the 'corporatisation' of private capital 
ormation until 1993-94 .seems to tally with 
he expected link between liberalisation, 
irivaic corporate investment and industrial 
;rowth, especially since public capital 
ormation was declining relative to GDP. 

However, there are two aspects of the.se 
istimates which conflict with that 
;eneralisation. First, the revival of private 
-orporate investment occurred during 
1990-91 to 1992-93, which is well before 
he post-relorm industrial recovery. Second, 
dative to GDP the decline in household 
:apital formation (3.6 percentage points) 
vas much more than the increase in private 
lector capital formation (2.1 percentage 
mints), so that overall private capital 
formation has been on the decline. 
Unfortunately, revised estimates of capital 
formation are not available for the period 
ifter 1993-94 and large revisions of the 
CSO’s ‘Quick Estimates’ are the norm, 
making them an inadequate basis for 
judgment." However, the Quick Estimates 
for 1994-95 point to a significant increa.se 
in real capital formation in all sectors, 
amounting to 13 per cent in the case of the 
public sector, 16 per cent in the private 
corporate sector and 34 per cent in the 
household sector. If acceptable, they suggest 
that the break with the earlier period appears 
more generalised in that year. 


The CSO’s aggregate figures on capital 
formation seem to support this argument on 
the surface. In the immediate post-reform 
years, gross capital formation in the economy 
fell sharply from 27.1 per cent of GDP in 
1990-91 to 23.6 percent in 1991-92,22 per 
cent in 1992-93, 21.6 per cent in 1993-94 
and then rose sharply to 25.2 per cent 
according to the quick estimates for 1994-95. 
It is true that capital formation in the private 
corporate sector rose from 4.6 per cent of 
GDP in 1990-91 to 5.9 per cent in 1991-92 
and 6.7 per cent in 1992-93 and after a 
marginal fall to 6.1 per cent in 1993-94, 
settled at 6.6 per cent of GDP in 1994-95. 
However, capital formation in the household 
sector, which fell sharply from 11.3 percent 
in 1990-91 to 7.8 per cent in 1991-92, 7.7 
per cent in 1992-93 and 6.6 per cent in 
1993-94, rose back to 7.8 per cent in 1994-95. 
Thus, while the improvement in corporate 
capital formation was partly neutralised by 
the decline in household sector capital 
formation in the early 1990s, it was supported 
by it in 1994-95, when the household sector 
contributed quite significantly to the rise in 
overall capital formation. If the 1994-95 
trend is combined with the fact that public 
expenditure rose sharply in 1993-94resulting 
in the highest post-reform deficit of 7.5 per 
cent of GDP, an explanation for the return 
to higher rates of growth appears readily 
available. Public expenditure and private 
capital formation together seem to underlie 
industrial buoyancy. 

However, there is still one reason for 
scepticism. Relative toGDP private corporate 
capital formation rose only marginally 
between 1993-94 and 1994-95 from 6.1 per 
cent of GDP to 6.6 per cent, so that the 


1 Household sector (I. I -i-1.2) 2U 

1.1 Financial savings 8.7 

1.2 Physical savings 11.3 

2 Private corporate sector (2.1 +2.2) 2.7 

2.1 Joint stock companies 2.6 

2.2 Co-op banks and societies 0 1 

.3 Public sector (.3.1+3.2) I 

3.1 Public authorities (.3.1.1+3.1.2) -2.1 

3.1.1 Government administration -2.8 

3.1.2 Departmental enterpnscs 0 7 

3.2 Non-departmcntal enterprises 3.1 

4 Gross domestic savings (1+2+3) 23.7 

5 Net capital inflow 3.4 

6 Gross capital formation 

(4+5 or 7+8 or 9+10) 27.1 

7 Gross capital formation by type of 

asset and by institution (7.1 +7.2+7.3) 25.7 

7.1 Household sector 11.3 

7.2 Private corporate sector 4.6 

7.3 Public sector 9 / 

8 Errors and omissions 1.4 


Source: Same as Table 2. 


overall increase in capital formation from 
21.6 per cent ip 1993-94 to 25.2 per cent 
in 1994-95 was due largely to a 1.2 percentage 
points increase in the ratio of capital 
formation in the household sector to GDP 
and a 1.8 percentage points increase in the 
case of the 'errors and omissions' category. 
These trends in the sectoral composition of 
capital formation, especially the unusually 
large 34 percent increase in household sector 
capital formation, call for closer scrutiny of 
the CSO’s figures. 

Central to savings and investment estimates 
in India is the idea that domestic investment 
must always identically equal the domestic 
savings plus net capital inflows from abroad. 
Net capital inflows, which equal the deficit 
on the current external account are obtained 
from balance of payments statistics. In a 
division of responsibility .suggested by the 
Raj Committee on Savings, the CSO is 
primarily responsible for estimates on the 
investment side and the RBI for estimates 
on the savings side. The CSO follows a 
product-flow approach in estimating 
investment by assets. Overall investment is 
taken to be the sum of ‘investment goods' 
(machinery, construction and inventories) 
available in the economy either based on 
domestic production or through net imports, 
which gives the apparent consumption ot 
such investment goods. This global figure 
is supplemented by estimates of corporate 
investment from company balance shed 
data and of public investment fiom budget 
data. The difference between the overall 
investment figure and the total of private 
corporate and public sector investment is the 
residual that is treated as being the investment 
in physical assets by the hou.schold sector 


17.8 

15.5 

15 9 

17 4 

18 9 

lO.I 

7.8 

10 3 

10.8 

II 1 

78 

7.7 

5 6 

6.6 

78 

3.2 

3 

4 

3 5 

38 

3.1 

2.9 

.3 9 

3 4 

37 

0.1 

n.i 

0 1 

0 1 

0 1 

2.1 

1 5 

0 2 

0 5 

1 7 

-1.4 

-1,2 

-2.7 

-2 5 

1 8 

-2 1 

-1 9 

-3.8 

-3.4 

-2.8 

0 7 

0.7 

l.l 

0 9 

09 

3.4 

2.8 

2.9 

3 

3 5 

23.1 

20 

20.2 

21.4 

24,4 

0 5 

2 

0.3 

0.3 

08 

23.6 

22 

20.4 

21.6 

25.2 

22 9 

23.3 

21.3 

21 .3 

2.3.2 

78 

7.7 

5 6 

6 6 

7 8 

5.9 

6.7 

68 

6 1 

6.6 

9.2 

8.9 

8.9 

8.6 

88 

07 

-1.3 

-0.9 

0,3 

2 1 


Table 3. CSO Estimates of Savinos and Cafital Fohmation as Per Cfnt oe GDP at 

Current Prices 


1990-91 1991-92 1992-93 1993-94 1993-94 1994-95 

0 Q 
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Any errors in estimating the overall level of 
investment in the economy or in the public 
and private corporate sector components 
therefore affect the estimated household 
investment in physical assets. 

On the savings side, public and private 
corporate sector savings arc once again 
estimated I'rom budget and balance sheet 
data. Household savings are estimated in 
two parts; one consisting of household saving 
in the form of physical assets, which is 
nothing but the residual obtained on the 
investment side as described above, and. the 
other of household financial savings, 
obtained from data on the assets and liabilities 
of the financial sector, adjusted tor 
outstanding positions with the public and 
private corporate sector. Given the need to 
satisfy the investment savings-identity, any 
excess of domestic savings plus net external 
capital inllows over the C.SO's investment 
estimate is added on to the capital formation 
tlgureundci the head ‘errorsand omissions'. 
It should be clear that any overestimation 
of the ‘residual’ m the loini ol household 
physical savings, inllaies the overall level 
of savings, and iheieloie the estimate of 
capital loimation ‘.idjusted’ loi errors and 
omissions. 

This structuie ol estimation suggests that 
when serutinisingeapit.il foriiiation estimates 
we have to look, in particular, at three 
possibilities hirst, that there is no error in 
the global cslimalc of investment, which by 
intlatingthc ‘ic.-iiduar estiniateofhouschold 
mvestnicnt in physical assets increases 
household savings ,is well. .Second, that there 
isnoiiitlationol household fnuincial savings 
which IS calculated as a residual from data 
on the assets and liabilities of the linanciai 
sectoi And. thud, that these two eirors 
together do not inllate the ‘errors and 
omissions’ item m the ‘adpisted’ capital 
formation i;stimates 

Unfortun.itely, on all these count.s there 
.seems to be leason to doubt the veiacity 
of the mvcslineni and savings ligures in 
1 d‘>4 which support the case for a sharp 
revival in capital lorniatioii during the later 
reloiniyears (’onsidei iheovcrall investment 
ligure. lorexainple In I W4 .<)5, when capital 
formation as a proportion ol GDP lose quite 
sharjily, capital loriiiation by the household 
sector III the foim of machinery and 
equipment rose by per cent. This, in that 
yc.ir. amounted to 22 70 pei cent ol the 
inciease in total cajiital lornialion. As a 
resiili, the share ol the household sector in 
purchases ol maehineiy and equipment is 
shown to have risen fioiii 12 per cent in 
IW1-94 to U. per cent in 1994-95. This 
implies lh.it the estiiiiale ol total purch.ises 
of machinery and equipment lose much more 
th.iii th.it which can be diiectly •.iitribiilable 
to the public and private corporate sectors, 
resulting m a noticeable increase in physical 


2.S42 


asset creation by the household sector. 

Whether this increase is acceptable or not 
depends on two factors: whether the 
aggregate estimate of machinery and 
equipment purchases is reliable; and whether 
the direct estimates of capital formation of 
the public and private sectors is valid: 
However, from the point view of the 
aggregate capital formaTwn 
unadjusted’ for errors and omissions, the 
latter is not a problem, since it would merely 
attribute to the household sector, what might 
rightfully belong to the other sectors. 
However, if the aggregate estimate itself is 
questionable, then the residual, large increase 
being attributed to the household sector may 
be an overestimate. There is reason to believe 
that this is what has actually happened in 
1994-95. 

One reason why capital formation in the 
form of machinery and equipment has gone 
up significantly in 1994-95, by as much as 
18 per cent in constant price and 29 per cent 
in current price terms, is becau.se that was 
a yea*- in which both domestic production 
and imports of capital equipment went up 
sharply. Unlike 1992-93 and 1993-94, when 
prixluction of capital goods fell while imports 
rose by more than 20 per cent a year because 
of liberalisation, in 1994-95 production rose 
by 24 per cent when imports rose by 26.1 
per cent.'" That is contrary to the view that 
prevailed during much of the post-1985 
liberalisation that increases in capital goods 
imports adversely aflect production in the 
domestic capital goods sector, 1994-95 .seems 
to suggest not merely that capital formation 
rose sharply, but also that it benefited both 
the domestic industry and international firms. 

There is, however, a major change which 
has occurred in the period of accelerated 


liberalisation since 1991. Because of the 
4iberali lation of trade and foreign investment 
rules, many domestic and international 
'manufacturers have chosen to set up 
cap^ties in India, separately or in 
. ciiiMoration, to as.semble a range of 
' commodities varying from ‘electrical 
machinery ’ - which because of classi fication 
problems is often aeuphemism for consumer 
durables of various kinds - to automobiles. 
To assemble these commodities, which are 
by their very nature import-intensive, 
imports, even of semi- or completely- 
knocked down kits, from the a foreign 
company or its third-country subsidiary, are 
resorted to. These imports, of machines and 
components, get recorded as capital goods 
imports in the form of either complete 
equipment or pans. Sincedomestic assembly 
based on such imports, is accompanied by 
sale at relatively high margins of the final 
product, which is also a capital good, the 
domestic value added associated with such 
activity also tends to be high. And. in any 
case, the value of domestic production, or 
domestic output, would include not merely 
the value added component, but the value 
of imported inputs as well. That is, a change 
in the nature of the domestic capital goods 
industry, encourages a tendency for imports 
and domestic production of this category of 
goods to rise simultaneously, if in these 
circumstances the methodology of using both 
imports and domestic production as 
‘independent’ indicators of capital goods 
demand is used, there would be a definite 
tendency towards double counting, when 
overall purcha.scs are cstinyit^d. 

Interestingly, 1994/95 is the first year in 
which the trend towards a simultaneous 
increase in imports and domestic production 


■~xuu‘ 4. .Savinos of ihk HoiiSkiiuLU SEfTO* IN Finawiai. Assets 



1985-86 

1990-91 

1992-93 

1993-94 

1994-95 

Gloss savings 

25,562 

56,858 

75.723 

98.126 

135,348 

Bank deposits 

10.603 

16.600 

27,542 

29,220 

.57,426 

Lie and PF. ele 

5.967 

16.754 

21,931 

27.796 

31.963 

Share and dehenlurc 

I..394 

4,974 

/.332 

8,853 

9.098 

Oihcrs 

7,.598 

18,530 

23.026 

32.257 

36,861 


Siiurrf Rc.scrve Bank of India. Report on Currency and Finance. Vol II. 


Tabu 5' Financial LiAiiiLmes oi thf Hoiislholo Sector 


1985-86 

1990-91 

1992-93 

1993-94 

1994-95 

Gross savings 

iTnaneiul liabilities of the hou.sehold 

25..562 

,56,858 

75,723 

98,126 

1.35..348 

SCLtlH 

6,983 

10.505 

16,-395 

11,995 

30,046 

1 Bank a'‘vaiiccs 

2 Loans and advances from other 

6,043 

8,480 

13,820 

9.134 

26,077 

Hinuncial institutions 

646 

1.154 

1,839 

1.868 

2,854 

3 Loans and advances from government 

4 I Alans .md advances fnitii 

205 

611 

441 

698 

805 

cu-u|icrutivc nnn-credtt societies 
.Savings (net) oi the household sector in 

89 

260 

295 

295 

310 

rinancial as.sels 

18,579 

46.353 

59.328 

86.131 

IO,5,.3()2 


.Source. .Same as Table 4. 
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has affected the numbers. This is possibly 
explained by the fact that, after a year when 
production recovered from its 1991-92 and 
1992-93 slump, this was the year when wc 
had seen a revival in industrial growth. It 
must be noted that the pick up in capital 
goods production is accounted in large part 
by the .segment ‘electrical machinery and 
parts', which, besides automobiles, is one 
m which the tendency towards new inter¬ 
national alliances Is most visible, partially 
corroborating the case for double counting. 
Unfortunately, neither does the category 
capital goods in imports data correspond 
with that in production data, nor do wc yet 
have access to commodity group-wise 
information on capital goods imports. 
However, there are strong reasons to believe 
that when the data becomes available the 
argument on double counting would be 
corroborated. 

f If it is, then the ‘residual’ investment in 
physical assets in the household sector would 
prove an overestimate. To that extent the 
ligures quoted by the CSO suggesting an 
increase in the rate of saving and investment 
in the economy, while in keeping with the 
CSO’s methodology, would be the result of 
an ovcrestimation that calls for correction. 
If and when corrected, the figures may show 
that the improvement in saving propensities 
or investment rates in the economy were not 
that significant. 

The second area of doubt regarding the 
investment and savings estimates relate to 
theestimatesof household financial savings. 
Household financial savings are estimated 
hy the RBI using the data on holdings of 
individual financial instruments, with annual 
savings being the addition to total tinancial 
assets net of all financial liabilities In 
1904 - 95 . such savings accounted foi a 
significant part of n .1 percentage poinis 
increase in the savings rate from 21.4 per 
cent in 1993-94 to 24.4 per cent. Underlying 
this contribution was the fact that, despite 
signs of a decline in life insurance, provident 
funds and units, household financial savings 
are reported to have ri.sen relative to GDP 
hecau.se of a steep incrcu.sc in bank deposits 
from Rs 29.220 crorc (or 3.6 per cent of 
GDP) to Rs .S7.426 crorc (or 6.1 per cent 
of GDP). This implies an increase in total 
household deposits (bank and non-bank) 
Irom Rs 37.359 crore in 1993-94 to Rs 
65.782 crore in 1994-95. The RBI’s Report 
<>n Currency and Finance, 1994-95 
leproduces these figures. 

Interestingly, however, the RBI’s Annual 
Report for 1994-95 released earlier had 
shown that household deposits had risen 
irom Rs 37,329 crore in 1993-94 to only 
Rs 52,434 crore in 1994-95. To many 
I bservers this 25 percent difference of more 
than Rs 13,000 crore (or 1.4 per cent of 
CiDP) between the Annual Report figures 


and those finally used by the CSO was a 
puzzle. It subsequently emerged that part of 
the increase has occurred because the 
’revised' figures for 1994-95 arc based on 
data for 27 fortnights while that for 1993-94 
was based on data for 26 fortnights us should 
be the case. As the Fconomir and Political 
Weekly, which first reported this discrepancy 
argued; "It is obviously wrong to take data 
for an unequal number of fortnights in the 
different years as this would distort savings 
trends.’’" When this distortion is corrected, 
not only do the savings rate decline, but so 
do the "errors and omissions” item in adjusted 
capital formation estimates, for reasons cited 
above. 

This leads to the last point on the capital 
formation figures for 1994-95. If. as has 
been argued above, there is strong likelihood 
of an ovcrestimation of both ‘household 
savings in physical assets' and household 
financial savings, there should be a 
substantial degree of discrepancy between 
the estimates of savings and of unadjusted 
investment, resulting in a large ‘errors and 
omissions' figure in the adjusted capital 
tormation estimates. As expected, the ’errors 
and omissions’ category in 1994-95 amounts 
to 2,1 per cent of GDP, up from just 0.3 per 
cent in 1993-94. This increase accounts for 
50 per cent ol the increase in the capital 
formation rale in 1994/95. 

Thus, there arc ailequatc grounds to believe 
that a majoradjusimentol the 1994-95 capital 
formation figures is likely, which may 
contradicttheclaimol a revival of investment 
and 111 all probability point to the persistence 
ol a declining trend Among the many 
macroeconomic indicators the Government 
has pul together in Fconomir Siiirev 1995-96 
to support Its pr(.ipngandist overview ol five 
years ol ‘reform’, aic the quick estimates of 
savings and investment recently released by 
the Central Statistical Organisation (CSO). 
The above discussion suggests that not only 
has there been no such revival in investment 
but also that the stagnation in private 
corporate investment after 1992-93 works 
against whatever remains of the ‘animal 
spirits’ argument 

This of course leaves unexplained the 
evidence of industrial recovery provided by 
the indices of industrial production. It can 
be argued that liberalisation, combined with 


devaluation, has resulted in an increase ir 
manufacturing production directed towards 
export markets, especially from the small 
andeven unorganised manufacturing .sectors 
This explanation is supported by the evidence 
that the value of exports in dollar terms has 
recorded a turnaround and that much ot the 
expansion in manufactured export production 
is attributable to the small and unorgani.sed 
sectors. The difficulty here is that net exports 
have in all probability declined, since 
liberalisation has also resulted in a sharp 
increase in capital goods imports. So while 
exports might provide sectoral explanation} 
of growth, the overall eflect of libcralisatior 
on industrial production would in all 
likelihood have been adverse. 

Wc therefore need to look el.sewhere foi 
features of liberalisation that spui 
manufacturing production Viewed from tht 
supply-.Mdcthercisonerea.son why itshould 
It has been known for long that oni 
consequence of the complex of import- 
substitution policies pursued by India till thi 
mid-198l).s was the pent-up demand for : 
range of manufactured goods, includinp 
specific biatids ol such goods. Knowledgi 
of these coiikl be acquired by consumer; 
from the internation.il market, but tiu 
products themselves could cither not bt 
acquired within India or acquired only a; 
prohibitive costs, Liber.ilisation ol the kin< 
pursued in India, which frees access u 
iiiici mediates, coidponents and capital giHids 
while protecting most eml-pioducts, as wel 
as reduces tarilfs substantially, allows foi 
the domestic piodiiction/assembly and sah 
ol these commodities m a lelatively shor 
span of time. This wciirs at two levels' (irsl 
by relatively small firms that combine cliea| 
imports .iiid domestic parts to seiviie wha 
IS not always correctly described as the ‘gie; 
market’; and .second, hy larger linns, verj 
often in collaboration with Internationa 
producers with a well-cultivated bland linage 

While such products do have a readj 
market, they would not contribute to a tie 
addition in domestic production it the; 
displace similar or other products in tht 
consumer’s basket of purchases. Thus if iht 
availability ol new goods is to spur growl! 
It must be accompanied by a net accretioi 
to demand ;ifier aceouming lor the displ.ii e 
mciit ol previously available ’substitutes' 


Tabu. 6' .Shari in (if)P ai ,mp or ('omi’oni.nis or Hoi'si.noi.i> .Savini.s 

(Pei lent 



19X5-X6 

1990-91 

1992-9.3 

1993 94 

1994 9.S 

Gr savings in FA 

9 7 

10.6 

10 7 

122 

14 3 

Bank deposit 

4 0 

3.1 

39 

3 6 

6 1 

Lie and PF, etc 

2 3 

t 1 

.3.1 

3 S 

14 

.Share and debenture 

0..S 

0 9 

1 0 

1 1 

1 0 

Others 

2 9 

3 .S 

3 t 

4 0 

.3 9 

Net savings in FA 

7 1 

8.7 

8.4 

108 

11 1 


Souri e: .Same as Table 5 
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In the short run such net additions to demand 
can be financed either with the flow of 
hitherto unaccounted incomes into the market 
for goods, or with an element of dissaving 
reflected by reduced financial savings, or 
through increased recourse to consumer 
credit. There is reason to believe that in 
much of urban India and some parts of rural 
India, such a tendency is underway, driven 
by easy access to consumer credit. 

It has been argued above that a 
liberalisation-induced rise in imports of 
knocked-down components for capital goods 
of various kinds, especially items like 
automobiles and electronic goods, can result 
in an overestimation of aggregate investment 
through a form of double counting. The 
problem, however, docs not end here. The 
financial savings of the household sector 
consist ot the addition to its holding of 
different kinds of financial instruments net 
of the increase in its financial liabilities. 
These financial liabilities take the form of 
loans and advances obtained from 
commercial hanks and from the rest of the 
financial sector. An interesting feature in 
recent times has been the consumer finance 
boom, which on the one hand increases the 
financial liabilities of the household scctoi, 
and on the other increases its purchases of 
precisely those commodities that contribute 
to the ‘double-counting' error that 
exaggerates the household physical savings 
spoken of above. 

It could he argued in response to this 
argument that the real growth has been in 
household financial savings rather than 
physical savings. Through much of the lySOs 
phy.sical savings exLccdcd linancial saving.s. 
accounting for more than 60 per cent of the 
total in 1980-KI, more than 51 per cent in 
1985-86 and more than 55 per cent in 
1990-91. However, in 1993-94 physical 
savings contributed just around 38 per cent 
of total household savings, and in 1994-95 
itaccounted foi justover41 per cent.''* Thus, 
one feature of liberalisation has liecn a sharp 
rise in household financial savings, which 
involves no double counting. 

The reasons for this tiend appear to be an 
increase in investments in financial 
insiniinents other than bank deposits, such 
as life insurance, provident funds and 
pensions, on the one hand, and shares and 
debentures, on the other (Table 4). Financial 
liberalisation has meant both an element of 
disintermediation with banks losing (heir 
role as major channels for financial savings 
as well as a rise in financial savings by 
households. However, there are two features 
of household financial behaviour which are 
missed out in this characterisation First, the 
financial portfolio of households is quite 
volatile. There was a h'ke in the interest rates 
on bank deposits in response to the 
diversification away from deposits. This, 


combined with the slump in stock markets 
in 1994-95, increased bank deposits by 
households sharply in 1994-95, with their 
share in gross household financial savings 
rising from 29.8 percent in 1993-94 to 42.4 
per cent in 1994-95. The 1994-95 share of 
bank deposits is higher than that in 1985- 
86. Second, while gross financial savings of 
households rose sharply (Table 6) from 10,7 
per cent of GDP in 1992-93 to 14.3 per cent 
in 1994-95, net financial savings after rising 
between 1992-93 and 1993-94 from 8.4 per 
cent in 1992-93 to 10.8 per cent in 1993-94, 
stagnated in 1994-95. This was because the 
financial liabilities of the household sector, 
having fallen from Rs 16,395 crore in 
1992-93 to Rs 11,995 crore in 1993-94, rose 
sharply to Rs 30,046 crore in 1994-95 
(Table 5). Much of this increase was because 
of huge increase in bank advances to the 
household sector. 

This aspect of the financial behaviour of 
the household sector is also related to 
financial liberalisation. Banks, which are 
being forced to offer higher interest on 
deposits given the relative returns of other 
assets, and are now also partially freed 
from constraints on their lending, are opting 
for consumer finance which offers much 
higher spreads than other forms of lending. 
Flush with lunds because of the rise in 
deposits and concessions provided by the 
government, banks increased (heir lending 
by 28.7 per cent in 1994-95 to Rs 47,143 
crore, as compared with an 8.2 per cent 
increase to Rs 12,.346 crore in 1993-94. 
Not surprisingly, this increase was all 
due to non-food credit, with the growth in 
food-credit being lower at 12.5 per cent in 
1994-95 as compared with 61.8 per cent 
in 1993-94. That consumer credit was an 
important contributor to non-food credit 
growth IS iidicated by the fact that 
scheduled banks’ lending to sectors ‘other’ 
than agnculture, small-.scalc industries, other 
priority .sectors, medium and large industry 
and (he wholesale trade, rose by Rs 9,232 
crore in 1994-95 as compared with just 
Rs 1,916 crore in 1993-94. In addition, 
there has been a phenomenal growth of non¬ 
hank financial companies in the post- 
liberalisation pcruxl to an extent that there 
is now no real RBI monitoring over these 
companies, which have become a major 
source of consumer finance. 

Thus, if the household sector has been 
buying more financial instruments, it has 
been txirrowing more as well. In the event, 
there has been a dissociation between the 
gross financial investments by the household 
sector and its actual net financial savings, 
even according to the RBI accounts. This 
means that unless this much increased 
household borrowing was entirely for 
purposesof carrj'ingout physical investment, 
the overall .savings rate could be stagnant. 


notwithstanding the rise in household, gross 
financial savings. One can of course take the 
official figures at face value and conclude 
that there was indeed a massive increase in 
physical investment by the household sector, 
and the higher household debt was entirely 
to finance such investment. But given the 
overwhelming evidence of a hefty 
liberalisation-induced increase in debt- 
financed purchases of consumer durables oi 
various kinds, there is an alternative 
explanation. In a liberalised regime, where 
imported components are used tc 
manufacture consumer durables which arc 
then marketed with the provision of liberal 
consumer credit, financial dealings by 
households conceal a consumption trenc 
which aggravates the problem of double 
counting of household physical savings. 

Consumer finance is provided precisely 
for those commodities - automobiles 
electronic goods, personal computers - which 
because of classification problems gel 
registered as capital gixxls and in whose case 
the import-intensity of domestic productior 
is extremely high. These arc precisely tht 
commodities which contributed to both th< 
simultaneous rise in capital goods import! 
and the domestic production of capital goods 
For reasons mentioned earlier, the rise in th« 
consumption and domestic production o' 
such commodities increases the double' 
counting error in product-flow e$timat’.:s o: 
total investment and therefore in at 
overestimate of the residually calculatec 
household saving in (he form of physica 
assets. Pul simply, the changed financia 
behaviour of households, which results ii 
a stagnation in financial savings in a yeai 
in which fimmcial investments rise, alsi 
results in a greater ovcrcstimation o 
household saving in the form of physica 
assets. 

The implication of this is that thougl 
capital formation figures partially suppor 
the argument of an investment-led boom 
what is actually occurring is a consumption 
led boom which because of estimatioi 
problems shows up on the investment side 
This process of course is limited by tw( 
factors: first, the fact that credit of this kirn 
can be provided only for durables with somi 
resale value; and, second, by the level U 
which the overhang of credit can proceei 
before defaults become routine. Thus, thi 
rapid growth in ‘new markets’ of this kim 
is bound to exhaust itself, just as the ‘once 
for-air market that import substitutioi 
initially provides did. This would be tru< 
for one other rea.son; consumption spendinj 
of the kind unleashed by liberalisatioi 
would have limited multiplier effects in thi 
domestic economy given the high import 
intensity and low employment, intensity 
characteristic of the production of sucl 
commodities. 
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To conclude, in the implicit debate on the 
relative role of ‘animal spirits' and credit- 
fuelled consumption in explaining the 
paradoxical recovery of industrial growth in 
post-reform India, the corporatisation of 
private investment and the recent evidence 
of a sharp rise in aggregate savings and 
Investment have provided support to those 
who argue for a link between liberalisation, 
private investment antf industrial growth. 
However, close scrutiny of capital formation 
Estimates indicates that no such linkage can 
tic established. What liberalisation has done 
Is to unleash a consumption boom, fuelled 
l)y the consumer credit surge that 
accompanies financial sector reform. Such 
a boom not only increases balance of 
payments vulnerability if it is not 
accompanied by rapid export growth, but 
also offers in terms of markets only a once- 
for-all market that would exhaust itself unless 
some other stimuli ensure an expansion of 
ihe home market for manufactures 

Notes 

1 The revisions in the case of textiles were over 
and above a revision in the index earned out 
inearly 1994 which had thecfructofincieasing 
the estimated output of this sector during 
ApnI-Deceinber 1993 by over 10 pei cent 
compared to that published in December 1993. 
Refer C P Chandrasekhar and Abhijii Sen, 
‘Industrial Recession and Prospeet of 
Industrial Recovery', Macmscan, Business 
Line. February 3, 1994. 

2 Figures arc computed from data in Reserve 
Bank of India, Report on Currency and 
Finance, Mumbai. 1996. 

3 Government of India. Ministry of Finanec, 
BudfielataGlani e. l')<)6/97. Budget Division, 
MOF, July 1996 

4 The legression exercise which seeks an 
explanation fur changes in the rate of growth 
of manufacturing production had ns its 
determining variables the rate of change 
total gross fixed capital formation and the 
lagged level of total fixed capital lormalion, 
the level of total central government 
expenditure, the level of iiiunufactured 
imports, and the lagged level of the index 
of industrial production, which captures the 
persistence over more than one period of 
the effects of the other determining variables. 
To avoid dimensional problems logarithmic 
values of absolute real values had been 
taken in the analysis. The estimated equation 
was of the form: 

Y = -2.0.5 + 0.59X, + 0.26X, - 0.06X, -t 

0.36X^ - 0 58X, 

Y = Rate of change of index o( industnal 

production for manufacturing 
X, = Rateofchangeofrealgrossfixedcapital 
formation 

Xj = Log of teal total central government 
expenditure 

X, = Log of real value of manufactured 
imports 

X, = Lagged value of log of teal total gross 
fixed capital formation 
X, = Lagged value of log of index of 
industrial production for manufacturing 


The R-squared value was 0.85. All variables 
were significant at less than 5 per cent level. 
The Durbin-Watson Statistic was 2.78. 
CPChoiidrasekharand AbhijitSen. 'Industrial 
Recession and Prospect of Industrial 
Recovery', Macroscan. Business Line. 
February 3, 1994. 

5 Serven, Luis and Andres Sotimano (eds), 
SuMng for Growth After Adjustment: The 
Role of Capital Formation. World Bank. 
Washington, DC. 1993, pp 287. 

6 See forexample l^bhat Patnaik and S K Rau, 
‘Towards an Explanation of Crisis in a Mixed 
Underdeveloped Economy', Eamomic and 
Political Weekly. Annual Number. 1978. 

7 C P Chandrasekhar and Abhijit .Sen, ‘An 
Overview of the Investment Strategy’, 
Macroscan, Business Line. March 11, 1994. 


8 Government of India, Ministry of Finance 
Economic Survey. 1993-94, Delhi, 1944 
pp 99-100 

9 Thus in 1993-94, household sector capital 
formation and private sector corporate 
formation were Rs 11,083 crorc and 
Rs 19,891 crorc, respectively, as per the 
quick estimates. These were subsequently 
revised to Rs 14,042 crorc and Rs 18,267 
crore. 

10 Government of India, Ministry of Finance, 
Economic Survey. 1995-96, Delhi, 1996. 

11 ‘The Economy; Overestimating Saving’. 
Economic and Political Weekly. June 15, 
1996. pp 1424-25 

12 Figures computed from Reserve Bank ol 
India, Report on Currency and Finance. 
various issues. 
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Three generations of 
small savers. 

There’s one thing they all trust-Units. 



UNIT TRUST OF INDIA 

I'or your hater tomorrow 


All investments m mutual funds and securities are subject to market risks and the NAV of the schemes 
may go up or down depending upon the factors and forces affecting securities market There can be no 

assurance that the Fund's objective will be achieved. 


'ISTA 4. SAATtm-H2 
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Foreign Direct Investment and Domestic 
Savings-Investment Behaviour 

Developing Countries’ Experience 

Biswajit Dhar 
Saikat Sinha Roy 

Two main arguments have been advanced in support of the role of foreign direct investment (FDD in stimulating 
growth processes in developing countries. The first, essentially a short-term view, maintains that FDI can help mitigate 
problems encountered in external debt management. The second takes a longer-term perspective while arguing that 
FDI has the potential of meeting the domestic resource gaps of developing countries thereby enhancing their growth 
prospects. This paper examines these two views by looking at the experience oj 16 developing countries which have 
attracted the largest flows of FDI and have the largest stocks of FDI in the developing world. 


IN recenl years, the rote of foreign direct 
investment (FDI) in stimulating growth 
processes, particularly in developing 
countries, has increasingly been emphasised.' 
Two main arguments have been advanced 
in support ot this view. The first, essentially 
a short-term view, maintains that FDI can 
help mitigate problems encountered in 
external debt management [Kumc and Ito 
19891. The second takes a longer-term 
perspective while arguing that FDI has the 
potential ot meeting the domestic resource 
gaps of developing countries thereby 
enhancing their growth prospects 

The former view gained currency in the 
aftermath of the debt crisis that several 
developing countries encountered in the 
1980s. It IS based on the argument that FDI 
enables countries to manage their problems 
arising out of mounting external debt by 
providing an alternative souice of long-term 
finance. The importance of this non-debt 
creating source of inllow was emphasi.sed 
as several developing countries experienced 
negative net transfers on debt in the second 
half of the 1980.s. Such negative transfers 
exposed the inherent vulnerability develop¬ 
ing countries laced as they increased their 
dependcnccon pn vatecapital markets within 
a rclativelv short period of time. Among 
other measures that were employed in this 
situation was Ihcdebt-cquily swaps, in which 
foreign investors offered to buy a predeter¬ 
mined volume of debt stock of the .severely 
indebted countries at the going market rate 
and thus reduce the debt-overhang of these 
problem debtors. Although the debt-equity 
swaps did no become a major component 
of the debt management strategy adopted in 
the late 1980s, the importance of equity 
capital has increased quite substantially in 
the 1990s, while all other forms of capital 
flows todevelopingcountries were increasing 
at vastly slower rates than in the past. 

FDI flows, which in 1990 were $ 25 billion 
increased to more than $ 90 billion in 1995 
(World Bank 1996).Thcimportanccof these 
flows in relative terms can be gauged from 
the fact that while in 1990 these flows were 
less than a quarter of the aggregate net resource 
flows to all developing countries, in 1995 
their share had increased to nearly 40 per cent. 


The long-term view of benefits arising out 
of FDI is based on the perception that such 
inflows of capital act as ‘engines ol growth' 
in developing countries |IIN 1992). Il has 
been argued thai FDI, by raising the levels 
ol capital formation in host countries, 
significantly contributes to the couniries' 
growth processes. F'DI, according to this 
view, is seen as an important source ol 
foreign savings for the host countries which 
augment their domestic resources available 
for investment. Thc.se ahovc-menlioned 
views on the beneficial impact ot FDI flows 
on host countries have, however, lacked 
adcqtiatc empirical basis. The ab.sencc of 
any systematic analysis to evaluate the role 
of FDI m enhancing the growth potential ol 
developing countries m particular, stands 
out as one of the major deficiencies in the 
policy-related literature. 

The present papci makes a modest attempt 
to examine the two views jrcrtainmg to FDI 
by taking into consideration 16 developing 
countries. Countries included here arc tho.se 
that have attracted the largest flows of F-DI 
as also ones in which the stocks of FDI are 
the largest in the developing world. 

The pafier has lour sub.staniive sections. 
In the first, we would set Ihc prc.sent study 
in perspective by briefly di.scussing some ol 
the past studies that have dealt with the 
observed relaiionshipbelwcen foreign capital 
inflows and saviiigs-invcstmeni behaviour 
in the recipient countries. The second section 
di.scusscs the pattern of FDI flows as well 
as outflows across countries included here 
by taking an 18-year span beginning with 
1975 and ending with the most recent year 
for which data are available for most 
countries. This discussion allows an 
examination of what we have termed as the 
short-term view of the benefits arising out 
of FDI flows. The short-term view, as wc 
had stated above, is that FDI can be useful 
source of counting the negative net flows 
that developing countries have experienced 
on account of other forms of capital flows. 
The third section would di.sctiss the savings- 
invcstmentbchaviourinthesamplecountries 
for the same I8-ycar period for which wc 
have analysed the behaviour of F'DI. Along¬ 
side discussing the trends in savings and in- 


vcstniciii, this section also bi mgs out the sig 
nilicanccof FDI flows m the overall magiii- 
tiuleol iiive.stmeiil undertaken mllic.secount- 
ries. And finally, in Ihe lourlh seclioii, we 
.malyse the oh.seived lelationship between 
FDI flows ami the savings-mvesimenl beha 
vioiii of the idenlified host coimliies The 
implications lor developing countries' growth 
would be drawn on the basis of this analysis. 

I 

Foreign Capital Intlow.s and 
(irowth l*ro.specis «>f 
Developing (^luntries 

The impact ol loieign capital inflows on 
economic growth ol lecipient countries has 
long been di.soas.sed in received literature. 
C'ential lo ilie analyses have been Ihe 
influence of capital inflows on dome.stic 
savings and investmeiu behavioui of Ihe 
couniiics in (|uestion 

In one ol the eailv siudies. Chenery and 
.Snout (1966) pmvided a delailed exposilioii 
of Ihe manner in which extcinal lesoiines 
could lead to incieascs in Ihe oveiall lates 
ol uive.simeni.aiidhenceCiNI’, indeveloping 
countries I'Aicrnal resources, accoiding lo 
Ihe aulliors. could enh.ince llie growth 
polcnlial ot ihcse counliies by angnienling 
Ihedotneslu ally available iiivesliblesur|)his. 
The low levels ol ilomesticsavings.Chenciy 
and Snout indicate, acl as coii.sliainls on llie 
invesiment aclivity. and consequenily on Ihe 
desned levels of eioiionuc growth With 
external resources removing the limits on 
domestic investmeni. Ill oilier words ste|>|iing 
up inveslnienl rates, developing connnics 
cun launch into a jiath that would cvenlnally 
result in self-sustaining growth.’ 

The above tranicwoik provided by 
Chenery and Stroul wherein foreign inflows 
are seen lo result in a virtuous circle of 
growth tor developing countries washowevci 
shaiply divcrgeiil from the findings of an 
earlier study carried out by Haavcimot 1965) 
Haavclmomdiciited thiit domestic investment 
in developing couiuiies was diieclly related 
not only lo Ihe level ol (iNP but lo capital 
inflows as well.' From llic above relation 
Haavclmo inferred dial domcsin savings in 
the recipient counliies could be negative il 
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capita] inflows were large enough. This was 
taken to imply that foreign inflows did not 
necessarily supplement domestic investment. 
The tatter flndings were conflrmed by several 
subsequent papers testing the Haavelmo 
hypothesis (Rahman 1968: Ahmed 1971]. 
Rahman verifies Haavelmo’s hypothesis 
showing that domestic savings is not a 
function of income alone but also has an 
inverse relationship with the inflow of foreign 
capital. The cross country data used in this 
study confirms the hypothesis and rejects 
the view that foreign capital is used only for 
increasing investment and not as a sub.stitutc 
fur domestic savings. Corroboration of 
Haavelmo’s flndings were provided by later 
studies which included Griffin (1970) and 
Weisskopf (1972). In subsequent studies, 
however, this view has come to be analysed 
morcclo.scly wherein specific forms of capital 
inflows were considered. 

Stoneman (1975) used a simple model to 
show in particular the impact of foreign 
capital in the form of FDI on the rate of 
growth of developing countries. Among the 
most significant findings of the study were 
that while aid and foreign inflows in general 
contributed to economic growth of (he 
recipients, the stock of FDI was found to 
be negatively correlated with growth. 

The relationship between FDI and savings 
and investment behaviour in host countries 
has been systematically observed in some 
studies. Notable among these is Arcskoug 
(1976) which used data from 21 developing 
countries. The relationship between domestic 
capital formation and various sources of 
gross savings was worked out, FDI being 
I nc hided, FDI as one of the major components 
of savings. The study found a negative 
relationship between foreign capital inflows 
.and capital formation in host countries. 

Agosin (19941 h.as shown that in Latin 
American economics, foreign capital inflows 
since the late 1 980s have not led to signtf ^cant 
rise in investment rates in these economics. 
The study attributes this observed 
phenomenon to two factors: first, inflows 
have financed debt service payments, and 
secondly, the economic policies have led to 
dampening investment propensities with 
exchange rate appreciation and credit 
conditions remaining tight. UNCTAD has 
prc.scnled a more recent scenario of capital 
flows, savings and investment for the Latin 
American countries (UNCTAD 1995]. 
Contribution ot the external sector to capital 
accumulation was found to be negative in 
the second half of the 1980s. The reason for 
this, the study points out, was that these 
countries were virtually cut-off from the 
international capital markets. But in the 
1990.S. despite capital inflows being 
significant, investment rates did nut pick up 
as the corrcs|ionding domestic savings rates 
had fallen .steeply. However, eross-counlry 
experiences in this regard were found to be 
varying. While in Chile, investment rates 
increased between 1990 and 1992 when the 
increase in capital inflows was only modest, 
in Peru and Argentina, investment rates fell 


despite sharp increases in capital inflows. 
The studies referred to above indicate the 
divergence of views that exist on the impact 
of foreign capital inflows on host countries. 
What is more important to note here is that 
there have been several studies which 
provided empirical basis while arguing that 
foreign capital inflows in general may have 
a less than favourable impact on the recipient 
countries. It is this view that would be 
examined in this paper by taking into 
consideration a specific set of countries and 
their experiences with FDI flows moreclosely 
in order that meaningful conclusions can be 
reached. 

II 

Nature of Net Flows on FDI 

The analysis in this paper is ba.sed on data 
covering 16 developing countries that have 
either been (he largest recipient of FDI flows 
or have had the largest stock of FDI in the 
developing world in 1993.* China, which 
has been by far the largest recipient of FDI 
among developing countries, has been 
excluded from the set of countries considered 
here since the nature of FDI it has attracted 
differs qualitatively from those of the rest. 
Unlike the other recipient countries, China 
has seen its non-residents contributing in 
sizeable proportions in the country’s inward 
investment. 

The data on FDI flows and outflows have 
been taken from the Balance of Payments 
Statistics of the IMF. Inflows on FDI are 
inclusive of rc-invested earnings for all 
countries with the exception of Chile, Saudi 
Arabia and the Philippines. The outflows, 
for the purposes of this analysis, include the 
debit Item of direct investment income on 
(hecurrent account. This comprises dividends 
and interest payments accruing to foreign 
investors, as well as earnings of branches 
of foreign companies. We have, in other 
words, included remil'.ances arising directly 
out of FDI as outflows, all other payments 
that tbreign investors are made have been 
excluded.' 

The analysis is based on data beginning 
with 1975and ending with 1993,the terminal 
year being the most recent year for which 
data arc available for most countries. At the 
outset, we would present the broad trends 
of net flows on FDI experienced by the 
sample countries. From the available data, 
the countries can be divided into (wo broad 
analytical groups based on the direction in 
which net flows on FDI have moved during 
the entire period taken as a whole under 
consideration. Nine of the 16 countries have 
experienced positive net flows and in the 
remaining seven, net flows have been 
negative (Tables 1 and 2). 

Several interesting features of FDI 
behaviour can be seen from the tables. 
Singapore attracted the largest inward 
investment of nearly $ 40 billion. However, 
this inflow was accompanied by considerably 
larger outflows which totalled more than $ 
49 billion. As a consequence, the negative 
net flows were close to a filth of the total 


Table 1: Inflows, Outflows and Net Flows 
FOR Countries Experiencing Positive Net 
• Inflows on FDI (1975-1993) 

(US $ miliums) 


Years 

Flows 

Outflows 1 

Net Flows 

Mexico 

197.5-80 

2652.00 

-2025.20 

626.80 

1981-85 

5669.06 

-1982.30 

3686.76 

1986-90 

13010.00 

-3550.00 

9460.00 

1991-93 

13303.00 

-3489.00 

9814.00 

1981-90 

18679.06 

-5532.30 

13146.76 

1981-93 

31982.06 

-9021.30 

22960.76 

1975-93 

34634.06 

-11046.50 

23587.56 

Turkey 

1975-80 

229.30 

-205.40 

23.90 

1981-85 

408.83 

-297.81 

111.02 

1986-90 

1941.00 

-517.00 

1424.00 

1991-93 

2290.00 

-566.00 

1724.00 

1981-90 

2349.83 

-814.81 

1535.02 

1981-93 

4639.83 

-1380.81 

3259.02 

1975-93 

4869.13 

-1586.21 

3282.92 

Thailand 

1975-80 

283.40 

-199.80 

83.60 

1981-85 

1404.21 

-165.30 

1238.91 

1986-90 

4657.00 

-912.00 

3745.00 

1991-93 

4305.00 

-.56.00 

4249.00 

1981-90 

6061.21 

-1077.30 

4983.91 

1981-93 

10366.21 

-1133.30 

9232 91 

1975-93 

10649.61 

- 1333.10 

9316.51 

Chtle 

1975-80 

717.00 

-202 20 

514.80 

1981-85 

1060 16 

-748.49 

311,67 

1986-90 

38.54.00 

-1422.00 

2432.00 

1991-93 

2063.(X) 

-2302 00 

-239.00 

1991-90 

4914.16 

-2170.49 

2743.67 

1981-93 

6977.16 

■ 4472 49 

2504,67 

1975-93 

7694 16 

-4674 69 

3019.47 

Arffentimi 

1975-80 

1292 90 

-1(K)0.30 

292.60 

1981-85 

2416.88 

-1114.89 

1299.73 

1986-90 

4566.00 

-506.00 

4060.(K) 

1991-93 

12923.1X) 

-1101.00 

7647.79 

1981-90 

6982.88 

-1620.89 

5359.73 

1981-93 

19905.88 

-2721.89 

1.3007.52 

1975-93 

21198 78 

-3722.19 

13300 12 

Korea 
1975 80 

372 90 

■292.70 

80.20 

1981-85 

583.04 

-448 11 

134.93 

1986-90 

3971.00 

-937 00 

3034.00 

1991-93 

2495 00 

-75().(K) 

1745 00 

1981-90 

4554.04 

-1.385.11 

3168.93 

1981-93 

7049,04 

-21.3.5.11 

4913.93 

9175-93 

7421.94 

-2427.81 

4994. n 

Brazil 

1975-80 

11112.20 

-2981.20 

8131.00 

1981-85 

6988.62 

-4156.48 

2832.14 

1986-90 

6882.00 

-7877.00 

-995.00 

1991-93 

3266.00 

-2920 00 

346.00 

1981-90 

13870.62 

-12033.48 

1837 14 

1981-93 

17136,62 

-14953 48 

2183 14 

197.5-93 

28248.82 

-17934.68 

10.314 14 

Nigeria 

1975-80 

2488.20 

-4642.30 

-21.54.10 

1981-85 

1860.65 

-2709.60 

-848.95 

1986-90 

3629.00 

-15.59.00 

2070,00 

1991-93 

2954.00 

-1628.00 

1326.00 

1981-90 

5489.65 

-4268.60 

1221.05 

1981-93 

8443.65 

-5896.60 

2547.05 

1975-93 

10931.85 

-10538.90 

392.95 

MaUivsia 

I 97 . 5 I 9 O 

3188.50 

-4705.30 

-1516.80 

1981-85 

5419.29 

•6707.62 

-1288.33 

1986-90 

5631.00 

-6823.00 

-1192.00 

1991-93 

14187.00 

-8436.00 

5751.00 

1981-90 

110.50.29 

-13530.62 

-2480.33 

1981-93 

25237.29 

-21966.62 

3270.67 

1975-93 

28425.79 

-26671.92 

1753.87 


Source: Balance of Payments Statistics, IMF. 
various years. 
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flows of FDI coming into Singapore between 
1975 and 1994. On the other hand, Mexico, 
which followed Singapore in terms of the 
magnitude of inflows, had a significantly 
lower level of outflows. While its inflows 
were over $ 34 billion, the outflows were 
a modest $ 11 billion in the entire period. 
The important aspect about Mexico was that 
positi ve net flows were recorded throughout. 
Aregentina was the only other country 
attracting sizeable volumes of FDI and which 
like Mexico had sizeable net inflows. 

Malaysia and Brazil, the two other 
countries receiving large volumes of inward 
investment, had negative net flows on FDI 
during at best one quinquennium. But while 
Malaysia had negative net flows till the 
beginning of the 1990s, in Brazil, the net 
flows turned negative in the second halt of 
the 1980s. Saudi Arabia is among the inoie 
interesting of the countries included m the 
set. The total FDI stock of the country in 
1993 was among the highest in the developing 
world," but quite paradoxically it did nut 
attract any fresh inflows of equity capital 
during the entire period considered lieic. 
The outflows were, however, of a si/cabic 
magnitude as a consequence of which tlie 
country's net outflows were the laigcsl 
amongst the sample countries, total ling more 
than $ 57.-5 billion. 

The trends in FDI flows across coiinines 
show that with tlie exception ol Brazil and 
the Philippines the increase in FDI flows had 
taken place after 1980 In Mexico, Venezuela 
and Thailand, increases in inflows were 
particularly signiticant during the I98()s. 
while Malaysia experienced on sleep increase 
in FDI in the I990.S. However, FDI was not 
found to be rising by any sigiiiticaiit measures 
in some of the more dynamic countiies. as, 
for example, Singapore and Thailand in the 
more recent years Malaysia was the only 
high growth country where there was a 
marked step up m inward mvcsiiiieiii The 
country experienced a trebling of FDI flows 
in the first half of the I99().s as comptired 
to the .second half of the 198()s, an experience 
that was shared by Argentina. 

The impact of the changes in the pattern 
of FDI on tlic growth possibilities of the host 
countries would be discussed below The 
savings-investment behaviour in these 
countries would be juxtaposed against the 
pattern of FDI flows. Bi it before this exci cise 
is carried out in a later section, we would 
present the trends in .savings and investment 
rates in the sample countries in the two de¬ 
cades for which we observed the FDI flows 

III 

Trends in Savings and 
Investment Rates 

The savings-investment behaviour across 
countries would bediscussed by considering 
four sub-periods covering the periiHl 1975 
to 1993; the choice ol the latest terminal year 
was guided by the availability of data tor 
most countries. The trends in savings- 
investment rates seen in the sample countries 
allow us to classify the countries into two 


distinct groups. The linst includes countries 
in the dynamic Asian region which show 
consistent improvement in both savings and 
investment rates. More importantly, these 
countries increased their rates of savings and 
investments from the moderately high levels 
they were recoiding during the second half 
of the 1970s. TTie only country in thi s region 
not to follow this pattern has been the 
Philippines, where the savings rate, in 
particular, declined quite sharply in the later 
phase. In contrast, must Latin American 
countries, with the exception of Chile, have 
experienced declining savings-investment 
rates. Of the remaining countries, while 
Nigeria and Saudi Arabia followed' he L.jtin 
American pattern, Turkey was in the ranks 
of the dynamic Asian countries. These 
patterns notwithstanding, thcic aie 
appieciable variations III savings-investment 
latcs across countries in tioih the groups 
mentioned above. Among the cast Asian 
countries, .Singapore had consistently high 
latcs of both .savings and invesiiiiem. Kore.i 
had investment rales icaching an aveiage of 
30 per cent during the second hall ol the 
1970s, and alter a relative stagnation m the 
I980.S, the rales recorded appieciable 
incicasesiiithe 199()s The country'ss.ivmgs 
lalc.oiilheothei hand, increased quite shai ply 
during the second half ol the 1980s .itier 
which ihc rates ileclinetl somewhat. In case 
of Malaysia and Indonesia, savings tales 
weie high throughout Ihe peiiod But while 
Malaysia experienced shaiply using 
investment lates during the 198()s, in 
Indonesia, invcslmciu rates were boidering 
on stagnation. The niosi noiewoithy ca.se 
amongthe Asian counti les is that ofl'liailand 
where both savings and invcsimeiit rales 
increased phenomenally since the mid- 1980s. 
The coumi y’s in ve,slincnt rale incicaseil born 
an aveiage ol around 27 per cent during 
.second hall ol Ihe 1970s to neatly 41 per 
cent during 1991-93, and savings rale fiom 
around 22 pei cent to over 35 pci ceiil dining 
the same period Thailand’s cxperit-iice was 
almo.st replicated by Chile with its savings 
late increasing fiom below 18 pci cent in the 
late 1970s to ovei 29 pei cent in the 1990s 

The declining rates of savings and 
investment Ihat most Latin Amciican 
countries included here experienced led lo 
a worsening of their already low rales 
prevailing in the 1970s I'.xieptions to the 
low rates .syndiome wcie Aigenima and 
Venezuelii where savings-investment rates 
m the late 1970s wci c comparable with Ihose 
that the cast Asian countries have icgisieied 
m the moic iccenl years. Bui by the 1990s, 
the countries saw a nearly halving ol rates 
compared with the initial pci lod Fuikey and 
Nigeria present cases of low stivmgs and 
investment rates, Ihough Turkey saw only 
marginal improvements in the lales during 
theentire |Knod. Venczuelaand .Saudi Ar.ibia 
are typical oil surplus economies wiili high 
rates ol .savings during the 1970s and a sharp 
decline thereallcr 

The .sigiiilicance ol F'DI m Ihc oveiall 
investments undcrta'sicn by the counines m 


the period under consideration is given in 
Table 3.’ .Singapore is the singular case 
where FDI has made si/' able contrihulions 
to domestic inve.stinent, reaching a high of 
moi e than 35 jier cent dui ing the second half 
of ihc 1980s. In Malaysia. FDI was con- 
tnbiiliiigtoju.stover lOpcreeniofinve-slmcnt 
on an average till the end of ihe 1980s, but 
m the 1990s. its contribution increased to 
about a fourth ol the total investment 1-or 
f'bile. Argentina and Mexico, there has been 
a delinitc imptovemeni in the llow- 
inve.slnient r.ilio allei the mid-1980s, and for 
Venezuela during the 1940s 

I'-Mii I 2 Imiows (H'liiows isio Ni.i Flows 
loK I'ooMRirs l-Ai'i KU-.M INI. Naoaiivi Ni l 
Isnows os Fill II97S |99.t) 

(l/.S S miliums) 


\ e.u 

Flows 

OhiIIiiws 

Net Flows 

Swf^ii/nnv 

1<)7S-S{) 

a.vis 01) 

40(i4 SO 

4X1 40 

I'lKI-SS 

(i7.S’ SI 

7IO<. 42 

-I.S 1 80 

‘10 

16(1(11 IKI 

1 7SS6 00 

801 (M) 


(M) 

.’OSOO 00 

824S 00 

1‘IKI 0(1 

.’141 s si 

-24662 42 

1246 80 

lOSI 01 

1S()70 S 1 

-4S162 42 

0401 80 

IV/S ‘>1 
ituUnu MU 

40216 41 

40226 0 2 

0010 4) 

io;s K(i 

n 110 

117X7 00 

117X7.(M) 

lOSI ss 

SK 

164X0 01 

16157 01 

10K(i 00 

11(11 00 

til44 (K) 

6781 00 

1001 Ol 

2-'-’ 1 00 

7S1S 00 

-4X10 (K) 

lOKl 00 

l(iX-l KK 

21624 01 

22040 01 

lOMI-Ot 

100/ KX 

1.’142 01 

2/770 0.1 

I0 7S 01 

.1007 XX 

.1 ‘/I 

.10SS7 0.1 

‘w/ifi/f Ainhm 



|o7s K(i 

0 00 

21171 60 

21171 60 

lO.Sl-KS 

0 00 

2 17.’4 KX 

21724 8S 

PIXli 9(1 

0 ^/) 

42XX 00 

4288 (8) 

1 1 1 

000 

6176 00 

M76 00 

|0X| 00 

0 (10 

2801.'. XS 

28012 88 

lOKI 01 

0 00 

1.1 IKS XK 

14188 88 

|0/S O'. 

0 00 

‘i7S(,0 48 

S7560 48 

/’/»/// 

so 

^0 

SOS (Kl 

265 .50 

lOKI Ks 

l■■.(. n 

64 1 0 1 

1X7 16 

lost) 00 

1 11 00 

OKS 00 

842 (Ml 


110 00 

*)SK (Kl 

K10 (Ml 

l‘>‘>| •)() 

>‘)'l 77 

1628 0.1 

1 120 16 

loM 01 

-tlX 77 

2SX(. 0.1 

2168.16 

i‘ns <>1 
('ohtnihia 

/1 X 27 

11S1 01 

2411 66 

107s XO 

410 20 

414 10 

1 00 

lOXI-Ks 

2(>7 6| 

1S4‘ 41 

127.S 58 

lOXl. 'lO 

210 («) 

1(iS0 00 

1440 00 

1001 0.1 

i(i1 00 

1764 00 

1601 00 

lOXI 00 

4X6 61 

5202'41 

■4715 58 

lOM 01 

610 61 

6066 11 

6116 .58 

l‘»7S 
/V/ // 

lOSO XI 

7 1X0 S1 

6120 48 

|07S 80 

102 70 

7 4X 20 

645 So 

I08I-KS 

17 1 70 

•461 26 

287 47 

|0H() 00 

1 11 00 

20 00 

III (X) 


<0 00 

1 14 00 

75 (K) 

1081-00 

104 70 

4X1 2(. 

-176 47 

10.-. 1 0,1 

141 70 

SOS 2.(i 

251 47 

‘>I 7S 

VenvTUf’Ut 

4 l(i 40 

1.141 16 

806 97 

I07S-XO 

- 101 60 

2128 KO 

2410 40 

10X1-SS 

(iX((47 

12.SI 71 

-571 24 


700 00 

X70 (Ml 

80 00 


2017 00 

- 1.100 (M) 

KiOK 00 

10X1 00 

1170 47 

21 10 71 

6(i0 24 

10X1 01 

41X7 47 

1410 71 

047 76 

107S 01 

40X1 K7 

SS6X SI 

1482 64 
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The low shares of FDI in investments 
across countries in general indicate quite 
clearly that for the sample countries where 
total volumes of FDI inflows have been 
considerably high as compared to most 
developing countries, foreign investment has 
made only a nominal contribution to the 
investible resources. The real significance 
of FDI can really be seen by examining its 
influence on domestic savings-investment 
rates in the host countries, as is elaborated 
in the following section. 

IV 

FDI and Savings-investment 

Behaviour of Host Countries 

The relationship between FDI flows and 
savings-investment behaviour of host 
countries is analysed for the sample countries 
with the help of a simple .statistical exercise 
The causality between FDI and inve.stment 
behaviour is worked out by taking the figures 
for gross inflows of FDI and the gross fixed 
capital formation of the countries in question. 
The FDI-domestic savings relationship has 
been analysed by taking the net inflows 
instead. 

The analysis here has been done using 
data from 1980 to 1993. The selection of 
the penod is guided by our earlier observation 
that FDI flows in a majority of the countries 
included here started to increase appreciably 
only in the 1980s. The exerci.se would be 
carried out in two stages. In the first instance, 
correlations have been obtained between the 
two sets of variables for individual countries. 
A further exerci.se of obtaining the OLS 
estimates have been carried out for countries 
where the correlation coefficients arc found 
to be significant. 

In order to understand the relationship 
between FDI and domestic savings behaviour 
in the sample countries we have taken into 
consideration the net flows on FDI and 
savings rate (defined as domestic savings to 
GNP for purposes of cnniparability with the 
rate of FDI flows which also has GNP as 
the denominator). The results prc.scnted in 
Table 4 show that for most countries 
experiencing positive net flows on FDI, there 
arc weak associations between FDI and 
domcstic'savings behaviour. Three countries 
do not follow this trend. Thailand andTurkey 
have a strong positive relationship, in case 
of Korea, the relationship is negative. 

Several countries show that net flows on 
FDI and domestic savings rate have a negative 
causality. Forinstance, in Singapore negative 
net flows have been accompanied by upward 
movement in the savings rate. Similar has 
been the case of Peru and Columbia, the 
latter showing a particularly strong negative 
relationship. On the other hand. Mexico. 
Argentina and Nigeria have positive net 
flows in the entire period taken together, but 
the savings rates in these countries have in 
fact declined. Thus, the results obtained for 
the sample countries do not support the view 
that FDI is generally accompanied by 
improvements in the savings rates of host 
countnes. 


But while the above inference can be 
drawn quite appropriately for countries which 
have experienced only moderate levels of 
savings, a further explanation would be 
necessary, in our view, to establish its validity 
in respect of the high savers. The four east 
Asian countries, viz, Singapore, Korea, 
Malaysia and Thailand have had high levels 
of domestic savings during the entire period 
of our analysis here and it is therefore 
important to consider whether or not the 
savings-FDI link wasc.stablishcd in an earlier 
pha.se. Table 3 shows that in all the above- 
mentioned countries, barring Thailand, the 
historical break with the past trends of savings 
took place prior to the phase in which FDI 
flows had registered a similar break. All 
these countries, we had stated above, were 
recording high rates of savings even during 
the 1970s. It can therefore be said that 
domestic rc.sourcc mobilisation played a key 
role in influencing the increased dynamism 


these countries have witnessed particularly 
itfthe 1980s. We would examine this aspect 
further in the following discussion which 
deals with the likely influence of FDI on 
investment behaviour in host countries. 

The observed relationship between FDI 
and investment varies significantly across 
countries (Table 5). The correlation 
coefficients are found to be positive and 
significance for six of the 16 countries in 
the sample. In case of Chile, the coefficient 
is positive but is insignificant and for Brazil, 
the coefficient is close to zero. Of these 
countries showing positive association 
between FDI inflows and domestic 
investment, Peru and the Philippines have 
experienced downturn in both variables, 
while for Chile the variables have been 
stagnating as between 1986 and 1993, i c, 
for a better part of the period considered 
here. Most of the remaining countries show 
low coefficients with a negative sign with 


Tabi e 3; Trends in Savings and Investment Rates. 1975 to 199.3 

{Per cent) 


Year 


Singapore 


Korea 


Chile 



Peru 



I 

II 

III 

I 

II 

III 

1 

II 

III 

1 

11 

111 

197.5-79 

39,97 

33.26 

23.-57 

29.71 

25.69 

0.76 

18.84 

17.70 

3.27 

22.37 

18.94 

0 70 

1980-85 

44.95 

42..34 

19 74 

30 63 

28 60 

0.41 

17 87 

16.53 

5..30 

25,72 

29.39 

0 72 

1980-90 

35.55 

41.80 

35 63 

31.65 

37.28 

1.45 

22.43 

29.68 

14.79 

20.58 

20 93 

0.36 

1991-93 

38..54 

46.80 

21.87 

.37.10 

35 83 

0.73 

24.10 

29.02 

7.96 

14.54 

15.54 

0.16' 



Indonesia 


Thailand 


Malaysia 

Philippines 

1975-79 

24.93 

28 77 

0,00 

26.73 

22 01 

0 65 

27.10 

.33.84 

12.79 

31.73 

26.84 

0.94 

1980-85 

24.62 

32 .57 

054 

28 II 

24.24 

2.52 

35.49 

.3.3 58 

11.17 

26 08 

22 29 

0 36 

1986-90 

27.40 

34 37 

1.14 

.32 28 

31 21 

4 24 

28 64 

36.89 

10.59 

19.20 

19 45 

0.39 

1991-93 

28.30 

32.41 

2.00 

40.89 

.35.41 

3.65 

.36.46 

.36.66 

24 47 

21 13 

16 18 

0.36 



Brazil 


Argentina 


Mexico 


Columhiu 

1975-79 

24 03 

21.93 

4.86 

29.01 

31..37 

0.98 

22 96 

18.86 

1.26 

18 27 

20 96 

1 92 

1980.85 

20.89 

22.61 

2.98 

32 89 

24.66 

2.09 

22..59 

28.48 

2.61 

17 75 

18.65 

0 80 

1986-90 

22.93 

26.21 

1.78 

22.26 

21 69 

5.05 

19.67 

2.3.45 

8 19 

18,85 

25 69 

0 62 

1991-93 

19.51 

22 07 

1 47 

16 77 

16 26 

11.02 

21 47 

18 16 

6.66 

18.63 

21.4.3 

1.18 


Saudi Arabia 


Venezuela 


Nigeria 


Turkey 

1975-79 

253T 

56.57 

().(X) 

jTW 

.35.93 

-0 5,3 

27 31 

26.00 

1777 

ITW 

16 24 

0 59 

1980-85 

23.66 

33.14 

0 .(K) 

21.08 

27.89 

0 89 

17.66 

16.99 

.3(K) 

19.67 

I6..56 

0.68 

1986-90 

18.97 

16.15 

0.00 

19,69 

24.69 

2.10 

15.54 

21.07 

16 84 

24.94 

23.89 

1 88 

1991-93 

18.87 

23 43 

0.00 

20.01 

21.47 

9.39 

17 7.3 

22.62 

1.3 28 

2.3.90 

21.87 

0 .(8) 


Notes'. I refers lu Doincsiic Inveslmenl-GNP ratio; II refers to Savings-CNP ratio and III refers lo 
FDI-Doir.e.slic Investment ratio. 

Snun e' Balance t>l Payments Statistics, IMF and World Tables. World Rank, vanous years. 


Table 4- ReLATioNSiiiP between Net Flows and Savings (1980-93) 


Country 

Sing of 

Net Flows* 

Correlation 

Coefficient 

P 

OLS Estimates 

R-’ 

Singapore 

- 

-0.51 

-0.66 

(-2 0.3) 

0.26 

Indonesia 

- 

0.07 




Mexico 

+ 

-0.40 




Brazil 


0.10 




Malaysia 

+ 

0.19 




Argentina 


-0.27 




Saudi Arabia 

- 

-0.85 

-8.13 

(-.5.10) 

0.72 

Thailand 

+ 

0 81 

7.65 

(4.62) 

0.66 

Columbia 

- 

-0.74 

-3.76 

(-3.68) 

0.55 

Chile 

+ 

0..36 




Peru 

- 

-0.66 

-11.45 

(-3.07) 

0.44 

Philippines 

*- 

0.80 

19 92 

(4.67) 

0.64 

Venezuela 

- 

-0.08 




Nigeria 

+ 

-0.34 




Turkey 

+ 

0.55 

10.04 

(1.99) 

0.31 

Korea 

+ 

-0.89 

23.95 

(6.93) 

0.80 


Note: OLS estimates are carried oul only for those countries whose correlation coefficient is above 
0.5. Figures in parentheses show t-ralios. 

• See Tables I and 2. 
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me CAtcpuuii ui m{;ciiiiiia, winen snuws a 
Strong negative relation between FDI flows 
and domestic investment. 

The results would suggest that for most 
countries FDI inflows were not accompanied 
by any appreciable changes in theirdomcstic 
rates of investment. What is striking is that 
this tendency can be seen prominently in 
countries such as Singapore, Mexico and 
Brazil, which have attracted very large 
volumes of FDI. Malaysiais the only country 
from among the larger host countries to FDI 
that shows improvement in the rates of 
investment with increased inflows overtime. 

Table 5 shows that FDI flows and 
investment have a positive and significant 
correlation for Indonesia, Malaysia, 
Thailand, the Philippines, Peru and Turkey. 
However, for Peru and the Philippines, the 
observed correlations are over a declining 
trend in both variables. For Chile, the 
correlation coefficient is positive but is less 
significant while for Brazil, it was found to 
be insignificant. The other developing 
countries show a negative correlation 
between FDI flows and investment, bui this 
is significant only for Argentina. 

Certain important inferences can be drawn 
from the above results. The growth potential 
of the sample countries have not been 
enhanced by FDI in most cases as is indicated 
by Ihc low or even negative correlation 
between FDI and domestic investment. This 
finding could be influenced by the low share 
of FDI in the domestic investment undertaken 
by most countries described in the previous 
section. The negative coefficients, particular¬ 
ly m case of countries like Singapore and 
Mexico, could be taken as an indication of 
crowding out of domestic investment at the 
margin. This conclusion can be made more 
strongly for Singapore where the share of FDI 
in domestic investment has been significant. 

Conclusions 

The potential benefits of FDI for the host 
countries were analysed by looking at the 
experience of the major destinations of this 

Table 5. RtLATioN.SHii* between FDI Net Flows 
AND Investment (1980-9.^) 


Country Correlation OLS Estimates 



Coefficient 

P 

R= 

Singapore 

-0.37 



Indonesia 

0.76 

9.52 ( 3.29) 

0.57 

Mexico 

-0.07 



Brazil 

001 



Malaysia 

0.69 

1.61 (3.33) 

0.53 

Argentina 

-0.72 

-8 36 (-3 62) 

0.52 

Thailand 

0.78 

7..36 (4.15) 

0 61 

Columbia 

-0.22 



Chile 

0.47 



Peru 

0.59 

.57.37 (2.28) 

0.30 

Philippines 

0.55 



Venezuela' 

-0.28 



Nigeria 

-0.09 



Turkey 

0.59 

6.77 (2.20) 

0.35 

Korea 

-0.01 




Nolr: OLS cslimale.s are carried out only for 
those countries whose correlation 
coefficient is above O.S. Figures in 
parentheses show t-ratios. 


lorm 01 pnvaie capital, i wo oimensions oi 
the potential benefits were considered. The 
first was regarding its contribution to the 
external debt management, particularly in 
arresting the increase in negative net transfers 
that had become a feature of the debt-creating 
privately sourced flows. The experience of 
several countries included here with FDI on 
this count has been far from encouraging. 
It was found that FDI had given rise to 
negative net flows, in some cases of large 
magnitudes, during the period for which 
data was presented. 

Secondly, the influence of FDI on domestic 
savings and investment was analysed with 
the help of a simple statistical exercise. The 
results obtained show that for most countries 
in the sample, FDI flows were not 
accompanied by any significant changes in 
the savings and investment rates in the host 
countries. This, in other words, implies that 
FDI would have a limited role in raising the 
growth potential of the recipient countries. 
The lack of significant relationship between 
FDI and domestic investment could be 
influenced by the relatively small share of 
the former in the investments undertaken by 
the sample countries. But this fact also 
underlines the point that the true poiential 
of FDI in developing countries has been 
mostly overstated. More importantly, our 
findings suggest that in countries like 
Singapore and Mexico, both of which 
attracted large volumes of FDI, there may 
have been a crowding out of domestic 
investment. Thus, instcadofcomplementing 
domestic investment efforts, FDI may well 
be acting as a substitute to the local efforts 
at promoting investment activity. 

Notes 

jComments received from Sunanda Sen are 
gratcfull acknowledged.) 

1 Balasubramanyam. Salisu and Sapsord (1996) 
found that FDI induces growth in developing 
economies, more strongly for export proinoling 
economics than (or import substituting ones 

2 The model that provi^s Ihe basis for this 
conclusion arrived al by Chenery and .Stroul 
has a three-phase structure. In Phase I. external 
resources help in augmenting domestic 
inveslible surplus m order to help realise the 
target rate of growth. The requirements of 
capital inflows could decline in Pha.se II as 
incremental savings rate exceed the investment 
rate, but the system could encounter another 
limit on the growth prospects arising out of 
trade imbalances and this could again step up 
the capital inflows For. the inflows to he 
reduced and the economy become self- 
sustaining, Ihe model laid out requires that in 
Phase III. export growth must exceed that of 
imports 

^ The functional relationship seems to be holding 
is: lit) = a [YID + Hit)], where. I=gross 
investment, Y=GNP, and Hscapital inflows. 

4 The World Investment Report 1995 identifies 
the lop 10 countries in terms of FDI flows and 
stock [see UN l996;TabIe I.J, p 12). In 
addition to these countries, we have included 
the other major destinations of FDI in the 
developing world. 

5 Payments due to technology imports are among 


me major maircci etiecis oi rut mat recipient 
counuics have to be contend with 

6 World Investment Report. 1995 (Table I 3, p 
12) indicates that the stock of FDI in Saudi 
Arabia was US $ 22.463 million in 1993. 

7 To compute the flow-investment ratio, one 
confronts with (he problem of comparability 
of the data. The data for FDI is obtained from 
Balance of Payments Statistics, IMF while 
Ihc source of data on domestic investment 
IS World Bank’s World Tables We have 
used Ihe ratio of FDI to domestic investment 
as a broad indicator ol the relative 
significance of FDI across countries. 
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India’s Capital Market Growth 

IVends, Explanations and Evidence 

R Nagaraj 

This study, first, documents India's capital market boom, and its proximate causes. What does it mean for the economy 
and private corporate sector? It is largely disintermediation: household sector substituted 'shares and debentures' 
for bank deposits, and corporate sector securitised its debt. There is no association oetween growth rates of the 
capital rnarket mobilisation and aggregate saving rate, corporate physical investment and value added. Long-term 
decline in the contribution of internal finance to corporate fixed investment and in profitability in 1980s are noted, 
despite a fall in ratio of corporate tax to gross profit. The study concludes by raising some questions. 


FOR some time now, the capital market in 
India is much in news.' There is a widespread 
appreciation of the private corporate sector’s 
(corporate sector, hereafter) ability to issue 
a growing volume and variety of marketable 
securities, as this suggests an increasing role 
for markets in the economy's resojrce 
allocation. It also raises many questions. 
What does the trend imply for the economy ’ s 
aggregate saving rate and its composition, 
and for corporate performance. Is it necessary 
and desirable for the economy's long-term 
development prospects? This study seeks to 
explore these and related questions. 

Section I describes long-term trends in 
India’s capital market growth. To understand 
them. Section II briefly reviews the recent 
literature. On this basis. Section III examines 
the implications of the observed trends for 
the economy and the corporate sector. 
Summarising the mam findings, the 
concluding section raises some questions 
that seem to follow from the capital market 
development. 

1 

Trends 

After remaining dormant for nearly two 
decades since around 1960, resource 
mobilisation in the primary capital market 
showed an upturn from the late 1970s 
(Figure 1). The growth accelerated towards 
the end of 1980s. The market capitalisation 
ratio went up from about 5 percent of GDP 
in 1980-81 to 63 per cent in 1992-93.- In 
eight years after 1986, the average daily 
turnover in the secondary market grew 
at about 35 per cent per year.' Between 
1980-81 and 1992-93, the RBI index of 
securities prices increased al .most thrice (20.7 
per cent per year) as fast as the wholesale 
price index (7.6 per cent per year). This, in 
principle, reduces cost of equity capital and 
increases prospects for capital gains. 

However, much of the growth is for debt 
securities. About a third is for convertible 
debentures.* Proportion of equity (or risk) 
capital in market mobilisation came down 
from about 90 per cent in the early 1970s 


to about 30 per cent two decades later 
(Figure 2). However, in absolute terms, 
nominal value of fresh equity capital raised 
grew at 18 per cent per year. Promoters' 
contribution in this more than doubled, from 
21 per cent in 1970-71 to 45 per cent in 
1990-91. This, in principle, is a favourable 
change as they now have a greater stake in 
the companies’ financial success (Table 1).' 
Proportion of equity undcrwriiteti also rose 
steadily, reflecting the stock market’s 
growing maturity [Samuel I996a|. 
Moreover, the market witnessed growth ol 
new financial institutions offering a variety 
of services and loadable instruments with 
varying components oi debt, equity, 
maturities and risk.'' 

How docs India compaic with other 
'emerging market <*c'onomies '(F-MH)? 
Reportedly. India is the biggest among them 
with about 8,(XX) quoted companies in 1995, 
an increase of over 70 per cent over the last 
decade [The Economi.\t. July 6, I996).7 In 
market capitalisation, India ranked seventh 
in 1995 (The Economist, July 15, 1995).* 
However, as I ndiati firms are small (mcasui ed 
by market capitalisation), they do not figuie 
in the list of top 30 firms in RMEs (The 
Economist. August 12, 1995). 

What explains the capital market growth? 
Proximate cau.scs arc a scries of policy 
initiatives since around the late 1970s when, 
as menti oned, the stock market had a mtirgi nal 
role in financing industry.''Initially, dilution 
of equity holding m foreign-controllcd ru|)ec 
companies - popularly called the ‘FERA 
companies’, as they attracted this 1973 act 
- was perhaps a conscious el Ion to stimulate 
the primary capital market j Morns 1985]."’ 
FERA companies’ success was probably 
significant for further development ol the 
market. 

Tins broadly coincided with the rise in 
nominal interest rates and the financial 
sector’s growing resource constraint." With 
increasing 'cserve requirement and ‘priority 
sector’ lending targets at concessional interest 
rates, commercial banks reportedly could 
not meet the industrial sector’s credit needs. 
In the.se circumstances, development finance 


institutions (DFI) persuaded firms to raise 
part of the required funds trom the capital 
market.'- Anticipating corporate sector’s 
lesource constraint in the Sixth Plan (1981-85), 
government initiated many steps to encourage 
flow of household saving into capital market 
[Planning Commission 1982].'’ These 
included hike in interest rates on debt 
instruments, their convertthiiity into equity, 
raising of lax exemption limits on dividend 
income and easing Us (and interest) deduction 
at source. Similarly, corporate tax rates were 
reduced."* Thus capital market reforms since 
1991 perhaps reflect a continuation ot a 
trend initiated ovei a decade ago." 

What do these trends (and ixilicics that 
seem to underpin them) imply for long-term 
development? Do they leprcseni a ‘natural’ 
evolution of a 'repre.ssed’ financial system 
towards a mote ‘market-oriented’ system 
with a greater need for regulation, as the 
Narasimham Committee noted [ Government 
of India 1991 [ Dues it necessarily mean a 
greater allocative efficiency as resource u.se 
IS increasingly market determined? Are there 
alternative ‘models’ or ‘systems’ oi financial 
development to choose as our trajectory. To 
explore thusequestions, the recent analytical 
literature and comparative experience is 
briefly reviewed below. 

II 

An Analytical Sketch 

For much oi the leceiit literature on 
financial markets, Mackiniion (1973) .-•nd 
.Shaw (1973) lorm the points of dcpaiturc 
These studies argue that stale intervention 
in setting interest rates and quantitative 
measures of rcsouices allocation - defined 
as linancial repression ■■ adversely affect not 
only allocative efficiency but also depress 
the aggregate saving rale (hence investment) 
in less developed economies (LDCs). 
Therefore, they advocate liberalisation of 
financial markets. However, their arguments 
aa* mostly related to interventions in banking, 
like interest rales ceiling, statutory reserve 
requirements and directed lending 
programmes at concessional interest rates. 
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PiouKE 1: Capital Raiscc in India's Primary Capital Market in Nominal Figure 2: Share of Equity in Total Capital Mobiused, 1960 to 1992 
Terms. 1960-61 to 1992-93 




Fiscal year ending 

D Capital mobilised 

Simri e. RBI Report oj Currency md Finance, various issues 


Fiscal year ending 

□ Capital mobilised 

Source: RBI Report of Currency and Finance, various issues 


Extending their thesis, Cho (1986) argued 
that financial market liberalisation may 
remain incomplete without an efficient 
market for equity capital as a means of 
spreading risk (and reward).*'' 

In principle, stock market, as a part of a 
well organised financial system, has many 
advantages. It allows efficient risk sharing. 
Stock market induces gathering of 
information which gets reflected in stock 
prices. These prices are then signals for 
resource allocation. In the .secondary market, 
stock prices are powerful signals for 
managerial incentives and corporate 
governance. 

Attributing part of the debt crisis of the 
l9K()s in LDCs to inadequate development 
of their financial markets, the World 
Development Report (WDR), 1989 (World 
Bank 1989] broadly reflects the preceding 
analytical position. However, recognising 
information failure that can be acute in 
financial markets, the report argues for a 
sound supervisory mechanism and 
institutions to ensure their efficient 
functioning. On these considerations, the 
World Rank (and its affiliate. International 
Finance Corporation) makes policy-based 
lending and offers technical assistance for 
capital market development. Stock market 
growth in many LDCs in recent years perhaps 
reflects these policies and financial 
incentives. In India too. of late, much of the 
policy discussion seems to follow this 
dominant thought. 

Till some lime ago, shortage of long-term 
capital was believed to be a major constraint 
on industrialisation, since banks supply only 
short-tenn loans. As capital markets were 
practically non-i^xistent (or reportedly 


inefficient) in most LDCs, state promoted 
DFIs (often supported by World Bank’s 
advice and lines of credit) were expected to 
make up for the absence of an efficient 
capital market. Keynes’ precepts about 
inefficiency (and fickleness) of the stock 
market and banks' limitation in meeting 
long-term financial needsofindustrialisation 
perhaps underpinned much of the earlier 
policy.'’ Gerschenkron’s (1962) historical 
account offered empirical support for it.'* 
Many believe one of the reasons for the 
post-war success of Japanese and German 
growth and productivity is the difference in 
their institutional set up for financing industry 
(Zysman 1983, Dorc 1985. Dimsdale and 
Prevezer 1994]. In .hesc economies, large 
firms and banks have close financial (and 
managerial) links, while stock markets are 
relatively small and illiquid. Hence, firms 
reportedly take a long-term view of corporate 
success. In contrast, firms in the US and UK 
have arms length relations with banks. Firms 
arc apparently more concerned about short¬ 
term prospects as their market valuation 
depends on quartcrly/half-yearly financial 
performance.''* A growing opinion seems to 
find the US s> stem of stock market - though 
efficient and liquid - unsatisfactory for 
corporate governance. [Bhide 1994], 
Another reason for questioning capital 
markets' role in financing development is 
the recent empirical research that revived the 
'financing hierarchy' hypothesis in corporate 
finance literature [Koch 1943, Donald.son 
1961]. Contrary to the widely held belief, 
Mayer found, using company balance sheet 
data, that internal resources finance bulk of 
corporate (physical) investment in major 
OE('D countries and stock market’s role 


(net of redemption) is very limited. To quote 
him; 

The first is that retentions are the dominant 
source of finance in all countries...where 
external finance is raised it generally comes 
from banks rather than from sccmitics 


Table 1. Proportion of pRoMoitR.s' 
SUBSLRIBIIUN TO EoUlIY (TaPIFAI. RaI.SEI). 

1970-71 to 1990-91* 


Year 

Per Cent 

1970 71 

20 7 

l97.‘i-76 

9 0 

1980-81 

22.5 

1986-87 

24 0 

1987-88 

38..3 

1988-89 

28.^ 

1989-90 

.■)6 9 

1990-91 

45.0 

• 'Promoters’ 

include collaborators and 


employees. 

Source: RBI Report on Currency and Finance, 
1991-92. 


Table 2' Changing Composihon of Net 
Financial Saving, 1960-61 to 1993-94 


Year 

Bank 

Deposits 

Shares and 
Debentures 

Govern- 

nient 

1960-61/64-65 

23.4 

14.3 

57 1 

1965-66/69-70 

29.9 

II 2 

55.0 

1970-71/74-75 

42.8 

3.8 

52.5 

1975-76/79-80 

44.9 

3.3 

51.2 

1980-81/84-85 

.38.8 

60 

54.1 

1985-86/90-91 

26.9 

11.8 

59.1 

1991-92/93-94 

29.6 

22.6 

44.3 


Notes: Government includes net claims on 
government, life insurance fund and 
provident and pension funds 
.Source: National Accounts Statistics, various 
issues. 
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nuuKc J. UHWS i^miuiK oavinu as rtR CENT OF OUrMP, 

1950-51 TO 1993-94 



50-51/55 60-61/65 70-71/75 80-81/85 91-92/94 

55-56/60 65-66/70 75-76/80 85-86/91 
Average for the year 
□ GDS as per cent GDPnip 
Source'. Notional Accounts, Statistics, various issues. 


MOURE 4: SHARE OF MNANCTAL SAVING IN GROSS DOMESTIC SAVING, 

1960-61 TO 1991-92 



64 70 76 82 88 


Fiscal year ending 
□ Per cent rinuncial savings 
Source: National Accounts. Stattstics. various issues 


market...stock markets contribute very little 
to new sources of finance for companies; 
new equity issues account for well under 10 
per cent of the total sources of finance raised 
by compantes m al I major OECD countries... 
bond markets are a relatively minor source 
of finance for industry in aggregate in all 
countries other than the IIS and Canada. 
(Mayer 1992: 465|®’ 

Reiterating the same sty li.sed fact, Stigittz 
highliglu.s problems of information failure 
that are severe in financial markets and notes 
the need for state intervention [Stiglitz 1991, 
19931. He says, “... we must bear in mind 
the quite limited role that they [market for 
equity | play in raistng capital tn developed 
countries. Hopes of raising substantial 
amounts of capital in this form within LDCs 
appear to me to be unreasonable.” In a 
footnote, he further adds. ‘Today, investors 
in LDCs bring to bear the full experience 
of how equities have been abused, even 
in societies with fairly well functioning 
legal .sy.stcms. Tills should make them 
wary about what would happen in LDCs" 
[Stiglitz 1991:11 [. 

Thus, we seem to have two broadly 
competing perspectives. One, the financial 
liberalisation thesis that emphasises centrality 
of Slock market in resource allocation and 
thcsccondarymarkef sdiscipliiiingroletwith 
independent supervision) on managerial 
behaviour. Two, information economics 
theorists who, on theory and history, argue 
tor its limited role. 

In development economics, stock market 
did nut receive adequate attention as it is a 
recent phenomenon in LDCs. To our 
knowledge. Singh and Hamid (1992) and 
Singh (1995), analysing corporate financing 


pattern of top 50 (100) private corporate 
firms in nine (ten) EMEs in 1980s, arc 
significant efforts.-' Contrary to the OECD 
experience they find, on average, equity 
capital finances about 40 percent of corporate 
investment growth in these economies.^ 
However, noting the limitations of sample 
-size and methodology. Cobham and 
Subramaniam il995) seriously quality 
Singh’s finding. Followinj^ Mayer’s 
methodology. they show a much limited role 
for equity in financing corpoiaic growth in 
India. To quote them; 

...India is broadly comparable to. France 
and Italy wliicb have relatively small stock 
market (with no market fur corporate 
control), large sectors of medium and small 


sized companies and a banking system which 
lends subsiaiitiul amounts to conipames but 
docs not have very close tics with firm'- and 
cannot exert the same influence and contiol 
over them typical ot J apanc.se banks I Cobham 
and Subramaniam 1995: 31) 

Mindful of the OECD ex|iericiicc and 
analytical limitations of the financial 
liberalisation thesis. Singh (1992) suggested 
that the real test for capital market in 
developing economics is iiscftecton saving, 
investment and growth. To quote him. 

. the important quc.stion is whether the 
development ot the stock markets in these 
economics has led to an increase inunnregatc 
.savings or whether ii simply leprcsents the 
substitution ot one form of saving (say bank 


Table. 3. Sharf of Retention in Financing Corforaie Physical Invisimf-nf. 1956-57 lo 1991-92 


Year 

Dana Roy Chaudhury Series 

RBI 

NAS 


Gross Retention' 

Nel RelentiuiF 

Series' 

Series'* 


(1) 

(2) 

13) 

(4) 

I956-.S7/59-61I 

64.4 

14 2 


34~5 ' 

1960-61/64-65 

67 1 

54 3 

60 1 

50 5 

1965-66/69-70 

126 5 

55 6 

61 9 

94 8 

1970-71/74-75 

95 2 

92 5 

64 3 

119 0 

1975-76/79 80 

86 7 

75 0 

62 4 

89 7 

1980-81/84-85 

.58 5 

37 9 

49 6 

III 1 

1985-86/86-87 

.39 4 

5 0 


to 1 

1985-86/89-90 



49 5 

42 3 

1990-91/91-92 



50 1 



Notes i Gro.s.s saving (relainedcamings plus depfeCLTlion) as (icrccnt ol gross fixed capital loriiiaiinr 
at current pnees 

2 Net saving (retained earnings) as per cent of nel fixed capital lorinalion al cuireni prices. 

.3 Gross saving as per ccnl of gross capital forinatiun, lor medium and large nun-linancial publir 
limited companies. 

4 This includes financial companies and co-operative k-uiks and societies But since non 
financial companies form over 90 per cent of the total these figure.-, an- hniadly comparabli 
with the rest of ihc table 

Source: Datta Roy Chaudhury 11992); KHI Bulletin, vanous issues 
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We are changing the look 
of Indian exports. 



AJ.ipiitii; ;)nil dcvclupiiit; prmlui.i'- lu iiii-ct Npi-i. ifk IUTl^^. SliKiyiny hiiving hehaviour. OpontUH np non'irHclitkrt'.al 

lu.irkils In I.Kl iRMlin'^ ,i iImi.iiiiil (.•iniroiiiiicnl fur IikImm cxpnilcrs n. yrow :iik1 pursue new nppnrtuniries. fiXlM is 
pl.iviny' .1 pieiit.il inlc- in ill this .nul imire, with export lontr.ic ts lin.uxi-ii exeeeilini' Rs. 60 hillion. I lelpinij our exporters 
meet staiul.iuls o) t xeelleiue the woiKI iIi iii.iikIs. In I’ne l.r e ol iniern.Hion.il eoiiiperirion. 

EXPORT- IMPORT BANK OF INDIA 
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Fioure 5: Tax Provision as Percentaof. of Corporate Sector's 
Gross Profit, 1960-61 to 1990-91 



Figure 6 Corpora it Profii ability. Gross Profii as Percfntagf of 
Capital Emfuiyf.d, 19S.5-.i6T0 1986-87 



Fiscal year ending 

o Tax provision 

Hurce: RBI Bulletin, various issues. 


Fi.scal year ending 
O Corporate prornahiliiy 

Slum e Dulla Roy Chaudhari (1992) 


savings or government bonds) for another 
(purchase of corporate shares in stock- 
market)...it could be argued that the stock 
market is still useful insofar as ii leads to 
a more efficient allocution of these savings 
or to better coiporatc performance us a result 
of stock market exposure (pp 3K-.19, emphasis 
as in the original). 

The preceding brief review helps us ask 
elevant questions about the recetil Indian 
■xpenence. What does capital market growth 
nean for domestic saving rale, coiporatc 
nveslment rate and output growth? What 
iroportion of physical investment is financed 
ly internal resources'^ Has it changed since 
he capital market boom? I')ocs capital mai ket 
nobilisation reprc.sem additional lesources 
or investment or a substitution of extcinal 
'inance for internal resources? Has the 
romposition of external finance changed in 
ccent years'' Is capital market boom 
issociatcd with improved corporate per- 
ormance? The following section examines 
hese questions empirically. 

Ill 

Evidence 

India’s Corkirate Sfcr.'ioR: A Brii-j- AfcouNi 

In this study, the corporate .sector is 
jefined as non-financial. non-government 
oint stock companies. As this sector 
recessed bulk of the capital market 
resources, it 'will be useful to begin by 
Jescribing the broad dimensions of this 
lector. In 1994, it consisted of about .T4 
iakh registcicd companies [Department ot 
Ziompany Affairs 1995]. Slightly less than 
half of them are engaged in inanufactunng 
and about a quarter in ‘finance, insurance, 
real estate and business services'. However, 


bulk of corporate value added originates in 
registered manufacturing. Only about 12 per 
cent of the corporate sector arc public limited 
companies, yet they account for about 80 
per cent of the total paid up capital. Among 
public limited companies, the top 670 
companies accounted for 43 per cent ot 
net value added in the corporate sector in 
1986-87.’'Only about 2 percent ot public 
limited companies accessed capital market 
III 1993-94. 

Corporate sector constituted 11 per cent 
of current GDPfc in 1986-87 (about 9 per 
cent III 1960-61), and about 27 per cent ot 


non-agriculture, private sector GDPfc.*'' 
Within the corporate sector, public limited 
companies' share in value added declined 
by 10 per cent (from 80 per cent), over two 
and a half decades from 1960-61. This 
seem to broadly correspond to faster 
growth in the number of private limited 
companies, In other words, private limited 
companies, representing mostly small and 
closely held firms, increased their share in 
corporate .sectoi value added These 
statistics show the relative si/c of India's 
corporate sector and the (skewed) 
distribution of films in it 


Tahu 4 ChanciIni. {.'oMFosinoN 01 Corihiraii Si (tor's Fmi knai Finani i , 1961 62 m 1990-91 


Yeai., 

As Pci L'cnl ol Total F.xicrnal Finance As Pei Ccnl ol Gross Capilul Foniialion 

Paid-Up Borrowing Trade Paid-Up Bonowing Trade 

Capital Credit Capital Credit 

1961-62/64-65 

17.3 

52.6 

30,0 

10 6 

33.2 

189 

1965 66/69-70 

10 9 

.56 4 

.32 5 

7 5 

38 7 

22 I 

1970-71/74-75 

57 

40 9 

54 5 

2 

23 6 

31 9 

1975-76/79-80 

4 4 

46.6 

48 7 

1 2 

45 0 

46 4 

1980 81/84-85 

4 0 

55 2 

40 2 

^ 6 

50 2 

36 3 

I9R5 -86/89-90 

II 3 

55 7 

33 5 

10 4 

57 8 

39 3 

1990-91/91-92 

II 8 

54 5 

33 6 

11 5 

55 1 

34 0 

Note Fuid-up capital includes share piciiiiuiii 




Sifune RRi RuHetir various issues 





Tarii 5 Ch-cnging Promi r oi CoRFoRMi 

HoKKOWIMi, Hi 


Year 




Sli.irc in loud Bonowini’ 




Ranks 


IlebenliiK-s 

I'lXL’d |)i:|>t»sHs 

()lhcrs 

l961-62'64-65 


64 3 




36'/ 

1965-66/69 70 


62 0 




38 0 

1970-71/74-75 


72 9 




27 1 

1975-76/79-80 


55 6 




44 4 

1980-81/84-85 


30 0 


22 0 

13 3 

34 7 

1985-86/89-90 


38 3 


28 0 

68 

26 9 

1990-91/91-92 


26 6 


23 7 

27 

47 0 


Simree RBI Bulletin, various issues 
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Trends in Agoreoatc Savino and 
Its Composition 

«« 

As is widely known, India's gross 
domestic saving rate (CDS) after peaking 
at 23 per cent of GDP at market prices 
(GDPmp) in 1978-79, fluctuated around 21 
per cent for about a decade, till it regained 
the earlier level in 1990-91. Rgure 3 shows 
five-yearly average in GDS sinctfl 950-51 
The share of financial saving in GDS rose 
steadily from 20 per cent in 1970-71 to about 
55percentin 1984-85. However, it declined 
to about 40 per cent in the second half of 
1980s, though it has improved somewhat 
subsequently (Figure 4). Therefore, no 
association exists between capital market 
growth and aggregate saving rate (or its 
.share in financial assets).-’ 

However, in the 1980s financial saving's 
composition .shifted away from bank deposits 
to ‘shares and debentures', with little change in 
the share of re.sourccs accruing to government 
through contractual .saving schemes, like 
provident fund (Table 2). Between 1980-81 
and 1992-93, the proportion of ‘shares and 
debentures' in financial saving increased 
four times, from 5 per cent to 21 per cent. 
Therefore, the growth of (primary) capital 
market mobilisation represents a substitution 
of tradable securities for (fixed interest rate) 
bank deposits. Higher than bank interest rate 
on debentures, with opportunities for capital 
gains (in case of convertible debentures) and 
tax saving (in case of tax-free public sector 
bonds) arc perhaps responsible fur the shift 
in the portfolio.’* 

Changing Patti.rn of Corpora it FinaKicf. 

This .subsection uses three .sets of time 
series data: (i) Datta Roy Chaudhury (1992) 
for 1955-56 to 1986-87, (ii) RBI finances 
of medium and large non-financial public 
limited companies, 1960-61 to 1991-92 and 
(iii) flow of funds (FOF) of private corporate 
business sector, for 1951-52 to 1991-92.’'' 
We use balance sheet data as well as FOF 
table covering overlapping time periods to 
ensure robustness of our findings. Our effort 
seems an improvement over Singh (1995) 


as well as Cobham and Subramaniam (1995) 
since we use data for the entire private 
corporate sector, and for three to four decades. 

A significant long-term trend is a decline 
in share of internal finance in corporate 
physical investment. According to the Datta 
Roy Chaudhury series, gro.ss internal finance 
as a proportion of (nominal) gross fixed 
capital formation at (GFCF) declined from 
a high of 126.5 per cent to 39 per cent 
between 1966-70 and 1985-87 (Table 3, 
column 1). In the RBI series (column 3), 
ratio of gross internal finance and (nominal) 
gross capital formation (GCF) also show a 
similar trend, though the extent of decline 
is less. Tbe trend is broadly similar on a ‘net' 
basis as well.’" In the Datta Roy Chaudhury 
series, ratiouf net retention (retained earning) 
and (nominal) net fixed capital formation 
peaked during 1971-75 and reached a low 
of 5 per cent during 1986-87 (column 2). 
Using National Accounts Statistics (NAS) 
also, the ratio shows a similar trend, though 
it improved by early 1990s (column 4), FOF 
data fur fourdecades since 1951 -52 confirms 
these changes.’' This seems significant, as 
it is at variance with the trends in the 
developed economies. As mentioned earlier, 
Mayer showed that in all major OECD 
countries internal finance forms a high and 
stable proportion of capital formation. 

in India, the share of internal finance fell, 
despite a secular decline in corporate tax 
provision as a proportion of gro.ss profit, 
from about 40 per cent in mid-1970s to about 
15 per cent by the end of 1980s (Figure 5). 
This perhaps questions the widely held view 
that tax reduction increases corporate sector's 
internal resource generation. 

What happened to the composition of 
external finance with capital market growth? 
The RBI series show that the share of fresh 
paid-up capital ( ncluding premiums) in total 
external finance increased from 4.4 per cent 
during the second half of 1970s to 11.3 per 
cent a decade later (Table 4). This level of 
equity financing is comparable to that during 
1960s.” A similar change in external 
finance's composition is evident as a 
proportion of corporate gross capital 
formation also. 


FR)wever, the share of borrowing ha 
remained stable at over one-half of extemc 
finance in 1980s. Therefore, increase i 
equity finance has compensated for th 
decline in the share of trade credit. Howevei 
composition of ‘borrowing’ has changec 
shares of banks and fixed deposits hav 
come down significantly, with a correspond 
ing increase in the proportion of debenture 
(Table 5). 

FOFdata .since 1951 -52 areal so consister 
with these observations, suggesting that mud 
of the growth of capital market represent 
substitution of securitised debt for bah 
credit, trade credit and fixed deposits (wit 
a limited increase in equity financing 
(Table 6). 

In principle, greater reliance on extemt 
finance subjects firms to the constant scrutin 
of capital market. If increase in share c 
external finance boosts corporate investmer 
rate, it may be desirable since, as Singh an 
Hamid noted, many rapidly industrialisin 
economies like South Korea display such 
pattern. AsTable7 shows, in India, corporat 
GFCF as a proportions of (i) GDPmp an 
(ii) aggregate GFCF increased in the sccon 
half of 1980s. 

However, is this association statistical! 
significant? Over three decades since 1961 -62 
(nominal) annual growth rates of capiti 
raised and corporate GFCF have a statistical! 
significant positive correlation (Table 8 
However, the correlation turns statis'icall 
insignificant for the penod since 1980-81 


Table 7' Gross Fixed Capii al Formation, 
I9.S5-56 TO 199.1-94 


Year 

Corporate GFCF 
GDPmp 

as Per Cent < 
Total GFCF 

1955-.56/59-60 

1.6 

12.3 

1960-61/64-65 

2.5 

17.6 

1965-66/69-70 

1.4 

9.5 

1970-71/74-75 

1.6 

10.6 

1975-76/79-80 

1.6 

8.8 

1980-81/84-85 

3.4 

17.5 

1985-86/89-90 

3 5 

16.3 

1990-91/93 94 

5.7 

26.0 


Note: All values at current prices. 

Source: National Act ounts Statistics, varioi 


i.ssues 


Tabu-- 6- Financtnc or Corporate Business Sl'.tor, 1951-52 ro 1991-92 


Year 

Banking 


Deficil Financed by .Sectors 



Deficit Financed bv Instruments 


Other Fin 
Instiiulion 

Govern irnint 

HH 

Sector 

Rest of 
the World 

Others 

Currency 

Secunties 

Loans 

Trade 

Credit 

Olhei 

5I-52/.55-56 

15 1 

9 6 

7.0 

66 1 

1 9 


-11.5 

47.8 

.57.5 

5.8 

- 

56-57/60 61 

38.6 

8.7 

lO.I 

,19 9 

6.5 

62 

-3.4 

31.2 

81.6 

-7.5 

-1.8 

61-62/65-66 

.50 9 

22 2 

7.2 

15 8 

3.9 

- 

-3.8 

28.6 

80.8 

-5.6 

- 

66-67/70-71 

.54 9 

197 

6 9 

15.3 

27 

0.5 

-5.1 

19 7 

85.6 

-2.3 

2.4 

71-72/7.5-76 

35 5 

14.4 

68 

35.2 

3.0 

5.1 

10.7 

9.7 

45.4 

16.6 

17.6 

76-77/80-81 

20.6 

18.9 

5.7 

35 5 

0.6 

18.6 

4.7 

14.1 

43.6 

10.6 

26.9 

81-82/85-86 

29.6 

24.1 

0.8 

24.6 

0.7 

20.2 

-2.8 

18.6 

47.5 

4.0 

32.7 

86-87/89-90 

.37 4 

48.7 

-02 

8.7 

l.l 

4.3 

-1.4 

.30.7 

43.5 

1.0 

26.2 

90-91/91-92 

10 7 

77.9 

-0 7 

8.6 

7.4 

-3.8 . 

-17.4 

29 8 

54.4 

5.2 

38.0 


Sourte RBI Bulletin, various issues. 
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wnen inc capiiai marKei Duomeu. i nc same 
finding holds with one year lag also. 
Therefore, on the face of it, the hypothesis 
that capital maricet resource mobilisation 
could have favourably influenced corporate 
physical investment growth does not seem 
valid. 

Arguably, capital market boom may have 
contributed tooutput growth by encouraging 
betteruse of existing capital stock. This does 
not seem to be true either. Growth rate of 
real net value added in corporate 
manufacturing is lower than that of registered 
manufacturing as a whole (Table 9).” This 
holds for 1973-74 to 1990-91 as well as for 
its sub-period, 1980-81 to 1990-91, when 
manufacturing output growth witnessed an 
upturn. This means (as noted earlier), small 
sized, non-corporate firms have contributed 
more to the improvement in manufacturing 
growth rate in 1980s than the corporate 
sector. 

Is the capital market boom then associated 
with improved corporate profttability? 
Datta Roy Chaudhury data suggest that 
profitability (gross profit as percentage of 
capital employed) fell sharply by 7 per cent, 
from around 19 per cent during 1981-87 
(Figure 6). This is consistent with Singh and 
Hamid’s estimates for lop .“iO companies for 
1980-88. During the three decades since 
1960-61, corporate sector's profit margin 
(profit before tax as percentage of total 
income) has come down by more than half 
(Table 10). Profit before tax as percentage 
of net assets and profit after lax as percentage 
of net worth (representing return lo investor) 
show a gradual decline since the mid-1970s. 
However, these trends may have changed 
.somewhat in the 1990.s. though the evidence 
is limited for two years. 

One could argue that real efficiency gain 
in securities market is likely to come from 
contestabi lity of managements through threat 
of take-over. This question is as yet largely 
hypothetical, since this route to possible 
efficiency gains is legally restricted in India. 

To answer the questions that we posed 
(quoting Singh) in the last section: there is 
little association between capital market 
resource mobilisation and aggregate saving 
rate, and corporate physical investment and 
output growth rates. As .Singh speculated, 
primary stock market growth seems to 
represent households .sector’s substitution 
of ‘shares and debentures’ for bank deposits. 
Firms securitised theirdebt, instead of getting 
it from banks, or as trade credit and fixed 
deposits. These developments represent 
financid disintermediation that many OECD 
countries witnessed about a decade ago.^' 
No statistically valid relationship exists 
between growth rates of capital market 
mobilisation and corporate physical 
investment (and output) in manufacturing. 
Significantly, corporate profitability declined 


in IV 80 S wnen capital maricet boomed.” In 
other words, with capital market growth, an 
increasing share of loanable funds have 
accrued to a sector that contributed relatively 
less to output growth and that did not improve 
its investment rate cither. 

IV 

Conclusion 

In sum, India’s capital market witnessed 
a rapid growth since around 1980. It 
accelerated by the end of the decade. This 
is also significant in comparison with other 
emerging market economies. Increases in 
nominal interest rates sincecarly last decade, 
incentives offered on traded securities, and 
changes in related policies (and procedures) 
seem responsible for this development. 

The financial liberalisation thesis posits 
its likely positive effect on the economy’s 
saving, investment and efficiency. A well 
functioning stock market also has a screening 
and monitoring role. However, recent 
advances in analytical literature highlights 
the possible inefficiencies in financial 
markets due to imperfect information that 
could be acute in LDCs, and underscores the 
need for state intervention. Further, reviving 
the financing hierarchy hypothesis, the new 
evidence on corporate financial structure in 
major OECD countries shows that the stock 
markets contributed very little lo fixed 
investment. Secondary market’s role m 
i mproving corporate governance is also open 
to a serious debate both on theoretical and 
empirical grounds, in the light of these 
competing perspectives, this study examined 
the implications of the India’ scapital market 
boom for the economy and the corporate 
.sector. 

Capital market growth has changed 
domestic financial .saving's composition 
from bank deposits to ’shares and 
debentures’, without favourably influencing 
domestic saving rate, or its share in financial 
assets. Equity capital’s share in the total 
capital market mobilisation declined, as bulk 
of such mobilisation is in the form of debt 
securities. However, growth latc of fresh 
equity capital raised is .substantial. Promoters' 
. contribution to it has more than doubled. 
This could possibly improve financial 


performance as promoters have a greater 
stake in their firms. 

Over the last two decades, the corporate 
sector that secured most of these resources 
witnes.sed a long-term decline in the share 
of internal finance in corporate physical 
investment. In mid-1980s, retained earning 
accounted for less than 10 per cent of gross 
internal resources. This happened, despite 
a steady fall in tax burden (tax provision as 
proportion of gross profits). These changes 
are quite at variance with the developed 
countries’ experience, where internal finance 
forms the largest and stable source of finance 
for corporate capital formation. 

In 1980s, composition of external finance 
shifted away from trade credit to equity 
capital (including share premium), while the 
proportion ol borrowing remained high and 
increased somewhat. However, within 
borrowing, debentures replaced bank credit 
and fixed deposits. 

I’hcrc is no statistically valid association 

Tabli. V Growth Raii.s or RtAi. Nbt Vai.ui- 

ADDI-D in Rl.fil.S1kKi:i) MANOkACnmiNCi ANI> 
CoRPORAlt Manufactdrino .Shctors 

{Per cent prr vfur) 

Years Registered Curporale 

197.1-74 lo 1990-91 SI 44 

1980-81 lo 1990-91 7 1 6 3 


Noif. Implicit registered m.mufacturmg GDP 
deflators are used to coinpule real valuc.s 
Source Annual Suriey of Industries. Sununary 
Resuhs of !■ actors' Sector, various issues 


TaIILI 10 COKBORAII. PKOlirABII IIY, 
1960-61 lo 1991-92 


Yeais 

PBT as 
Per (.'cm 
ol I'olal 
Income 

PB T as 
Pci Cent 
of Net 
Assets 

PAT as 
Per Cent 
ol Ncl 
Worth 

I960 61/64-65 

90 

14 0 

9 7 

196.5-66/69-70 

6 9 

II 5 

8.3 

1970-71/74-75 

7 .3 

15 5 

II 5 

1975-76/79-80 

5 9 

15 0 

10.2 

1980-81/84-85 

4 7 

II 2 

III 

1985-86/89-90 

.3 7 

6 8 

77 

1990-91/91-92 

5 9 

10 0 

12 8 

Note. PBT - 

Profit bclore lax, PAT 

Profit 


after tax 

Souri RBI Bulletin, various is.suc.s 


Tabi.f 8 SiMFLL C0RBF.LAIION CorFnciFNTS BLTwrrN Nominal Annoai. Grijwiii Raif.s 01 Capiiai 
Raisek anii Gross Fixto Cafitai, Formation in Corforaii .Skctor 


Year 

(1) 

No of 

Observations 

(2) 

Coriclation 

Coefficient 

<3) 

No of 

Ob.servalions 

(4) 

Correlation 

Coefficieni 

(5; 

l961-62«l-92 

31 

0.361* 

30 

0.0 

1961-62/79-80 

19 

0 446* 

18 

(-)() 424* 

1980-81/91-92 

12 

0.246 

II 

0 0 


Notes. 1 Columns 4 and 5 refer 10 a lagged relationship between capital raised in year T with 
nominal GFCF in year ( 1 +1) 

2 * Staiisticaliy significant at 90 per cent confidence level 
Source: National Accounts Statistics, various issues 
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L ocated in the heartland of India. Madhya 
Pradesh, the 'STI Group' with its flagship 
company 'Steel Tubes of India', has done the 
country proud. It has attained a national identity as 
the largest manufacturer of Precision Steel Tubes 
with applications in automobile and bicycle 
manufacture and the energy sector. It is rapidly 
acquiring a potentially growing presence in other 
thrust sectors such as Granite, Power, Textiles, Auto 
components. Financing & Investment and 
International trading 

STI has forged successful joint venture in 
Singapore in Precision Steel Tubes with giants 
like Kobe Steel Ltd. and Tokyo Boeki Ltd., 
collaborative links with Breton Spa. of Italy in 


Granite & with Carl Froh Rohrenwerk of Germany 
in Copper Coated Tubes EEC (Brussels) has 
accorded a unique mark of approval to STI Group 
by selecting 'STI (jranite' a 100% EOU for its first 
ever equity investment in India m the Private Sector. 

STI Power India Ltd., a new Public Ltd. Company 
set up recently for executing the Prestigious 
Rs 1200 crores, 330 MW power project at Guna in 
M. P has well known international partners. The 
Ciroup is also going ahead with a major 200 crore 
textile spinning unit in M P 

With its emergent national stature and powerful 
global connections, the STI Group is all .set to reach 
for the stars. 


■ Steel Tubes of India Limited, Dewas ■ STI India Limited, Dewas 
■ STI Products India Limited, Bangalore ■ STI Granite India Limited, Bangalore 

■ STI Power India Limited, Guna (M.P.) ■ STI International Limited, New Delhi 

■ STI Finance Limited, Bombay 

Steel Tubes of Singapore Pvt. Ltd., Singapore ■ Kawamin Pacific Pvt. Ltd., Singapore 

■ Nippon Gulf Enterprises LLC, Dubai ■ STI Hawley International, New York 

■ STI Euro Incorporated, Moscow 


0 


Steel Tubes of India Group 


steel Tube Road, Dewas - 4 55 00 1 (M.P.) 
Phone : (07272) 73244-49. Fax : (07272) 75083. 
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between capital market resource mobilisation 
and growth in corporate fixed investment or 
growth in this sector’s real value added. 
Thus, we have witnessed, mainly, financial 
disintermediation, with little effect on 
aggregate saving rate and corporate 
investment and output growth rates. This 
seems similar to what happened in many 
developed economics with financial 
deregulation about a decade ago. All 
indicators of corporate profitability show a 
decline in 1980s. 

If our findings are valid, they appear 
significant. The widely held view of positive 
effects of stock market growth on the 
economy’s real .sector, perhaps, needs to 
taken with caution. Moreover, the findings 
seem to raise many questions. Mow could 
corporate sector access such large resources 
when its profitability was steadily declining? 
Why did the sharcof retained earning decline 
when the corporate tax burden fell? Is the 
fall in profitability related to decline in share 
ol internal finance? Finally, and perhaps 
more fundamentally, if capital market has 
little relation to corporate investment rate 
and output growth rate, what does capital 
market growth mean for the economy’’ Is 
It, then, merely a side show?’” 

Capital market is not just an institution for 
resource mobilisation, hut equally important, 
a market for corporate control that necessarily 
follows. Assume that, over tunc, widely 
perceived capital market impcrlcclions arc 
overcome with better regulation and 
technology Arc we, then, piepared I'oi 
contestability of corporate management 
through mergers and take-overs in the 
.secondary market'’ Assuming such a market 
IS organised ellicicntly, does it necessarily 
improve corporate perlormancc’’ These 
widely debated issues in developed 
economies seem to have an increasing 
relevance for India. 

The Anglo-.Saxon niodel’ of corporate 
governance reportedly leads to ‘shortism’ as 
investors have arms length relation with 
mimagers. Threat ol take-over apparently 
leads managers to resort to shon-sighted 
policies, at the expense of long-term goal 
ofgrowthand technical progress. Incontrast, 
German and Japanese firms, that have close 
links with their banks, arc said to be free 
from such pressures to show immediate 
results, and hence arc able to take a long¬ 
term view of the linn’s prospects. 

In other words, the critical question is, 
what sort of a market economy we intend 
to move towards: is it the Anglo-Saxon 
‘model’ with the primacy of capital market 
emphasising ‘efficiency’ and liquidity with 
the attendant shortism of corporate 
managements, or the German and Japanese 
styles of bank centric corporate governance 
with limited role for stock market but primacy 
to long-term growth and technical progress.” 


The.se issues perhaps cannot be ignored any 
longer. 

Notes 

[Following Ihc usual disclaimers, I thank Subir 
Gokam, Veena Mishra, K V Kamaswamy, J C 
.Sandesara, S L Shelly. M H Suryanarayana and 
Rajendra Vaidya for their comincnls on an earlier 
draft of this paper. I am particularly grateful lo 
Cherian .Samuel for his detailed comments and 
suggcslions.) 

1 In this paper ‘capital markct‘ is used narrowly 
to refer lo India’s slock markets. Strictly, 
stock market refers to issuing and trading of 
equities Since the bulk of resources mobilised 
III Indian slock markets arc debt securities, 
we prefer, for convenience, using the term 
capital nuirkel 

2 Market capitalisation ratio, is tlie market value 
of all traded shares, as a proportion ol current 
gross domestic product at factor cost (GDPIc) 
This IS a widely used measure of slock market 
si/e. 

3 Though the secondary slock market has grown 
substantially both inabsolute and comparative 
terms, one has lo recognise ils narrow base 
In 1992-91, lop .SO firms account lorovci two 
thirds of trading volume in Bombay slock 
exchange that docs over 70 pci (ent of trading 
in all Slock exchanges in India |('MiE 1994, 
Machiraju I99S]. 

4 A convertible debenture is a debt msinimeni, 
which istorcan be) parlially or fully converted 
inloequity share(s) al predetermined time and 
ratio, as specified in the initial public offer. 

5 Increased promoleis’ coninbiilioiicould partly 
he an illusion, as those eligible foi contrihutiiig 
lo promoters’ share may have been enlarged 
One sus|iecls that in a rcginic of licensing and 
capital controls with biKimingseciinlies prices, 
promoters' quota could have been used lo 
dis|x;nse lavours. similar lo Japan's ‘Recruil 
scandal’ some years ago 

6 In 1980s a number of financial services fiims 
like merchant bankers, underwriters, mutual 
funds, custodial s'Tviccs, etc, came into 
existence, mostly by existing public sector 
banks and financial inslilulions. .Sutneof them 
were discredited in Ihc 1992 slock markel 
scam However, since 1991 private sector 
firms including many wilh foreign origin also 
entered these newer industries Instiumenls 
are convertihlc debentures, vanety of mutual 
funds, etc. .See Machirajii (199S) for 
descriptive details 

7 This IS an overeslimale due lo double counting 
We know, a significant pioportton ol firms 

15 listed in more than one slock exchange in 
India Bombay slock exchange, oldest and 
busiest of all. listed 2,601 companies m 1992 
ICMIH I994J This figure, wc guess, is more 
accurate 

8 Demirgue-Kuni and l-evine's (I99.S) stylised 
facts seem to iindercslimalc si/e ol India’s 
slock market. In their set ol 41 countnes, 
India ranks .11 si in market capitalisation, with 

16 per cent of Ol)P, during I986-9.V 

9 Documenting India’s financial development 
up to 1977,Gold.smith(198.l)said "The open 
capital market has been only a secondary 
source of funds for corporate business Thus, 
the markel for corporate issues seems not lo 
have developed since independence, and. in 


addition, to have lost considerably in 
importance" (pp 204 06) 

In ilcscribing India’s iinancial system and 
structure. Ku| (1992) (lerhaps did not find 
capital market significant enough lo mention 

It 

10 Foreign Exchange Regulation Act (FERA). 
197). required all forcign-controllcd mpee 
companies to dilute foreigti equity hold lo 40 
per cent, though the law’s miplemeiiiation 
depended on the finns' relative bargaining 
power wv-n-vi.v the government. However, in 
most cases, lhe.se firms did not disinvest their 
holding Instead they issued fresh equities lo 
Indian public, thus reducing their share m the 
paid-up capital, wilhoul losing their 
controlling interest in most cu.ses 

11 Kao’s (1980) coiicliiMoii aptly rcllecls the 
dominant opinion liefore the capital markel 
boom. “ .industrial units have ivlied heavily 
lor finance on Ihc public financial institutions 
and banks, and have laiscd relatively little 
capital Iruiii the market with tcordeiing ol 
priorities over the last decade, an increasing 
|)iopor1ion ol icsniirces ol the commercial 
hanks arc channelled lo other uses such as 
meeting incicased icservc ret|uirniiciils and 
ciedil lo piiorily sectors Indtisiiial 
expansion, thcrelorc. must icly on raising 
moiccapilal Iromihcniaikcl industrial iiiiits 
can be cncoiir.igcd to iiicci then liiuincing 
rcqiiiiemenl Irom a wide langc ol mveslois 
through maikclahic sccuiitics that can 
assist in the ticvciopiiicmol capital maikcl" 
(pp ISI-.Sa) 

12 Observing that films dc|x.'nd on banks .ind 
DFIs (or finaiuc. and households invest in 
bank deposits, I'atil (l‘)70) aigiied lor gtcalci 
parlicipalionot^hoiischoldsccloi m financing 
firms' equity capital I'his led lo an micicsinig 
debate, mostly by praclilioi.cisol IniaiKc.on 
the need lo develop i .ipil.il iiiaiket as a souii c 
ol nsk capital Sec also, ('hilalc (1980) 

|1 fall (198.)) oilers a critical LOiiniienI on the 
assumptions iindcilymg the (‘onmntlec's 
recommendation ihal seem relevant even now 

14 CMIF. (I98(i) docimiciiis these changes in 
policies and procedures 

15 Will III neM'Iniimi iil Ki'inii I. I WVliighliphleil 
success ol India's e.ipilal maikel lelorms 
I Wot Id B.mk 1989 1081 

16 To quote (’ho. "In a iicdil maikcl with 
impcrtccl mfoiIllation. Iihcialisaiion ol the 
banking system would mil. by itself, be 
siiltkienl lo .icbicve lull ctlisieiKy fins is 
due lo the adverse .selection ellect (and .ilso 
Ihc inotal h.ii aidelleci) that occurs when debt 
contracts are used in the piescnce ol 
asymmclni iiiforniaiion lk|uily conlr.it s 
howevei, .ire (lee Irom adverse seleeiion 
ellects .ind could thus oveitoiiK' mcliicicnl 
allotalion ol capital when the same degree 
ol impcrlcct inlonnalion on horiowers 
exists as in the case ol debt toiili.itis" 
IC'ho 1986 1981 

17 To quote Keynes’ well known rein.irk on 
Wall .Street. “ In one ol the gie.ilesi 
mvcsimeiil markel m the woi Ul, namely New 
York, the inlliientc ,il spctul.ilion is 
enoimous .Spt'ctilalois may do no h.irm .is 
bubbles on a steady slieain of enterprise But 
Ihc iiosiiion isserioiis when enterprise Ik-i oines 
the bubble on a whirlpool ol s|XTul,ilion 
When the capital devclopmcnl ol a toiinlry 
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becomes a by-product of the activities of 
a casino, the job is likely to be ill done. The 
measures of success attained by Wall Street, 
regarded as an institution of which the proper 
purpose is to direct new investment into 
most profitable channels in terms of future 
yields, cannot be claimed as one of the 
outstanding triumphs of laissez-Jaire 
capitalism..." [Keynes 1936]. 

IK To quote Gerschenkron, "Depending on a 
given country's degree of economic 
backwardness on the eve of industrialisation, 
the course and character of the latter tended 
to vary in a number of important respects. 
Those variations can be readily compres.sed 
into the short hand of six propositions ..The 
more backward a country's economy, the 
greater was the part played by institutional 
factors designed to increased supply of capital 
to the na.sccnt industries. ” [Cierschenkron 
1962). 

19 Ihirc (198.S) says, “The seniorBntish manager. 
It IS said. IS bothered about the bottom line 
in his next half-yearly results, the Japanese 
manager about his market share m five years 
tunc. The Japanese manager is moicconccmed 
with long range planning, more assiduous in 
gathering information about the probable state 
of markets and the directions to he taken by 
technological developiiicnt over the long¬ 
term” (p 10). 

20 Quite at variance with the WDR view. 
Mayer’s background study fur the report 
cautions against a benign view ol stock 
market development 'Tilling it provo¬ 
catively, Myths of the We\t Mayer (1989) 
makes following 10 observations, ba.sed on 
his studies using eorpoialc balance sheet 
data 

Retentions ore the dominant source of 
finance in all couiiincs (p 9) 

There arc sotiK' marked variations in self 
financing ratios across countnes In UK 
and US more than three quarters of 
mvesimeni is funded from retentions In 
France. Japan and Italy, appreciably more 
IS rai.scd externally Canada and Cicrmany 
he somewhere between the two groups 
(pp 9-10) 

In no country do compantes raise sub¬ 
stantial amount of finance from securities 
market (p 10) 

Banks are the dominant source of external 
finance in all countries 
Rank finunce is pariiculaily pronounced in 
France Italy and Japan. It rcpre.scnts a 
surprisingly small proportion of German 
corporate financing. 

UK investment has been consistently 
financed fruiii retentions (91 per cent on 
average) Bank finance has contributed 
close to rero (3 |x:r cent on average) on 
a net basis 

There is a siiong inverse relation between 
the proportion ufexpenditure financed from 
retentions and hank credit. 

Securities markets have declined in 
significance as soume of finance lor British 
industry. Trade credit increased in 
importance at the end of 1960s and early 
1970s. 

Small and medium sir.cd firms are 
considerably more reliant on external 
finance than large firms A smaller 
proporlion of small than large company 


finance comes from securities market. 
Bank (and short-term) finance account for 
approximately two-thirds of UK companies 
total debt but more than five-sixth of snuill 
companies debt. 

2 1 Demirguc-Kunl and Levine ( 1995) is the other 
significant study that collects and compares 
stock market development indicators in a 
cross-country perspective, from 1986 to 1993. 
This study’s focus is on the characteristics of 
secondary market and relates them to financial 
development. 

22 Singh is very circumspect on the implications 
of this findings. However, on their basis IFC 
seems to justify its efforts in promoting stock 
markets in these economies 

23 This IS estimated using CMIE (1994) and 
Datta Roy Chaudhury (1992). 

24 These estimates are based on Datta Roy 
Chaudhury (1992) and National Accounts 
Slaiisiti 

25 These numbers should be interpreted 
cautiously. Private limited companies .should 
not be simplistically viewed as 'independent' 
and/or ‘small’ firiiis doing better than large 
ones. As Ha/ari hud revealed long ago, a 
sizeable proportion of private limited 
companies are closely related to large firms, 
m terms of ownership and management - 
oticn called ‘satellite’ companies in popular 
parlance Moreover, many holding companies 
that control India’s large business houses are 
private limited companies Very often, newer 
entrepreneurial gioups that emerge in capital 
market usually do .so aflei their success with 
a niimher of private limited companies and 
family owned business 

26 The average for (he second half of I9K0.S is 
extended by a year to include 1990 91 as this 
marks an end of a certain policy regime. In 
this and subsequent graph, we avoid 
interpreting the trends since 1990-91. as the 
saving e.sliinule is disputed 

27 Interestingly, the penod of rapid rise in the 
share of financial saving ratio is associated 
with rapid geographical expansion of banking 
services, though offered negative real interest 
rates 

28 Dunng 1989-90 and 1991-92. public sector 
tax-free bonds formed 40 per cent of capital 
iiiarkct mobil.sation. 

29 RBI’s surveys of medium and large non- 
fmancial public limited companies, using 
uniform definitions and concepts since 1949. 
accouiilmg for over four-fifths of private 
eor|H>ratc sector’s paid-up capital and sales 
forms the basis of this study 

Using RBI company finance data, Datta 
Koy Chaudhury (1992), has arrived at 
‘population’ estiinates fur the non-financial 
private corporate sector and relate (hem to 
national income aggregates. Thus we have 
consistent tune senes for about three decades 
since the mid-1950s 

We also use RBI’s flow of funds table for 
‘pnvatc corporate business' This includes 
non-financial private corporate sector plus 
non-fina^.cial co-operative sector. Since the 
latter is very small, private corporate business 
can be proxied for the corporate sector. 

30 These, we guess, ore sinctly comparable to 
Mayer's estimates as we use company balance 
sheet data, and on a ’net' basis. 

31 Gross saving financed two-thirds of gross 
capital fonnation in private corporate business 


during the First Plan (1951-52 to 1955-56). 

• The ratio came down to a little over one-third 
in the Seventh Plan (1986-87 to 1987-88) 
[Ramachandra Rao 1989], 

32 But, unlike then, when DFIs used to subscribe 
much of it as underwrites (as Goldsmith 
suggested), in 1980s public seems to hold 
bulk of the fresh equity. 

33 Following Shanta’s (1992) method, using 
Annual Survey of Industries, we estimate 
private corporate manufacturing value added 
by subtracting proprietary and partnership 
firms’ share from that of ‘wholly privately 
owned’ firms. 

34 According to Goodhart (1992), 
“disintermediation is...said to occur when 
some intervention, usually by government 
agencies for purpose of controlling, or 
regulating, the growth of financial inter¬ 
mediaries, lessens their advantages in the 
provision of financial services, and dnves 
financial transfers and business into other 
channels. In some cases the transfer of 
funds that otherwise would have gone 
through the books of financial intermediaries 
now pass directly from saver to borrower" 
(p 683) 

35 We are very circumspect in interpreting (his 
trend, since > 980s also witnessed an increase 
in competition in industrial goods markets 
in response to gradual loosening of 
investment licensing and import restrictions 

36 This IS a widely debated issue in recenf 
literature developed country context For a 
brief review of the literature and fresh evidence 
fur the US, sec Samuel (1996b). 

37 TheHronoinist.tMayS. I990)inapcrceptively 
tilled survey. ‘Capitalism: In Triumph. In 
Flux‘, raised some of these issues, for a wider 
audience 
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Just in case you missed reading the May 7-21 issue, 
we thought we'll bring it your notice that the 
Business Today Survey rates us 
No.l among all Indian Banks. 

At Corporation Bank, we believe good enough is not enough and it is reflected in 
our performance. As a pro-active, efficient, customer-orientgd organisation, we've 
moved up from the 1993-94 position of No.3 to the No.l position among all Indian 
banks in 1994-95. Thanks to our dedicated employees and to the unflinching loyalty 
of millions of customers, this marks the beginning of a new journey. 



Corporation Bank 

Pertormance sets us apart 

Corporate Office. Post Box No.88. Mangalore - 576 001 Tel: (0824) 426416420 Fax: (0824) 441208 EMail: CORP-MANW9OX400.NICGWNIC.IN 
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Too Little, in the Wrong Places? 

Mega City Programme and Efficiency and Equity in 

Indian Urbanisation 


Sanjoy Chakravorty 

The first major urban policy initiative announced after the f;overnment of India the economic liberalisation 
process wtis the Mega City programme, directed by the ministry of urban affairs ami employment. It is an attempt 
to shore up infrastructure in five of the six largest metropolitan regions in India (Bombay, Cult mia. Madim. Hyderabad 
and Bangalore), using innovative financing mechanisms, and emphasising cost recovery. AJtei detihUng the political- 
economic background, the programme and its implementation, three critical questions are coi\\,,leu‘d one, is the 
amount of money being invested too little, and has it come too late to turn the situation around? Two, r. il,c prottramme 
being targeted to the wrong cities? And, three, will the elite continue to remain beneficiaries, and :ii, mhan poor 
neglected? The answers to these questions raise doubts about the Mega City programme. .Since the refornw -■ i// have 
to succeed in the cities (if they are to he durable), urban development policies must he considered with a \ ,n to 
sustaining efficient and, specially, equitable urbanisation patterns. 


WHEN the government of India announced 
a rapid economic liberalisation programme 
in July 1991. it Joined a growing group of 
countries that have jettisoned development 
paths followed for decades for market 
orientation IBokil 1990; Dehejia I993|. In 
the hubbub over exactly which industries 
should be opened to foreign capital and 
which protected, and how the new 
relationship with foreign capital should 
proceed, little attention has been given to 
spatial or urban development policy. This 
is surprising since the liberalisation 
programme will succeed or fail in India’s 
cities. That is. thecontrihution of programmes 
for urban development to making the 
urbanisation process efficient and equitable 
may significantly impact the future of 
stmctural reform. The Mega City programme, 
which was initially announced in 1993, and 
is into partial implementation, is so far the 
only major urban policy component ot the 
structural refo'-m process. In the following 
pages 1 discuss the programme and its 
implementation. I argue that in the context 
of India's recent urbanisation pattern this 
programme may be inefficient because the 
wrong urban size class is targeted, and 
because the funds are not large enough to 
make a significant difference for the selected 
Mega Cities. Also, I argue that the role of 
the state should continue to focus on mitigat¬ 
ing the effects of market failure and excess 
for the most vulnerable sections of the 
population; this is specially true when signi¬ 
ficant change, with the potential of further 
skewing the income distribution, is being 
introduced. As it is being implemented, the 
Mega City programme fails to address this 
concern, and appears to continue the centrali¬ 
sation and unequal distribution of resources. 
In the long run structural reform has to be 
politically acceptable (as the elite alone 
cannot keep it viable); this and other future 


urban development programmes should he 
designed and iniplcmciued with .socialjustice 
and political sustainability in mind. 

The larger quc.stion rai.sed here relates to 
the spatial dimensions of the post-reform 
development process. Indian policy-making 
has long been accused of lacking, even 
wishing away, all spatial aspects ot 
development I sec Johnson 1970; Lewis 
199.1]. In reality, every development action 
has a locational attribute which may affect 
the long-term prospect of the development 
action; a large literature in economic/ 
industrial geography deufs with this aspect 
ot development. In urban areas the central 
qiicsiioii has often revolved around the 
contradictions between the economies of 
agglomeration and scale on the one hand, 
and si/.e-rclatcd congestion diseconomies 
on the other jWheaton and .Shishido l‘>8l; 
Krugman 1995). It is argued that for 
sustained, yet indeterminate, periods ol time 
at ter the beginning of industrial development, 
large cities otter increasing returns to capital 
investment from higher labour productivity, 
larger plant size, and cost savings trom 
proximate location of factors of production 
(suppliers, .skilled labour, etc) Eventually, 
though, the costs of size related conge.siion 
rise, and am manifested in higher wages and 
taxes, so that more efficient locations may 
be found in smaller urban areas. There is no 
agreement on what the optimal city size limit 
may be - the literature suggests that the 
efficiencies related to agglomeration may 
peak at urban sizes between three and .seven 
million (Shukla 1984; Carlino I9KS; 
Montgomery 1988]. Yet large cities often 
grow rapidly well beyond this size range. 
With reference to India, critics have pointed 
to ‘urban bias’ in rnacio-economic policy 
[Lipton 1977], or implicit spatial policies on 
transportation, import substitution, etc, as 
the source of this later growth. 


Like all othci development actions, 
smietiir.ll lelorin. loo, is iiol space neiilial 
Markuseii (IW.S) has aigiied I hat alter 
liberalisation large cities mav be favouied 
by large-scale industries, and hi-iech or. 
innovative indu.sincs which need skilled 
labour, infoinialion and business services 
Export-oriented industries. on the ot her hand, 
may be able to locate in noii-inctiopohian 
settings (often in coastal locations) As a 
result we may sec the creation ol more 
doniinant 'meirorcgions' or ‘agglonierative 
fields’ as in,.Sao Paulo in Brazil |Storper 
1991; Diniz 1994]. 'ITial is. the rclonii process 
may result in fiinhcr polarisation ol 
populalion and economic aelivity iiiio die 
already leading urban areas This may be the 
efficient solunon lor industry (ceii.iinly when 
smallerurbanaicas lack basic mlrasiriicuiic), 
butolten is sub-optimal Iroma social wellaic 
aspect: the costs ol large city cniploynieni 
provision are high |Richardson 1987], 
intericgional and inlia-regional inequality 
may inctca.se [Chakravorty 1994], .ind the 
problems of visible concentrated poveity, 
and iiiciiopolitan management bcsoinc more 
acute. 

The lormulation or evaluation ol iirb.in/ 
.spatial policy must be undertaken within this 
context. One must ask whcthei the existing 
large cities are efficient enough to ofler 
agglomeration advantages, or some selected 
smaller 111 ban centres may be better locations 
for new industry; otic mu.st know whether 
the invcstnients to be made will be large 
enough. Ol siiflicieiit to significantly improve 
productive potential. Once the quesiioiis on 
cffieiency are answered, the policy-makers 
must deal with equity and evaluate the 
di.stributional aspects ol the specific new 
policy (particularly as it is being imple¬ 
mented. rather than from a noimative pers- 
pcciivc). and in the context of the overall 
change in the policy framework 
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Mega Crrv Programme 

Understandably, no new urban policy was 
announced immediately after the start of 
liberalisation. Neither did policy-makers act 
substantially on the report of the National 
Commission on Urbanisation ( 1988), which 
was the first comprehensive national level 
urban policy statement. The report was an 
urgent call to recognise the importance of 
urbanisation in the development process, 
and the policies necessary to make 
urbanisation manageable, sustainable, and 
equitable. The detailed and comprehensive 
report stressed the economic and social 
importance of the four largest metropolises 
(Bombay, Calcutta, Delhi, and Madras) and 
suggested that these he declared national 
cities with Rs ‘i billion invested in each 
during the Eighth and Ninth Five-Year Plans. 
This investment recommendation has since 
been rejected by the policy-makers in the 
Planning Commission and the ministry of 
urban development (since reorganised into 
the ministry of urban affairs and employment, 
or MUAE), which felt that large-scale urban 
grants were incompatible with the new 
economic policy. Instead, in 1992, the MUAE 
and the Planning Commission initialed 
discussions on a new urban infrastructure 
financing scheme, called the Mega City 
programme (MCP). 

The MUAE felt that the primary goals of 
urban development in (he new economic 
order should be cost recovery and 
replicability of projects. Each project should 
be evaluated on its own merits - in terms 
of technical feasibility, revenue generation 
capability, etc - and should be financed as 
one Item in a basket of feasible projects. 
Arguing that co.st recovery was not possible 
in certain sectors, the MUAE proposed that 
three types of projects be put forward for 
the MCP: (1) no cost recovery (waste 
management, drainage and sanitation, etc): 
(2) partial cost recovery through uscrchargcs 
and taxes (water supply, transpoi tation, slum 
shelter, etc); and (3) full cost recovery and 
surplus generation (housing, new area 
development, commercial complexes, etc). 
The suggested proportion of investment in 
these three project types was in the ratio of 
30:30:40. The financial stake of the central 
government would be 2S per cent of the total 
programme cost, the state government would 
provide another 25 per cent of the cost; and 
the remaining 50 per cent would have to be 
rai.scd from financial institutions such as 
HUDCO. 

A Mega City programme outline 
highlighting these basic features was agreed 
upon in May 1993. On the basis of this 
outline the .selected Mega Cities submitted 
their project lists over the following year 
(.sec next .section). In March l995theMUAE 
clarified its position further, and specifically 


underlined the following features: (I) Funds 
would not be provided for power, 
telecommunication, rolling stock such as 
buses, education, health, and small projects 
that could be implemented with local funds; 
(2) Only projects of regional or city wide 
significance, ones that are not of limited 
impact, and cannot be undertaken within 
exi.siing municipality/agency budgets, would 
be considered; (3) A nodal agency, identified 
for each metropolis, would co-ordinate ail 
projects and maintain aseparatebank account 
in a commercial bank for all financial 
transactions under the scheme; (4) A 
sanctioning committee, with members from 
the central ministry, the Planning 
Commission, the state, the nodal agency, 
and financial institutions (for projects with 
institutional involvement), would examine 
and approve projects submitted by the 
implementing agencies, and review/monitor 
the implementation process; (5) At the end 
of the Ninth Plan period, a minimum of 75 
per cent of the total outlay should remain 
available as an infrastructure development 
fund on a continuing basis (MUAE 1995]. 

The MCP is being implemented in five 
Mega Cities - Bombay, Calcutta. Madras, 
Hyderabad, and Bangalore. Originally the 
idea was to make the programme applicable 
only to agglomerations with populations 
more than five million in the 1991 Census. 
Hyderabad and Bangalore, both with 
populations between 4 and 4.5 million, were 
added later by the Planning Commission 
(after considering factors like estimated 
population in 2(X)0, and urban growth rate). 
Delhi was not considered because its 
financing comes from a different account, 
the National Capital Region programme. 

Project lists and outlines were prepared 
in rcspon.se to the ministry circular from 
mid-1993 onwards. The nodal agencies res¬ 
ponsible for these responses arc; Bombay 
Metropolitan Region Development Authority 
(BMRDA), Calcutta Metropolitan Develop¬ 
ment Authority (CMDA), Madras Metro¬ 
politan Development Authority (MMDA), 


l^derabad Urban Development Authority 
(HUDA), and Karnataka Urban Infrastnicture 
Development Finance Corporation 
(KUIFDC) for Bangalore. These reports were 
prepared before the more specific circular 
of March 1995 (discussed above), and as a 
result do not fully conform to its guidelines. 
For example, some nodal agencies have 
included additions to bus fleets among their 
costs; this will not be allowed according to 
the latest thinking. Also, an important element 
of the Mega City programme, the 
involvement of financial institutions with 
project specific cost recovery details, was 
generally poorly developed in these five 
project lists; i e, these reports are similar to 
project reports that were done earlier - the 
MUAE wants new approaches in response 
to the new economic realities. As a result, 
according to the MUAE, these reports are 
not necessarily final - certainly not until the 
sanctioning committee for each Mega City 
has approved the ‘basket of projects’ 
[Mohanty 1995].' Nevertheless, these reports 
are indicative of investment pnoritics, and 
reflect a policy orientation that probably will 
eventually be implemented. 

Table 1 lists the sectoral spending 
allocations planned within the Mega City 
programme for the five .selected cities. It is 
clear that the spending priorities for the five 
mctropoli.scs are significantly different. Also, 
the amount planned for varies considerably 
from metropolis to metropolis - from a low 
of Rs 7(K) million for a single year in 
Bangalore, or a five-year low of Rs 1.698 
million in Madias, to a high of Rs 6,080 
million in Calcutta.’ 

In Bombay the projects arc divided into 
two types - one for which there will be some 
degree of cost recovery through taxes, duties, 
u.scr charges, tolls, etc, and the re.st, which 
may be considered pure public investments. 
The projects with a cost recovery clement 
include urban renewal, street lighting, bus 
service, water supply from Morbe dam, a 
diagnu.stic centre, and bridge tolls. Excluding 
Navi Mumbai Municipal Corporation (which 


Tablf I. Mkoa City Programme Investment Planning 


Sector 

Bombay 

Calcutta 

Madras 

Hyderabad 

Bangalore 

Transportation 

37.8 

17.7 

19.0 

20.6 

71.4 

Commercial development 

16.4 

16.3 

42.0 

10.7 

- 

Area dcvelopinent/housing 

10 1 

28.1 

3.2 

2.3 

- 

Sanitation 

66 

1.3.3 

35.6 

37.1 

14.3 

Water supply 

26.2 

19.9 

- 

24.2 

14.3 

Slum improvement 

O.S 

1.8 

- 

1.0 

7.0 

Other 

.3.4 

2.9 

5.4 

4.1 

- 

Total (per c^nt) 

100 0 

100.0 

100.0 

100.0 

100.0 

Amount 

40.34 

6080 

1698 

3985 

700 


Ntile: Figures shown are for percentage of total investment in each sector. The ‘amount’ is in 

million rupees. The data for Bombay. Calcutta, Madras, and Hyderabad are planned Mega 
City programme investments in the Eighth Plan (1992-97), The Bangalore data are for the 
financial year 1993-94 only. 

Sources: BMRDA (1994); CMDA (1994); Kirloskar Consultants (1994), Government of Andhra 
Pradesh (1994); Government of Karnataka (1993). 
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accounts for Rs 192 million of the budgeted 
total of Rs 4.034 million), 52.5 per cent of 
the total investment is to be spent on ‘cost 
recovery* projects. Much of thccost recovery 
is to come from commercial development 
and transportation projects (though, 
interestingly, area development and housing 
do not figure prominently in thecoiit recovery 
list). Slum improvement is allocated less 
than 1 per cent [BMRDA 1994). 

The CMDA in Calcutta has focused on 
area developnient/housing and commercial 
development as the cost recovery sectors. 
During the Eighth Plan the CMDA hopes 
to recover Rs 2,040 million in the area 
development/housing sector (from an 
investment of Rs 1,700 million), and Rs 
1,095 million from commercial development 
(after investing Rs 990 million). The CMDA 
is clearly not expecting to apply user charges 
or tolls, since the combined cost recovery 
from thc.se sectors is foreseen to be Rs 40 
million (the investment being Rs 2,290 
million). As in Bombay, the slum 
improvement sector is virtually ignored (with 
a mere 1.8 per cent of the budget) |See 
CMDA 1994).’ 

The Mega City plan in Madras was 
prepared by a private sector consulting firm 
lather than by the MMDA. The plan makes 
a distinction between ‘remunerative’ and 
‘service’ projects, with 70.4 per cent of the 
total investment belonging in the former 
category. Remuneration is expected from 
bus/truck terminus/parking facilities, shopp- 
ing-cum-office complexes, a large .sewage 
renovation plant in Kodungaiyur, and 
some new town development. No money 
has been budgeted for improvements to 
water supply or slum areas {Kirloskar Con¬ 
sultants 1995). 

The Hyderabad Mega City plan, appears 
to be heavily slanted towards the sanitation 
and water supply sectors (with over 61 per 
cent ol the budget). Each HUDA project is 
classified as remunerative, cost recovery, or 
service most closely following the ministry 
guidelines - covering respectively 46 per 
cent. 25.9 per cent, and 28.1 [ler cent of the 
budget. Remuneration is expected from 
office, commercial, and shopping com¬ 
plexes, and water storage and supply; cost 
recovery is planned from sewerage improve¬ 
ments, hostels, and auditoria. Slum improve¬ 
ment IS allocated 1 per cent of the budget 
[Government of Andhra Pradesh 1994], 

The KUIDFC’s response on behalf of 
Bangalore was unusual. Instead of proposing 
a five or 10 year investment plan (as the 
other Mega (Cities had dune), it offered a 
single year project list (for 1993-94). This 
list was worth Rs 700 million, much of it 
concerned with transportation (including 
synchronising traffic signals, improving 
street lighting and existing roads, creating 
an outer ring road, and purchasing 400 new 


buses). About 7 per cent of the budget was 
to be spent on slum improvement through 
house construction and provision of basic 
amenities. The Bangalore report did not 
outline any cost recovery mechanism 
[Government of Karnataka 1993). 

Policy and Population Backgrouno 

The MegaCity programme raises a number 
of issues, particularly since it is “being 
projected as the first post-liberalisation 
experiment by the ministry... “ [Raina 1995). 
Partly the issues raised relate to the question 
of efficiency - are the amounts being 
considered large enough to make significant 
changes, and whether these amounts would 
be better spent in smaller cities with more 
growth potential. Also, there are issues related 
to the liberalisation process itself - the 
argument may be made that the way in which 
the programme is designed and is being 
implemented, by ignoring equity considera¬ 
tions, may be counter-productive to the long¬ 
term success of market reform; in order to 
be durable, the reforms must receive support 
from populations other than the urban elite 
[Kohli 1989). A summary of some relevant 
background information will help place a 
discussion of these issues in context. 

First, consider the MCP in the context of 
other urban development programmes of the 
government of India, and the relative 
importance given to urban development in 
the national planning context. Table 2 charts 
the proportion of investment in urban 
development (often clubbed with housing) 
and lor other major expenditure heads 
from 1961 through the Eighth Plan. The 
combtned investment in housing and urban 
development, was less than 2 per cent until 
1974, and has always rematned tielow 3 per 
cent of total outlay. The urban development 
component has varied between 1.1 and 1.3 
percent from the Seventh Plan onwards. The 


Eighth Plan came into effect after 
li’ocrali.saiion. and rclVcts the changes in 
priority brought about by the New Economic 
Policy; investments in the financial years 
1990-91 and 1991-92 were not part of any 
overall Five-Year Plan partly because of the 
impending shift to the new policy regime 
The difference bet ween the Seventh and the 
Eighth Plans, should, as a result, rcllcct the 
new investment and policy pnorities. 

In gcncml, though, using broad heads of 
development, there arc few changes. The 
most significant change has taken place in 
the industry and minerals sector, who.se share 
has declined by about 20 |K*r cent; this follows 
declines of 32 and 13.5 per cent during the 
previous two Plan penods (the Fifth and 
Sixth Plans) - it can hardly be argued that 
a declining government interest in the 
ownership of heavy industry is a result ot 
liberalisation. The share of the energy .sector 
has increased by about 6 percent, while that 
of transport and comniumcation has increas¬ 
ed by about 7.5 per cent The last figure is 
somewhat misleading hecau.se the communi- 
cations sector alone has seen an increase ol 
about 50 per cent over the actual Seventh. 
Plan expenditure. The sik'iuI services sector 
of which urban development is one clement, 
is now budgeted a 14 per cent increase over 
Seventh Plan actual spending (the bulk of 
the increase is in education). Clearly there 
has not been a fundamental shift in the 
policy-makers’ attitudes towards urban 
development - it is receiving no special 
attention despite the clear argument that 
liberalisation will ‘.succeed’or‘tail’in India's 
urban areas (.see conluding section). 

The urban development sector money is 
mostly spent among the following 
programmes (I) Integrated development ol 
small and medium towns (up to 5,(X),()()0 
population size); (2) Programme for the 
liberation nt scavengers by conversion of 


Table 2. iNVESTMENr by StcroR (l%l-07) 


Per Cent of Investinenl in 


Period 

Total 

Outlay' 

Agnculturc/ 

Irrigation- 

Powci 

Industry/ 

Minerals 

Transporl 

and 

Communi¬ 

cation* 

Mousing/ 

(.irhan 

Develop- 

menr* 

Third Plan (1961-66) 

85.8 

20 6 

14 6 

20 1 

24.6 

1 5 

Annual Plans (1966-69) 

66.3 

23 8 

18 3 

22 8 

18.5 

1 1 

Fourth Plan (1969 74) 

157.8 

23 3 

186 

182 

19 5 

1 7 

Fifth Plan (1974-79) 

394 3 

22 1 

18 8 

22.8 

17 4 

2 9 

Sixth Plan (1980-8.5) 

1104 7 

22.5 

16 7 

15.5 

16 2 

2.6 

Seventh Plan (1985-90) 

2214 4 

20 4 

17 3 

134 

174 

2 3 

Annual Plan (1990-91) 

.583 7 

10.7 

19.5 

109 

18.9 

2.9 

Annual Plan {1991 -92) 

647 5 

19.7 

22.4 

10 1 

20 0 

2 1 

Eighth Plan (1992-07) 

4.341.0 

20.6 

183 

10 8 

187 

r, 4 

Notes: 1 In R.s billion. 


2 Includes agriculture and allied activities, rural development, irrigation and flood control 
? Includes rail and road transport, post and telegraph, and telecommunication 
4 The 'urban development’ component was I. I per cent, I 3 per cent. 1.2 per cent, and I 2 per 
cent respectively for the Seventh Plan, the 1090-01 Annual Plan, the 1091-02 Annual Plan, 
and the Eighth Plan. 

Source. Government of India (1995). 


Economic and Political Weekly Special Number September 1996 


2567 





ill 

1 *^ I If § £ 

if iiilr 



«j|l 2 


<» £ 


Hill 



III 


K « H 


>■ W ” X 
Po P- 


’fA\P 



ysifi 


sii 






ifigiiil 

§ 8 8 . 01 - 15 
^ in ^ LU 


Exonoinic 



>8 


and Political Weekly 


DIRECTORATE OF SMALL SAVINGS 
GOVERNMENT OF MAHARASHTRA 


service privies into sanitary latrines; (3) 
Nehru Rqjgar Yojana with programmes fur 
urban micro enterprises, urban wage 
employment, housing and shelter 
upgradation, and training in trades with 
employment potential; (4) Urban basic- 
services for the poor, aimed at ameliorating 
the living conditions of the most vulnerable 
urban poor; (5) Slum improvement scheme 
in non-metropolitan urban areas under the 
Minimum Needs Programme [sec Dutt 1991 
for a review]; and (6) Prime minister’s 
integrated urban poverty allcviatton 
programme (still being finalised) applicable 
to urban areas between SO.OOO and 1,00,000 
population size; 

Second, consider the pattern of urban 
growth between 1971 and 1991. Table 3 lists 
the populations of the 23 metropolises with 
over one million population in 1991. The 
1981-91 growth figures are illuminating.' 
Among the poorest growth performers tn the 
preceding decade are two of the five Mega 
Cities - Calcutta is ranked 20th. and 
Madras ranked 18th among the listed 23 
cities. In listing the 10 fastest growing 
metropolises, we find only the Mega Cities 
Hyderabad (ranked third) and Bombay 
(ranked eighth). Bangalore, which has been 
much publicised as Indi.n’s ‘silicon valley', 
and ‘air-conditioned city', and according to 
general opinion has been the country’s 
exploding metropolis, ranks 12th. The 1971- 
81 growth ligures are similar. Bangalore 
(third) and Delhi (eighth) are the only Mega 
Cities featured in the top ten. 

Additionally, there ap|X'ars to be a spatial/ 
regional dimension to the growth pattern. 
The .southern state of Tamil Nadu has three 
of the four coiisisicnlly slowest growing 
cities (Madras, Madurai, and Coimbatore). 
This may partly be a result ol proximity to 
some ot the fasici growing urban regions 
such as Hyderabad, Visakhapatiiam and 
Bangalore. There are only two eastern cities 
in the list - Calcutta has generally grown 
very slowly, and Patna, which was the fastest 
growing city in the 1971-81 period, became 
the slowest growing city in 1981-91. The 
northern ctties show mixed results Kanpur 
has grown at a slow pace, whereas Delhi, 
Jaipur, and Lucknow have grown at widely 
fiuctuating rates in the 1970s and 1980s. The 
western and central /.one ctties (especially 
Surat and Bhopal) have generally grown at 
a brisk pace. 

'I'llH Qtll;.STION.S 

Too little, too latcl. In the Eighth Plan 
(1992-97) the amount budgeted for urban 
development, the source of the MCP funds, 
is Rs 52.77 billion. This money is to be 
divided among the programmes listed above, 
the National Capital Region Programme, 
and the MCP. In 19‘)3-94 and 1994-95 the 
GOIrclea.scdRs 850 million and 840 million. 


respectively, for the programme. .Assuming 
that this will bo the level of invc.stmeiit over 
five years, the total GOl stake in the MCP 
is likely to be in the neighborhood ol Rs 4.25 
billion (or just over 8 per cent of the urban 
development budget), though the olficial 
total Eighth Plan allotment fiir the MCP is 
apparently clo.scr to Rs 7 billion (Rama 
1995). Since this ainouiK is envisaged to be 
a quarter of the total MCP investments, it 
ts po.ssible that between Rs 17 billion and 
Rs 28 billion would be invested in Mega 
City infrastructure through this programme 
by the end of the Eighth Plan. (The figures 
are likely to be significantly smallci now 
that three years have passed, and institutional 
borrowing has not been utilised.) 

The significance of these figures may be 
better understood by comparing them to an 
estimate ol infrastructutc needs in one Mega 
City. In 1990 the CMDA calculated that 
dunng the 25-yeai period 1990-2015 the 
total infrastructure need for the Calcutta 
urbanised area was in the ordei ol Rs 45 
billton(iiicnti.stanl l990iupees),Tliis figure 
includes a lower percentage ol investinent 
in the ‘cost recovery’ sectors - 9.5 pei cent 
in housing and 11.5 percent in commercial 
facilities (as opposed to ilie 28 and lo per 
cent budgeted under the Mega City 
programme; sccTablc I). I l.singconsei valive 
assumptions, the infrasliuciure need in 
Calcutta during the Eighth Plan is about Rs 
10 billion; Rs 6 billion was budgeted iii the 
MCP, of which perhaps Rs 3-4 billion will 
actually be spent. That is. ihere will be a 
shortlall ol Ks 6-7 billion, in addition to the 
infrasliuctuie deficiencies lhai have 
accumulated ovci the ycais 


This Mlualion would not have been 
remaikable had other sources of financing 
been availabicfor all five Mega Cities After 
all, the GOl was under no obligation to 
create the MCP. 'Die Mega Cities could have 
continued past practices - obtaining state 
funds (thioiigh octroi and sales tax receipts, 
loi instance), selling bonds, etc. These funds, 
howevei, are the source of the respective 
slate's 25 pei cent commitment component 
ol the MCP In most cases (Calcutta is an 
cxamplel Iheic is virtually no other money 
except some World Batik loan.s/granls.' 
Clearly, the amounts being invested are too 
little to cope with the staggeiing needs of 
these Mega Cities, and have prtibahly come 
too late to turn the situation around, 

III the wioiif! filiii r.\'’. nie wisdom ot 
attempting to shoie up crumbling 
inliasiructiirc luid fill the gaps in the Mega 
Cities alone is even more t|uesiion.ablc in the 
context ol the growth performance data in 
Table .t Calcutta city and metro. Madras 
Litv and metro, and even Bonihav old city 
now expeiience net out-migration to some 
degiee, Calcutta and Madras cities have 
been lacing massive net out-migration lor 
over two decades now. These urban areas 
.lie probably all well beyond the point ol 
netaggloineiaiionbeiieliis Therccenislow¬ 
down III the giowili ol Bangalore (which was 
lasiei tli.iii die national average in the I98t)s, 
but much slower than its own pace in the 
197(ls) indicates that it. loo, may be reaching 
the point wlidie negative esteiiialities and 
congestion diseconomies outweigh the 
agglomeration benclils Ilydeiabad grew 
special iilaily dining the I98()s. it is sure to 
slow down in the I99()s, 


IaiiII ,3 Ml iKol'iii II SN Pni'iii A MU'; is'ii (iiiim in. I')7II90| 


1991 Rank 

1991 

P'M SI 

1971 SI 

19S1 91 

1<)81-9| 


Popiihilt'in 


( itowtb 

(iiow'th 

(iiowlh 

Mciioixilis 

(•(MK)s) 

(IVi 

(K.mk) 

(Pci Cciil) 

(Rank 1 

1 Bombay 

I2S/(I 

3K 1 

15 

52 5 

8 

2 Calculla 

11021 

3(1 6 

IS 

20 0 

20 

3 Delhi 

8419 

S7 1 

K 

46 9 

II 

4 Madras 

5422 

35 .■> 

16 

26 4 

18 

5 Hyderabad 

4344 

41 S 

1 t 

70 6 

3 

6 Bangaluie 

41 to 

76 7 


41 1 

12 

7 Ahniedabad 

3tl? 

16 t 

12 

too 

16 

8 Pune 

2494 

48 6 

10 

47 0 

1(1 

9 K.in|iur 

203(1 

28 6 


2 \ 

!'■ 

10 Lucknow 

1669 

218 

n 

(iS 6 

5 

11 Nagpui 

1664 

41)0 

II 

27 S 

17 

12 Suiat 

1S|9 

K5 1 

> 

(i6.2 

4 

13 Jaipui 

ISIK 

68 ; 

S 

41 2 

13 

14 Cochin 

1141 

II :i 

n.) 

65 4 

6 

15 Vadodara 

1127 

59 5 

7 

51 3 


16 Inikae 

1109 

47 K 

11 

33 8 

14 

17 ','oimbatoie 

1101 

25 0 

21 

19 7 

21 

18 Patna 

1100 

87 

1 

19 7 

21 

19 Madurai 

1086 

27 4 

7.0 

19 7 

21 

20 Bhopal 

1063 

74 1 

4 

58 4 

7 

2t Visakhapainaiii 

10S7 

(i(> 4 

(l 

75 0 

1 

22 1 .udhiana 

1043 

51 0 

*4 

71 l> 

2 

23 Viuanasi 

1031 

31 0 

17 

<0 5 

15 


Sounr\ Covernnicnl ol India( 1993), Hose i pnM) 
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These facts should be considered in the 
context of two others: one, the pace of 
urbanisation in India slowed in the 1980s 
(the urban population grew by 46.2 per cent 
in the 1970s. and by 36.5 per cent in the 
1980s) [Bose 1994], and two, some non 
Mega Cities have generally outperformed 
even the faster growing Mega Cities. An 
argument can be made that the slow-down 
in Indian urbanisation is a result of .saturation 
(and despite that, continued centralisation) 
in the Mega Cities.'' The MCP is a belated 
attempt to improve the carrying capacity of 
the largest metropolitan areas, where it is 
obvious that the second tier of cities is more 
likely to absorb larger shares of the urban 
population increment. The inefficiency and 
short-sightedness of the urban development 
policy orientation is further underlined when 
one considers the situation that cities with 
populations between a half million and four 
million receive few incentives from New 
Delhi. Most of the urban programmes 
discussed earlier do not apply to this size 
class; international financing also is generally 
unavailable for infrastructure improvements. 
The MCP funds, which are too small to 
effectively make a difference in the Mega 
Cities, could, on the other hand, substantially 
impact a .selected set of the .second tier cities. 

For the wrong people!: Investment in 
slum improvement is conspicuously ab.sent 
or relegated to an afterthought in the 
individual MCP spending plans. In Bombay, 
Calcutta, and Madras. 35 per cent of the 
metropolitan population lives in slums. In 
Bangalore and Hyderabad the corresponding 
figures are about 20 and 30 per cent 
respectively [all data are estimates for 1990; 
see Gupta 1993]. An infrastructure improve¬ 
ment plan that effectively ignores such large 
proportions of the population can charitably 
be described as blind. It is possible that the 
relevant authorities in these Mega Cities 
expect that international agencies, known 
for their tendency to financially support 
slum improvement programmes, will step 
in; and, direct poverty alleviation pro¬ 
grammes like the existing Nehru Rojgar 
Yojana (NR Y) programme, will suffice. (The 
other programmes listed earlier, with the 
exception of the programme for the liberation 
of scavengers, do not apply to the Mega City 
size class.) In the state of West Bengal, all 
urban areas (including Calcutta) received a 
total of about Rs 136 million for all urban 
development programmes (including NRY) 
in 1993-94; between 1990 and 1994 the 
NRY programme contributed Rs 230 million 
(of which the subsidy or grant component 
varies between 25 and 40 per cent) in urban 
West Bengal (Government of West Bengal 
1995]. It IS difficult to argue that this spending 
pattern is equitable. 

Apart from the problem of inequitable 
spending or investment patterns, the larger 


question relates to the income distribution 
impacts of a rapid liberalisation programme. 
On the one hand there is the argument that 
there is “no strong evidence to suggest that 
external liberalisation increases income 
inequalities indcveloping countries” [Harris 
1995:175]. On the other hand an “obvious 
fear (and expectation) is that the poor and 
poorly represented, together with large 
sections of the organised working class, will 
be made to bear the cost of an imperfect and 
expensive package of reforms” [Corbridge 
1991:473]. If Latin America and China’s 
experience with structural reform is any 
guide, there can be little doubt that the 
sudden opening up of an economy will lead 
to increased income inequality [Khan 1993]. 
There is a rich literature on the subject of 
uneven development, the economic prospects 
of ‘backward’ regions in a market economy, 
and the impact of technological change on 
the distribution of income. [The work of 
Myrdal, Kuznets, Hirschman, Kaldor, Amin, 
Friedmann, Stohr and others is summarised 
and updated in Williamson 1991, and 
Chakravorty 1994]. This literature suggests 
that when development begins, or there is 
a significant change in the economic 
structure, certain cities, regions and people 
arc in better position to take advantage of 
the new conditions; in the short run, at least, 
national and regional inequality is likely to 
increase [sec Cohen 1990; Gilbert 1993|. 

Less is known about the intra-urban 
distribution of income in developing count¬ 
ries (except for Mohan's work on Colombia; 
see Mohan 1994). Indeveloped nations there 
is considerable evidence that inequality 
levels arc higher in large cities due to unequal 
ownership of land and other productive 
assets, unequal skill dustribution, differential 
migration, industry with entry barriers, etc 
[see Nord 1984; Chakravorty 1996]. These 
conditions arc likeiy to be accentuated with 
rapid structural reform. Therefore, an argu¬ 
ment may be made that the intra-urban distri¬ 
bution of income will become, and perhaps 
has become, more unequal as a result of 
economic liberalisation. This will happen at 
the same time that the national distribution 
of income becomes less progressive, and 
regional inequalities arc exacerbated; the 
potential negative consequences of libera¬ 
lisation for income distribution in general, 
and backward regions in India has been re¬ 
cognised by even the most ardent supporters 
of the process (World Bank 1989]. 

The MCP is a drop in the bucket of the 
Indian budgci. It is, however, the only 
national urban programme of consequence 
for the largest size class, and one that is 
clearly designed as a prototype. One of the 
likely repercussions of the programme will 
be increased investment in the already 
relatively well endowed parts of the nation, 
the chosen Mega Cities, and their higher 


income population groups. While this may, 
in some cases, increase their productive 
potential, the distributive impacts are clearly 
regressive. Perhaps the most important lesson 
of urban planning and development in the 
west is that it must promote social justice 
[Healy 1992). Right now the genera] popu¬ 
lation appears to be sceptical of and resistant 
to liberalisation, while the business and 
professional elite are in support. In order for 
liberalisation to be successful, however, 
support must come from the economically 
weaker sections of society. Clearly many 
politicians realise the distributive signi¬ 
ficance of liberalisation - in recent assembly 
elections (in Andhra Pradesh, for instance) 
a major plank has been the promise of rice 
at Rs 2 per kg. In increasingly chauvinistic 
and parochial times, risking fairness for 
infrastructure may be a dangerous gamble. 

Summary Evaluation 

The MCP, small as it is in comparison to 
the size of the Indian budget and economy, 
is an important first step in Indian urban 
policy. In the federal structure of the Indian 
Constitution, urban development is a state 
subject. The maximum money previously 
invested by New Delhi on a city was Rs 1 
billion in Bombay for the Indian National 
Congress centenary celebration. This new 
policy direction is expected to achieve a 
number of goals: force fiscal discipline and 
accountability by tying money to specific 
projects, and not letting the money disappear 
into labyrinthine municipal or development 
authority budgets; create a rolling fund 
which will be available for infrastructure 
improvements continually; collect user 
charges at rates close to the marginal co.st 
of service provision. 

By using a one-size-fit.s-all approach, 
however, the impact of the programme is 
likely to be diluted. Instead of using popu¬ 
lation size alone as the criterion for selecting 
cities for the programme, variations in the 
rate and spatial pattern of urbanisation should 
be considered. First, the regional aspcc:s of 
urban growth, particularly in the south and 
cast zones, should be considered. For 
instance, Madras, Bangalore, and Hyderabad 
cannot and should not be dealt with in t.hc 
same manner - the historical and locational 
particularities should be taken into account. 
Second, if efficiency is the goal - that is, 
the purpose is to help create the bases of 
capital accumulation - a more appropriate 
strategy may be to foster the development 
of emerging metropolises like Pune, Surat, 
Lucknow, Vadodara, Cochin, Bhopal, and 
Vishakhapatnam.’ Not only would some 
equity purpose be .served (by decentralising 
to relatively lagging regions), but the cost 
of future urbanisation and resultant 
infrastructure provision is also likely to be 
significantly lower. 
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Finally, cost recovery should be more 
carefully implemented. Cost recovery as a 
goal is unquestionably important and 
necessary, but the manner of proposed 
implementation is worrying indeed. First, in 
all the Mega Cities, the primary form of cost 
recovery appears to be through the delivery 
of area development and housing projects, 
and commercial development complexes. 
User charges and tolls arc mentioned in 
some cases, but clearly these do not constitute 
either a majority or a significant fraction of 
the costs to be recovered. That is, faced with 
a new economic reality, the urban planning 
and development system in the Indian Mega 
Cities is responding by avoiding difficult 
choices. Instead of instituting realistic user 
charges for basic services (water supply, 
garbage removal, etc), and providing cross 
subsidies for the economically weaker 
population, the development authorities are 
preparing to intensify their participation in 
an economic sphere best left to the privite 
market. The provision of high and medium 
income housing, and commercial centres is 
done most profitably and efficiently by 
private developers; public agencies are 
simply continuing to use their leverage in 
land acquisition (often the most difficult part 
of urban real estate development) to become 
major players in the land market. Perhaps 
the MUAE will disallow .such practices; 
their list of typical projects, however, docs 
specifically mention housing and commercial 
and area development. 

The issue of cost recovery from basic- 
infrastructure goes to the heart of the question 
of equity; subsidies always benefit those 
who arc able to use the subsidised items. 
Water co.sts are subsidised by 60 to 80 per 
cent iti the Mega Cittes, at the same time 
that upper income groups use four to live 
times more water than slum dwellers on a 
per capita basis [Kundu I994|. Middle and 
upper income groups pay about Rs 6 to 12 
per person per month for potable water 
delivered to tndividual residences; a bottle 
of cola, one of first products to come in with 
liberalisation, costs about Rs 7. Surely it is 
not technically and politically infeasible to 
extract the marginal cost of water .supply 
from these tncome groups, and continue the 
subsidies tor the slum population (who do 
not, in general, have residential delivery 
systems). As the Mega City implementation 
plans stand now, cost recovery from the 
provision of services is reallv not a goal; it 
it was, the question of equity would not have 
been as important. 

Prospects 

The impact of globalisation of trade and 
production and economic liberalisation in 
many developingeconomies isinitially likely 
to be felt most directly in the giant cities of 
the lagging nations. These metropolises, and 


not the smaller cities, have the necessary 
skilled labour and minimum infrastructure 
needed to attract footloose capital [Bchrman 
and Rondinelli 1992], and more than ever 
before these metropolises have to be in open 
competition with each other [see Cook and 
llulme 1988). In India this situation appears 
to be recognised tacitly rather than openly. 
In the four post-liberalisation years, several 
state governments (including Haryana, 
Kerala. Orissa, Punjab, Rajasthan, Bihar, 
West Bengal, and Maharashtra) have 
instituted industrial policy reforms that arc 
clearly geared to investments in the urban 
sector. Many states have lowered environ¬ 
mental hurdles, promised project clearance 
in hours if not days, and have sent their 
chief ministers abroad to solicit investments. 
The Mega City Programme appears to have 
been designed in a political-economic 
vacuum where these larger forces arc absent. 
The questions that need addressing go be¬ 
yond tinkering at the margins with urban 
infrastructure - these questions should 
relate to urban system structure and intra¬ 
urban reconfiguration, the desirability and 
management of Mega City hypergrowth, the 
costs ot Mega City urbanisation, the popu¬ 
lation carrying capacity of medium sized 
agglomerations, the interpersonal and 
spatial distribution ot benefits, and poverty 
alleviation. 

Fnnally, how will the success or failure of 
the MCP be evaluated? Surely it will not be 
measured by how it affects the rale of 
migration to the Mega Cities. Rather, if a 
revolving fund can be generated that may 
be used for the long-term suslcn.mce of these 
cities, the policy-makerscanjustiftably claim 
some success. If. in the process, some cost 
recovery mechanisms (in the delivery of 
basic services) are instituted, there will be 
further reason for cheer. 1 do not believe, 
however, that the national rale of urbanisation 
will be considered a factor in the measurement 
of success, nor will equity issues in general. 
For a true social cost benefit analysis, the 
programme should be evaluated using these 
criteria. It is not enough to si mply be market- 
oriented; it IS just as important to be aware 
of market failures - which, in the Indian 
case, may involve both inefficient urbanisa¬ 
tion and inequitable distribution patterns. 

Notes 

[The research for this paper was funded by a 
senior fellowship from the Amencan Institute of 
Indian Studies. University of Chicago, and a 
summer fellowship from Temple University The 
author also wishes to thank the many indi¬ 
viduals andinstilutionsinNew Delhi ondCalcuita 
who have been gcncnius with their time and 
resources.] 

I As of October 1995 the sanctioning committee 
had met for the firs! time in Bangalore, Bombay, 
and Madras, and some projects had been 


cleared The conimiltccs for Calcutta and 
Hyderabad had not me' yet 

2 Note that the data shown in Table I am for 
the Eighth Plan penod (1992-97), with the 

’ exception of Bangaloie’s single year plan. 
However, all the metros (but Bangalore) 
actually submilted spending plans running 
through the Ninth Plan (i e, 2002). hut I have 
elected not to s-how that data here, when the 
spending details spread ovei two plan periods 
are considered, the pcrccnlage.s allocated to 
the differeni sectors change, but not by large 
margins 

.t This IS particularly surprising m CPKM) ruled 
Calciitlu, more so because the most significant 
success of the CMDA has been in slum 
iinprovement (see Pugh 1989), 

4 The growth figures in the following paragraphs 
should be considered in the context of India’s 
overall population growth rate (22 9 percent) 
and urban growth rale (36 5 per cent) in the 
decade 1981-91 

.5 In all live Mega Cities there currently arc 
World Bank financed urban development 
projects - usually funds targeted to specific 
projects, particiiliu-ly in the iransiiorlulion and 
slum improvement sectors In Calcutta ihr 
Bank aided CU1 )P-111 ended officially in 1992, 
and has not been renewed, spillover piojecis 
are slill tiemg implemented 

6 Within ihc Mega Cities themselves, ihc spatial 
patlcm ot mvcsinicnl is heavily skewed towards 
Ihc older, most densely populated, ovctbuill. 
slow growth centra', ciiies In Calcutta it has 
been cslimaled that over 60 |X'r cent of the 
MCP tunds arc targeted to the core city and 
ils immediate surroundings In Madras, the 
city corporalion will gel over .36 jx;r cent nl 
Ihc lands dirccjlv (m addition to much of the 
invcsimenlbyMMDA and Metro Water), while 
all other municipalities gel less than 2 per cent 
combined In Bombay, where Ihc old city 
actually lost population in the 198()s and Greater 
Bombay (;,mailer than Bombay metropolis) 
grew by only 20 jx-r ccnl, Ihc spending plan 
IS more balanced Irom a spatial perspective 

7 The recent plague scare in Sural was a dirccl 
result of infraslructure and public health 
deficiencies in the face ot massive popiilaliun 
growth The.sc cities are growing rapidly 
wilhoiil commensurate public mveslmunl.s, and 
could easily turn into 'dying cities’ like Calcutta 
and Madras m two decades It is unfortunate 
that even today the case fur urban planning 
has to be made by raising tlxi issue of public 
health, it is even mure unlortunate that not a 
single progn'inme lo deal with the .Surats has 
emerged, despite a nairowly avericd disaster 
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